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RATE OF RETURN STOPS AND CAPITAL 
RETURN TRANSACTIONS 

CROSS REFERENCE TO RELATED PATENT 
APPLICATIONS 

0001. This application is a divisional of U.S. Non-Provi 
sional patent application Ser. No. 1 1/281,632 filed on Nov. 
17, 2005, which claims priority to U.S. Provisional Applica 
tion No. 60/628,844 filed Nov. 17, 2004, herein incorporated 
by reference in its entirety. 

TECHNICAL FIELD 

0002. An embodiment of this invention involves a com 
puter method and system for automatically selling invest 
ments based upon a preset rate of return criteria, relative to the 
initial purchase price or relative to other investments. It also 
relates to a method and apparatus for returning some portion 
of the initial capital, once a predetermined appreciation level 
is met, while simultaneously preserving the investor's right to 
the capital gains. 

BACKGROUND OF THE INVENTION 

0003. There are two major components of this invention. 
The first involves the utilization of a minimum annualized 
rate of return (or maximum rate of loss) in determining when 
an investment is automatically sold. This rate of return can be 
relative to the initial purchase price and/or relative to other 
investments. The second aspect involves a mechanism that 
allows for all or a portion of the invested capital to be returned 
to the investor once a predetermined capital gain criterion is 
met. Even though the broker returns a portion of the under 
lying capital, the investor continues to enjoy the capital gains 
until Such time the investment is sold. In exchange for this 
privilege, the broker could command a higher commission 
rate from the investor, perhaps by sharing a percentage of the 
capital gains. 

Rate of Return Stop 
0004 Investors carry a heavy burden of monitoring the 
value of their investments. From the time of purchase until 
Such time the investment is sold, they must constantly moni 
tor the value of the investment. This monitoring burden is 
compounded when numerous investments have been pur 
chased. Factoring in price Volatility, the need to continuously 
monitor the valuation is further intensified. 
0005. There are numerous methods to either monitor the 
valuation of investments or sell them on behalf of investors. 
One major difference between the present invention and other 
“sell order stops” is that “rate of return stops' monitors what 
matters most to investors—the rate of return, not just an 
absolute gain. 
0006. Some of those “sell order stop' methods simply 
monitor and notify the investor when an absolute predeter 
mined value is met. Other methods communicate and/or actu 
ally trigger a sell order automatically once the investment 
reaches predetermined valuation level. Often the “trigger” 
price is based upon some value below the initial purchase 
price, thereby protecting from further loss; or it is based upon 
a predetermined appreciation level, thereby preserving the 
capital gain. For example, a notification and/or sell order may 
be automatically executed if a stock falls below S95 or above 
S100. Basic stop and limit orders have been in existence for 
decades. 
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0007 Some stop orders are highly sophisticated. Trailing 
stops, for example, follow the appreciated value of the invest 
ment. The sale of the investment is based upon the highest 
appreciated value, less a predetermined amount. For 
example, a stock purchased at S50 that appreciates to a high of 
S60 may be triggered by a sell order once the valuation 
reaches S58, or, stated differently, its highest valuation 
amount, less a predetermined value of S2. Other versions of 
the same concept include, “Turtle Trading”, “Price Channel 
Breakouts' and “Donchian Breakouts'. In all these instances, 
the trigger price is based upon an absolute market value of the 
investment—not the investor's rate or return. 

0008. There are a number of inherent risks in these 
approaches. The notification only approach could cause a 
delay in reaction time. The investor that receives the phone 
call must find time to request a sell order via a broker or 
electronically. In that time, the valuation could decline. Either 
the amount of the appreciated gain is lost or, worse, the 
delayed reaction time may even wipe out a portion of the 
initial invested capital. 
0009 Even those methods that trigger a sell order auto 
matically have a major inherent risk. They do not take into 
consideration each investor's desired rate of return. The sell 
order triggers are based upon an absolute value—either rela 
tive to the initial purchase price or the highest valuation—not 
what the investor desires from a rate of return perspective. For 
example, the rate of return for a stock purchased at S50 and 
sold at S58 is very different from the rate of return on a S100 
purchase that is sold at $108. In both cases the capital gain 
value is S8. Howeveran S8 gain on S50 is a 16% return; versus 
an 8% gain on S100. 
0010. These other approaches also do not take into 
account the “time value of money”. What investors care about 
more than anything else is their rate of return. Not an absolute 
appreciation value. This is a critical distinction relative to 
traditional approaches. 
0011 Which has a better rate of return, a stock that is 
purchased at S100 and sold 30 days later at S103, or the same 
stock purchase that is sold in 200 days at S108? If the more 
traditional approaches were used, the trigger price would 
likely be S108, or a 15% annualized return. Conversely, if a 
rate of return approach were used, the stock would have been 
sold at S103, or a 43% annualized rate of return. In the former, 
dollar based approach, 170 days—and 3 times the rate of 
return—would have been wasted. In the latter case, the inves 
tor can fully capture the 43% annualized rate of return and 
then reinvest in other high return investments, thereby com 
pounding the cumulative rate of return. 
0012 Another consequence of using either the basic stop 
orders or more Sophisticated versions of stop orders is they 
actually cause more Volatility in the market. If a large per 
centage of investors choose to sell based upon similar valua 
tion based criteria, then the market price will drop precipi 
tously. Under Such circumstances there are simply too many 
sellers relative to buyers. The rate of return approach signifi 
cantly limits the onslaught of sellers. Since each investor 
purchases at a different prices, at a different time-frame, and 
each have a unique rate of return criteria, the likelihood of 
numerous investors wanting to sell at the same time is sharply 
reduced, thereby reducing potential market volatility. 
0013 Another common means of protecting a loss relative 
to the initial investment value is the use of options. Options 
provide the investor with the right not the obligation to 
purchase (in the case of "call options”) the underlying invest 
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ment. For example, an option that is purchased on a stock that 
is trading at S75 and has a strike price of S80 wouldn't be a 
loss to an investor if the stock never exceeds S80 other than 
the transaction costs (the price of the option plus commis 
sions). Therefore the risk of losing the transaction cost on 
options is very likely, relative to other investment types. They 
also have other limitations. They also do not take into account 
the investor's unique rate of return or the “time value of 
money”. They also have a limited duration in which they 
expire. Rate of return stops can last in perpetuity So long a sell 
order is not triggered. 
0014 With options investors not only need to constantly 
monitor the option price itself, but they also have to simulta 
neously monitor the price of the underlying asset. If the 
option price increases, the investor may choose to sell the 
option itself. If the value of the underlying asset improves 
relative to the absolute value of the “strike price', then the 
investor may “exercise the option. 
0.015 Futures, another common investment instrument, 
have many of the same limitations as options. In addition, 
futures are largely limited to commodities, such as grain, 
livestock, metals, currency, and oil—not all asset types. 
0016. The present invention can be used on the purchase of 
stocks, bonds, options, futures, indices, mutual funds and all 
other investment instruments that have market based fluctu 
ating valuations. 
0017. In the same way a minimum rate of return can be 
established at the time or purchase or thereafter, the maxi 
mum rate of loss can also be utilized. An investor, for example 
may establish a minimum annualized rate of return of 10% 
and a maximum annualized rate of loss of 4%. Therefore the 
investor can simultaneously minimize a loss and protect a 
capital gain. 
0018. Another unique advantage of rate of return stops is 

to compare rate of return relative to other investments. In 
particular an investor can choose to trigger a sell order in the 
event other investment(s) are significantly outperforming the 
current investment. For example, if the current investment at 
the prevailing market price has a rate of return of 1%, and 
comparison investment(s) have returns of 5-6%, the investor 
may choose to trigger a sell order and/or purchase order to 
buy those comparison investments. There are no known stops 
or financial instruments that have such a comparison on a 
relative basis. 
0019. So rate of return stops have a number of advantages 
over traditional stops and even other financial instruments. It 
addresses what matters most to investors—the annualized 
rate of return. They can be used on all assets types, they are not 
limited in duration, and they are less Volatile in the general 
market. 

Capital Return 
0020. In today’s investment environment, when an invest 
ment is made, the initial capital is tied up until Such time it is 
sold. Meanwhile other investment opportunities come and go, 
leaving the investor on the sidelines from other, potentially 
more lucrative investment opportunities. The investor is faced 
with a dilemma either sell the current investment to reinvest 
in yet another, or hold the current investment in hope of 
generating a better overall return. Both options have inherent 
risks. 
0021. Another alternative is for the investor to take out a 
loan, using the investment as collateral. With exception to 
brokerages, most financial institutions would not consider 
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Such a loan, given the uncertainty of future valuations. Other 
financial institutions would only offer a loan at 60% of less of 
the valuation, and likely charge a higherinterest rate. In either 
scenario, financial institutions view collateral against invest 
ments as risky because of price Volatility and, most impor 
tantly, because they do not control the conditions at which the 
investment is sold. 
0022. Certainly the investor has the option of “buying on 
margin' or borrowing from the broker at the time of pur 
chase. This allows investors with the ability to in effect hold 
aside a portion of their investment capital until Such time 
another investment opportunity comes available. Not only do 
margin accounts involve a interest payment for the privilege 
of borrowing, but brokers are limited in the percentage of the 
investment value they can loan. Typically this limitation is 
40%. Another consequence of holding aside investment capi 
tal is that those funds are not generating a sizable return. 
Investors that hold funds in money market and other high 
liquidity accounts, get a very low rate of return. This rate of 
return is far lower than the cost of borrowing on a margin 
account, thereby creating a net loss transaction. 
0023. Another aspect of this invention involves a guaran 
teed sell order price. Today when a sell order price is estab 
lished (either manually or via sell order stops), the sell order 
itself is not initiated until the current market price equals the 
threshold price. Since other investors sell orders may be 
“ahead,” those are processed first. By the time the sell order is 
actually executed, the market price may have worsened. The 
guaranteed sell order price would eliminate the investor's risk 
of price deterioration, wherein the broker anticipates the best 
timing to sell the investment. The guaranteed sell order price 
applies to rate of return, capital return and all traditional 
transactions. 

SUMMARY OF THE INVENTION 

0024. In an embodiment, the present invention provides a 
method and system for accomplishing two major objectives 
on investing: establishing the sell order criteria based upon a 
preset desired annualized rate of return, relative to the initial 
purchase price or relative to other investments; and facilitat 
ing the return of Some portion of the initial invested capital, 
while simultaneously maintaining the investor's right to 
ongoing capital gains. 

Rate of Return Stop 

0025. The rate of return aspect involves the establishment 
of preset criteria in which the investment is sold. The investor, 
at the time of purchase or thereafter, communicates sales 
criteria to the broker based upon the investor's uniquely 
desired rate of return. These criteria may be established in any 
combination of the following forms: a minimum rate of return 
on capital gains, and a maximum rate of loss. 
0026. The investor or broker enters in these criteria into a 
computer system that monitors the market value of the invest 
ment relative to these maximum and minimum rates of return. 

0027. Upon setting these criteria, the investor and broker 
needn't monitor the prevailing market value of the invest 
ment. If the market value stays within the prescribed mini 
mum and maximum rate of return parameters, then no action 
is taken. If the Stock appreciates beyond the minimum desired 
rate of return, the investment is automatically sold for a rate of 
return above the investor's expectations. Conversely, if the 
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market value approaches the preset maximum rate of loss, the 
investment is automatically sold, thereby protecting against 
further loss. 
0028. Once the investment is automatically sold, a com 
puter system can automatically send a notification to the 
investor and/or the broker. At that time, the proceeds can be 
reinvested. 
0029. The rate of return approach embodied in this inven 
tion can also be combined with other traditional approaches. 
For example, an investor may request a rate of return of 10% 
and a minimum stop order gain of S3 per share. For a purchase 
price of S25, the sell order wouldn't trigger until S28. Even 
though the 10% rate of return criteria is met at $27.50 at the 
end of year one, the S3 requirement would supersede, and 
thereby not trigger a sell order. The stock is only sold in the 
when the greater of S3 or a 10% annual return condition is 
met. 

0030 Just as rate of return stops can be established relative 
to the initial purchase price of the investment, they also can be 
established relative to the performance of other investments. 
Suppose an investor wants to realize a rate of return above that 
of the market. Using the S&P 500 (Standard & Poor’s) as a 
proxy for market performance, the investor may wish to be 
notified and/or a sell order transaction executed in the event 
the market outperforms the initial investment by more than 
5%. 
0031 Suppose that at the time the investor purchases a 
stock at S100 the S&P 500 is at 1,200.00. In one year the stock 
is valued at S101, or a 1% return. The S&P 500 index, mean 
while, is 1,278.12, or a 6.5% return. 

1 Year 

Purchase Market Rate of 
Price Price Return 

Stock 100.00 101.OO 1.0% 
S&P SOO 1,200.00 1,278.12 6.5% 

1278.12/ 1200.00 
Relative Rate of Return = ( 101.00/100.00 1) : 100% = 5.5% 

0032. This suggests that other stocks represented in the 
S&P 500 are outperforming the investor's holding and, con 
sequently, the investor may choose to sell the existing Stock 
and purchase the index itself, or a stock(s) represented in the 
index. 
0033. The following is a generic representation of the 
relative rate of return calculation. 

(R2/R1)(1?nr) Relative Rate of Return = - - - 100% 
(S2/S1)(lins) 

S1=Initial value of the existing investment 
S2=Current market value of the existing investment 
R1=Initial value of the investment being compared 
R2=Current market value of investment being compared 
ns=Duration period of the existing investment 
nr=Duration period of the investment being compared 
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0034. Note that the duration periods can be different. The 
duration period of the existing investment is the length of time 
it is owned. The duration of the comparison investment can be 
the same or less than that of the existing investment. For 
example, while holding the existing investment, the investor 
may choose to start tracking the relative performance of an 
index. 
0035 Alternatively the comparison can be based upon the 
absolute rate of return difference between the existing invest 
ment and the comparison investments. In the previous 
example, the absolute difference is 5.5% (6.5%-1%), or 
generically: 

0036 Comparisons can be relative to more than one 
investment. For example, an investor can choose to simulta 
neously compare to the Dow Jones Industrial Average 
(DJIA), S&P 500, individual stocks, or other financial instru 
ments. A point can be set at which a pre-set condition is met 
relative to any one of the comparison investments, whereby 
the investor is notified and/or the investment is automatically 
sold. 
0037. This comparison approach can also trigger a simul 
taneous notification, sell order, and purchase order. For 
example, an investor may be considering the purchase of a 
new stock. The investor in turn modifies the relative rate of 
return criteria of an existing Stockholding to compare against 
the prospective stock. If at some future point the relative 
return of the prospective stock exceeds the criteria set for 
defining a trigger event for the existing stock, the existing 
stock is automatically sold and the prospective stock is auto 
matically purchased. Unlike most sell order transactions 
wherein the cash generated from the sale sits dormant until 
Such time a new investment can be researched and Subse 
quently purchased, this preplanned investment approach 
immediately converts the cash into a new investment. By 
eliminating the dormant periods between investments, the 
investor's overall rate of return is improved. 
0038 Given that multiple investments can be simulta 
neously compared, purchase criteria can be established on the 
basis of selecting the best performing comparison investment 
at the time of the sale of the existing investment. Since short 
term market information can be more meaningful, compari 
son investments can be evaluated on a rolling timeframe (e.g., 
a rolling 3-month period). This rolling approach and evaluat 
ing shorter timeframes, provides more sensitivity in deter 
mining relative pricing on prospective investments. 
0039. Another aspect embodied in this invention is to 
simultaneously compare the relative valuations—on a rate of 
return basis—of options and futures themselves as well as the 
valuation of the underlying asset. By simultaneously evalu 
ating the greater return of the stock option price itself, the 
underlying stock, and the stock gain relative to the option 
price, the investor has a greater chance of recognizing a 
significant return on invested capital. One skilled in the art 
would recognize that such simultaneous monitoring does not 
exist on an automated basis. This applies not only to stocks, 
but also bonds, commodities, and other types of underlying 
aSSetS. 

0040. This simultaneous monitoring can be done singly or 
in aggregate. By monitoring multiple investments singly, an 
investor can choose at a point in time to sell only those 
investments that exceed a minimum rate of return. Alterna 
tively, multiple investment values can be aggregated to deter 
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mine the best rate of return of the combined investment val 
ues. For example an investor can employ a straddle strategy 
on options in which simultaneous “out of the money” “call 
and 'put' options are purchased on the same underlying asset. 
As the market value changes on the underlying asset, the 
"call option value may improve at a greater rate than the 
'put' option value degrades, or vice versa. By simultaneously 
evaluating the investment values singly and in aggregate, the 
best rate of return combination can be triggered. (Note that 
the capital loss on the declining investment can be evaluated 
on a tax-adjusted basis.) 
0041 As seen in FIG. 16, this method for managing an 
investment can determine a first rate of return for at least one 
derivative, 1601. The method can determine a second rate of 
return for at least one asset associated with the derivative, 
1602. The method can determine a trigger event for a future 
trading period based on the first rate of return and the second 
rate of return, 1603. The method can perform a transaction 
associated with the derivative and the asset based on the first 
trigger event and the second trigger event, 1604. The first rate 
of return can be the same as the second rate of return. The 
derivative can be an investment such as, an option, Exchange 
Traded option, Exchange Traded Fund (ETF), futures con 
tract, warrant, convertible bond, and financial contract. The 
asset can be an investment Such as, a stock Exchange Traded 
Fund (ETF), bond, currency, index, and mutual fund. An 
ETFs are blocks of specific, unmanaged Stocks that can be 
bought and sold in the market place just like an individual 
stock. Exchange traded funds can be used to obtain broad 
market exposure in specific investment sectors, such as real 
estate, biotech or high tech, without having to buy individual 
stocks. 
0042. The trigger event can occur when the current market 
rate of return for the derivative is greater than the first rate of 
return. The transaction can be selling the derivative. Alterna 
tively, the trigger event can occur when the current market 
rate of return for the associated asset is greater than the second 
rate of return. In that case, the transaction can be exercising 
the derivative to purchase the associated asset. 
0043. The first rate of return and the second rate of return 
can be adjusted for a factor Such as transaction costs, man 
agement expenses, tax consequences, dividends, DRIPS's 
and bond coupons. 
0044) Even when investments are purchased at differing 
time frames and at varied purchased amounts, an aggregate 
rate of return can be calculated. By evaluating the timing and 
amount of the cash flows, an investor can make an informed 
decision on either the aggregated rate of return on multiple 
investments, or each singly. Clearly the aggregation tech 
nique can evaluate the best combinations of investments. 
Therefore instead of selling investments A, B, and C either 
singly or in total, the best after-tax rate of return combination 
may be the sale of investments A and C. This embodiment too, 
is a clear distinction from traditional stop orders. 
0045 Tax consequences can be taken into account when 
determining a rate of return. The tax treatment of capital gains 
in losses for various tax jurisdictions (federal, state, or any 
other taxation entity, including other countries), also factors 
into the rate of return treatment. Since many taxation entities 
reward the long-term holding of capital gains, the investorican 
factor personal taxation rates at various time frames. For 
example, the investor can select a higher rate of return during 
the early, high taxation period. In effect the investor manages 
to an after-tax rate of return by demanding higher rate of 
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return as a means of paying for early capital gains. Beyond the 
initial period, in which capital gains are tax favored, the 
investor can adjust downward the desired rate of return. 
0046) What follows is an example of tax impact of on a rate 
of return calculation. Suppose an investor purchases a S100 
stock on January 1. The investor simultaneously establishes 
a tax adjusted rate of return threshold of 8%. Suppose that on 
December 31 the stock is trading at S110. This represents a 
10% increase in absolute terms. However, given that capital 
gains are taxed as ordinary income for Stocks held for less 
than a year, this S10 gain would be taxed at the investor's 
personal income tax rate—say 35%. Therefore the after-tax 
value is $6.50 (S10-S10x35%). So this is only a 6.5% after 
tax return—well below the 8% after-tax threshold. 

0047 For stocks held for a year or more, the capital gains 
tax falls to 15%. So if on the next day, January 1, the stock is 
still trading at $110, the after tax return is $8.50 (S10-S10x 
15%). This 8.5% return is above 8% after-tax threshold and, 
consequently, a sales transaction would trigger. 
0048. Other cash flows that have an impact on the rate of 
return include dividends, DRIPs and bond coupons. Divi 
dends are paid to the investor usually on a quarterly basis. 
Beyond appreciation, this is an incentive that companies pro 
vide investors for holding its stock. Because this is an incre 
mental value to the investor, it can be included in the rate of 
return calculation. For example, an investor can choose to 
wait until the fiscal quarter closes to qualify for a dividend and 
thereby improve their overall rate of return. 
0049. Another treatment of a dividend is to automatically 
have the proceeds reinvested in the stock. Dividend reinvest 
ment programs (DRIPS) are common and have the added 
benefit of having very low associated commissions. There 
fore the value elements of a DRIP (incremental stock and 
commission cost) can also factor into the rate of return. 
0050 Bond coupons represent another type of cash flow 
associated with investments. A bond is simply a securitized 
“loan.' The interest payment to the investors, called a bond 
coupon, is typically paid to the bondholder semiannually. 
Some bonds, for example municipal bonds, have a lower tax 
basis. Consequently all elements of a bond (coupons and 
favorable tax treatment) can to be factored into the rate of 
return calculation. 

0051. The rate of return approach embodied in this inven 
tion also considers that the rate of return trigger can represent 
the market price at which an investment is sold, or a new 
“floor price'. For example, a S100 bond at the end of year one 
with 10% rate of return expectation could trigger a sell order 
once the market price appreciates past S110. Alternatively, 
upon crossing the 10% annualized rate of return, so long as 
the market value doesn’t decline below 10% the bond contin 
ues trading. If at the 1/2 year mark bond declines to S115.37, 
then the bond is automatically sold. The 10% expectation is 
still met, yet it yielded another $5.37 per share. 
0.052 The rate of return approach can also be used on a 
progressive basis. The investor can provide sales instructions 
that trigger a sell order if the change in the rate of return 
declines by a predefined number of percentage points. For 
example, if the present minimum rate of return is 8% and, if 
upon exceeding that level the change in the rate of return 
declines by more that 1% point, than the investment would be 
automatically sold. So if the market value climbs such that the 
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highest achieved rate of return is 11%, the new sell order 
trigger would be 10%, or the highest appreciated rate of return 
less 1%. 

Capital Return 
0053. The Capital Return aspect of the present invention 
provides the investor with the simultaneous benefit of with 
drawing a portion of the invested capital, yet still maintaining 
the rights to ongoing capital appreciation. 
0054 With capital return transactions, the investor and 
broker enter into an agreement in which the criteria are estab 
lished that enable the investor to the following benefits: to 
have a portion of the initial capital returned to the investor for 
purposes of reinvestment; and to preserve the investor's rights 
to the capital appreciation even though a portion of the invest 
ment has been returned. In exchange for these benefits to the 
investor, the broker too enjoys some incremental benefits and, 
simultaneously, reduces transaction risks. 
0055. The structure of a capital return transaction, for 
example, can involve events that occurat two mutually agreed 
market prices: the market price at which the capital return 
transaction is triggered; and the market price at which the 
investment is automatically sold. For example, a bond pur 
chased at S100 can trigger a capital return transaction when 
the market price reaches S110. It is also mutually agreed that 
the sell order is automatically triggered if the market value 
declines from S110 to $105, or if it appreciates to S115. From 
the time of purchase until Such time the investment appreci 
ates to S110, the investment is treated like any standard invest 
ment: the investor remains fully vested in the investment and 
monitors the market price. Once the market value appreciates 
to S110 the price at which the capital return transaction is 
triggered—three simultaneous events occur. First, a portion 
of the initial capital for example S80 is returned to the 
investor for purposes of reinvestment. Second, the investment 
is deeded over to the broker. This in effect becomes collateral, 
wherein the S110 market value exceeds the S80 value of the 
returned capital. Third, even though the broker has control 
ling rights to the investment, the investor maintains the rights 
to the capital appreciation. 
0056. Once the capital return transaction is triggered, the 
investment remains viable until such time the sell order cri 
teria is met. Using this example, if the market price declines 
from S110 to S105, the investment is automatically sold. The 
broker returns $25 (S105 less the S80 in capital previously 
returned) to the investor. Conversely, if the market value 
appreciates to S115, the broker returns $35 (S115 less the S80 
in capital previously returned) to the investor. 
0057. One major distinction between traditional margin 
borrowing and the capital return aspect of the present inven 
tion is that the broker has absolute control of triggering a sell 
order at an appreciated value (that is agreed to by the broker 
and investor in advance). The broker has full protection 
throughout the life of the investment. 
0058 Compared to other capital preservation methods, 
Such as margin accounts, the capital return transactions have 
a number of inherent advantages. “Margin calls’, the calls 
brokers make to investors when the valuation of their invest 
ment(s) falls below an acceptable level relative to their margin 
of borrowing, becomes a thing of the past. The capital return 
approach actually adds more security to brokerage firms and 
the markets, alike. 
0059. The broker's collateral on a capital return transac 
tion is also Superior to margin accounts. With capital return 
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transactions, the investment value appreciates beyond the 
initial purchase price before a portion of the capital is 
returned. Therefore the broker has a more positive asset posi 
tion. 

0060 Capital return transactions have other benefits. To 
the investor, not only is capital no longer tied up, but also there 
is no interest payment (like on margin accounts). Because the 
broker returns a portion of capital at a point later than the time 
of purchase, the broker should be entitled to receive another 
commission fee that offsets what would have been earned on 
margin accounts. Therefore the investor defers a cost and 
thereby improves their rate of return. 
0061 Options can provide a limited amount of capital 
preservation. Instead or buying directly the underlying stock, 
bond or other asset, the investor purchases indirectly at a 
fraction of the cost the right to buy/sell the underlying invest 
ment. Although the relatively lower capital requirement on 
options is attractive, there are other risks associated with 
options. Because options have a limited duration, the time 
horizon is limited. The transactions costs associated with 
options (the option cost plus commissions) are expensive 
relative to other investment alternatives. Options also require 
constant monitoring because their price tends to be extremely 
volatile. 
0062. At the time of purchase or thereafter, the investor 
and broker agree upon the conditions in which a portion of the 
capital is returned to the investor. The agreed to conditions 
can include the market valuation that triggers the transaction; 
the criteria at which the investment is automatically sold; and 
the percentage of the initial capital to be returned. 
0063 For example, a stock that is purchased at $50 for 100 
shares can follow these steps. The investor and broker agree 
that once the market valuation reaches S55 that 80% or S4,000 
(S40 times 100 shares) of the initial capital will be returned to 
the investor provided that the investor deed over the stock to 
the broker and that the broker has the right to automatically 
sell if the market valuation declines to S52 or exceeds a 12% 
annual rate of return. In this case the broker holds the stock as 
collateral—the value of the stock being greater than the value 
of the returned capital. If the stock declines to $52, the broker 
has the right to automatically sell, and the proceeds of S12 per 
share (the S2 gain relative to the purchase price of S50, plus 
the other 20% of invested capital) is returned to the investor. 
If in a year's time the stock reaches S57.50, or a 15% return, 
then the broker automatically sells the stock and returns S17. 
50 per share (or S7.50 capital gain, relative to the purchase 
price, plus the other 20% of invested capital). 
0064. Throughout this transaction the broker is protected. 
If the market valuation never approaches the trigger price, 
then the broker handles it like any other investment transac 
tion. If the S55 trigger condition is met, the agreed to market 
valuation trigger is greater than the unit value of the returned 
portion of capital. In the example, the broker has a S15 or 
37.5% cushion (the S55 trigger price versus the S40 capital 
return). The broker is also deeded over the investment as 
collateral and thereby has the controlling rights to the sell 
order—for purposes of protecting against a market decline or 
for protecting an established gain. (Margin calls are no longer 
necessary.) 
0065. The investor has two benefits: capital is returned for 
purposes of reinvestment; and, simultaneously, the right to 
continue to enjoy returns on the first investment. The cumu 
lative compounding effect can lead to even sharper returns. 
Expanding upon the previous example, if the first investment 
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continues to return 15% at the end of year two and the second 
investment is purchased at the end of year one and earns a 
10% return, the combined annualized return is 48.4%, as 
shown in the example below. 

Year 1st Investment 2nd Investment Combined Return 

O SS009, 80% 
1 S57.50 - a S40.00 

2 S66.13 S44.00 S110.13 

Gain S16.13 S400 S20.13 

Ann. Return 96 15.0% 10.0% 48.4% 

0066. In exchange for this service and the significant 
returns it can produce, the broker can negotiate a commission 
based upon a percentage of the gain. Since the investor only 
pays the incremental commission in the event of a capital 
gain, the investor and broker mutually benefit. The investor 
also gets a timing benefit, wherein the incremental commis 
sion is paid once the investment is sold, as opposed to early 
when it is purchased. 
0067. Both aspects of the present invention can actually be 
used on the purchase of stocks, bonds, options, futures, and all 
other investment instruments that have market based fluctu 
ating valuations. By example, a bond option that is valued at 
S20, can utilize the rate of return approach that is embodied in 
this invention. If the desired rate of return is 10%, the bond 
option trigger would automatically execute a sell order when 
its value reaches $20.16 or more in 30 days, or $20.46 or 
greater in 270 days, whichever occurs first. In the case of 
options and futures, the rate of return approach is based upon 
valuation of the direct investment—the option or future 
itself and simultaneously the underlying asset (a stock, 
bond or commodity). 
0068. One skilled in the art will understand that there are 
innumerable variations to the capital return concept that yield 
the same results. For example, the broker needn't "own' or 
have the investment deeded over, so long as the broker has the 
“rights” to automatically sell the investment. The broker is 
fully protected and simply returns to the investor the differ 
ence of the price at which the investment is sold and the 
capital return value. 
0069. Another variation involves the price at which the 
capital return transaction is triggered. For example, the inves 
tor and broker can mutually agree to consummate or “trigger” 
the capital return transaction at the purchase price. For 
example, an investorican have S100 to investin several invest 
ments, one of which has a market value of S100. Instead of 
consuming the entire S100 to purchase the single investment, 
investor and broker mutually agree that for S20 the investor 
has the "rights to the capital gains on an investment either 
owned or purchased by the broker. It is also agreed that the 
broker will automatically sell the investment if its value 
declines from S100 to $95, or if it appreciates to S110. In the 
event of a decline, the broker pays back S15 (the S20 initially 
paid by the investor, less the S5 loss). Conversely if the 
investment is sold at S110, the broker pays the S30 (the S10 in 
appreciation plus $20 initially paid. In exchange for the inves 
tor's benefits—rights to the capital appreciation and the abil 
ity to preserve S80 in capital to invest elsewhere the broker 
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is entitled to a commission greater than the standard rate. This 
incremental commission could be paid for in the form of a 
portion of the capital gains. 
0070. One skilled in the art would also recognize that a 
“broker' could be any type of intermediary, a full service 
broker or firm, a discount broker, a specialist, or another 
financial institution. This commerce can be conducted via the 
internet, a brokerage system, or a client system. 
0071. This invention also provides for a guaranteed sell 
order price. Today when a sell order price is established 
(either manually or via sell order stops), the sell order itself 
isn't initiated until the current market price equals the thresh 
old price. Since other sell orders may be “ahead', those inves 
tors orders are processed first. By the time the sell order is 
actually executed, the market price may have worsened. The 
guaranteed sell order price would eliminate the investor's risk 
of price deterioration. With the price guarantee, the broker 
anticipates the best timing to sell the investment. For 
example, a bond trading at $50 per share could have a stop 
order in the event it declines to S45. In the traditional 
approach the sell order wouldn't be executed until the market 
price is S45 or slightly less, thereby exposing the investor to 
an actual price of less than $45. With the guaranteed 
approach, the broker is authorized to sell the investment as it 
approaches S45—say at S46. Using this approach, the actual 
price at which the bond is sold may be $45.75, a S0.75 cushion 
relative to the S45 target price. Since the broker assumes the 
risk, and there is a benefit to the investor not be exposed to a 
sub-S45 actual sale price, it would be reasonable for the 
broker to retain all or most of the S0.75 cushion, in lieu of 
incremental commissions. Since brokers are closer to market 
activity and will establish an experience base to anticipate the 
optimal sale timing, an unlikely event is where the broker 
anticipates too early and the S45 threshold is never met. 
Fortunately the broker can mitigate the risk in one of two 
ways. Either the broker can remain in a cash position wait 
until the market value reaches S45, and realize the S0.75 gain 
at a later point. Or if the market price Suddenly increases, the 
broker can repurchase the bond as its value improves. 
0072 The guaranteed sell order price can apply to rate of 
return, capital return and all traditional transactions. 
0073. Additional advantages of the invention will be set 
forth in part in the description which follows or may be 
learned by practice of the invention. The advantages of the 
invention will be realized and attained by means of the ele 
ments and combinations particularly pointed out in the 
appended claims. It is to be understood that both the forego 
ing general description and the following detailed description 
are exemplary and explanatory only and are not restrictive of 
the invention, as claimed. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0074 The accompanying drawings, which are incorpo 
rated in and constitute a part of this specification, illustrate 
embodiments of the invention and together with the descrip 
tion, serve to explain the principles of the invention. 
0075 FIG. 1 is a block diagram showing the “rate of 
return” aspect of the present invention FIG. 2 graphically 
illustrates the minimum rate of return stop relative to a market 
price. 
0076 FIG. 3 graphically illustrates the maximum rate of 
loss stop relative to a market price. 
0077 FIG. 4 graphically illustrates the maximum rate of 
loss stops relative to a market price. 
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0078 FIG. 5 graphically illustrates the minimum rate of 
return and maximum rate of loss stops relative to a market 
price, in combination with other common stops. 
007.9 FIG. 6 graphically illustrates exaggerated rates of 
returns early in the investment, and moderated rates of return 
thereafter. 
0080 FIG. 7 is a block diagram showing the capital return 
aspect of the present invention. 
0081 FIG. 8 is a system diagram of the present invention. 
0082 FIG.9 graphically illustrates tax impact on a rate of 
return calculation. 
0083 FIG. 10 graphically illustrates establishing a rate of 
return relative to performance of other investments. 
0084 FIG. 11 graphically illustrates the difference in rates 
of return between the existing investment and the comparison 
investments. 
0085 FIG. 12 graphically illustrates returns on a relative 
rate of return percentage difference basis. 
I0086 FIG. 13 graphically illustrates establishing a relative 
rate of return Subsequent to an investment purchase. 
0087 FIG. 14 is a block diagram showing the determining 
of a rate of return for a first investment and the determining of 
a trigger event for a future trading period based on the rate of 
return aspect of the present invention. 
0088 FIG. 15 is a block diagram showing the determining 
of a maximum rate of loss for a first investment and the 
determining of a trigger event for a future trading period 
based on the maximum rate of loss aspect of the present 
invention. 
0089 FIG. 16 is a block diagram showing the determining 
of a first rate of return for at least one derivative, the deter 
mining of a second rate of return for at least one asset asso 
ciated with the derivative, and the determining of a trigger 
event for a future trading period based on the first and second 
rates of return aspect of the present invention. 
0090 FIG. 17 is a block diagram showing the returning a 
portion ofcapital in an investment aspect of the present inven 
tion. 

DETAILED DESCRIPTION OF THE INVENTION 

0091. Before the present methods and systems are dis 
closed and described, it is to be understood that this invention 
is not limited to specific synthetic methods, specific compo 
nents, or to particular compositions, as Such may, of course, 
vary. It is also to be understood that the terminology used 
herein is for the purpose of describing particular embodi 
ments only and is not intended to be limiting. 
0092. As used in the specification and the appended 
claims, the singular forms “a,” “an and “the include plural 
referents unless the context clearly dictates otherwise. Thus, 
for example, reference to “a stop” includes mixtures of stops, 
reference to “a stop” includes mixtures of two or more such 
stops, and the like. 
0093 Ranges may be expressed herein as from “about 
one particular value, and/or to “about another particular 
value. When Such a range is expressed, another embodiment 
includes from the one particular value and/or to the other 
particular value. Similarly, when values are expressed as 
approximations, by use of the antecedent “about, it will be 
understood that the particular value forms another embodi 
ment. It will be further understood that the endpoints of each 
of the ranges are significant both in relation to the other 
endpoint, and independently of the other endpoint. 
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0094 "Optional or “optionally’ means that the subse 
quently described event or circumstance may or may not 
occur, and that the description includes instances where said 
event or circumstance occurs and instances where it does not. 
0.095 The present invention may be understood more 
readily by reference to the following detailed description of 
embodiments of the invention and the Examples included 
therein and to the Figures and their previous and following 
description. 
0096. The present invention provides a method and system 
for accomplishing two major investment objectives. The first 
enables investors to establish sell order criteria based upon a 
preset the desired rate of return, as opposed to an absolute 
value. A computer monitors the market price relative to the 
investor's desired rate of return parameters and automatically 
sells the investment once the preset rate of return criteria are 
met. The invention also encompasses a simultaneous sell/ 
purchase capability. The second major objective is to return 
some portion of the initial invested capital to the investor 
while simultaneously allowing the investor to maintain rights 
to ongoing capital appreciation. 
(0097. Rate of Return Stop 
0098. The rate of return aspect of the present invention 
enables investors to pre-establish the trigger conditions (also 
referred to as criteria) under which their investments are 
automatically sold relative to their desired rate of return. 
Instead of having to constantly monitor the prevailing market 
price for purposes of preserving capital gains or minimizing 
losses, investors can be assured that their investment out 
comes are met without constant intervention. 
0099. As shown in FIG. 14, disclosed is a method for 
managing an investment comprising determining a rate of 
return for a first investment 1401 and determining a trigger 
event for a future trading period based on the rate of return 
1402.The trigger event can occur when a current market price 
of the first investment is greater than or equal to a sell order 
trigger price. The method can also determine if a current 
market price of the first investment is greater than or equal to 
the sell order trigger price. The method can further increase 
the sell order trigger price in response to an increase in the 
current market price of the first investment. The method can 
also include selling the investment if the current market price 
of the first investment is greater than or equal to the sell order 
trigger price and notifying a user, such as an investor or a 
broker, of the sale. 
0100 Alternatively, the trigger event can occur when a 
current market rate of return of the first investment is greater 
than or equal to the determined rate of return. The trigger 
event can occur when a current market rate of return of a 
second investment is greater than a current market rate of 
return on the first investment. In this case, the method can also 
sell the first investment if the trigger event occurs, purchase 
the second investment and notify user of the sale and pur 
chase. 
0101 The first investment can be a group of investments. 
The group can be a variety of investments such as stocks, 
bonds, Exchange Traded Funds (ETFs), currency, indices, 
and mutual funds. The rate of return in the method can be 
adjusted for a factor Such as transaction costs, management 
expenses, tax consequences, dividends, DRIPS's, and bond 
coupons. 

0102. As seen in FIG. 15, also disclosed is a method for 
managing an investment comprising determining a maximum 
rate of loss for a first investment 1501 and determining a 
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trigger event for a future trading period based on the maxi 
mum rate of loss 1502. The trigger event can occur when a 
current market price of the first investment is less than or 
equal to a sell order trigger price. The method can also deter 
mine if a current market price of the first investment is less 
than or equal to the sell order trigger price. The method can 
sell the first investment if the current market price of the 
investment is less than or equal to the sell order trigger price 
and notify a user of the sale. 
0103 Alternatively, the trigger event can occur when a 
current rate of loss of the first investment is greater than or 
equal to the determined rate of loss. The trigger event can 
occur when a current market rate of loss of a second invest 
ment is less than a current market rate of loss on the first 
investment. The method can then sell the first investment if 
the trigger event occurs, purchase the second investment and 
notify a user of the sale and purchase. 
0104. The first investment can be a group of investments. 
The group can be a variety of investments such as stocks, 
bonds, Exchange Traded Funds (ETFs), currency, indices, 
and mutual funds. The rate of loss in the method can be 
adjusted for a factor Such as transaction costs, management 
expenses, tax consequences, dividends, DRIPS's, and bond 
coupons. 

0105. As shown in FIG. 1, at the time of the investment 
purchase, or prior to its sale by the investor, the investor 
establishes a desired rate of return and/or maximum rate of 
loss 100. The broker, or other intermediary, enters this rate of 
return information into a computer system, 101. The com 
puter system calculates for each future trading day the maxi 
mum and minimum values that represent the preset rate of 
return and/or maximum rate of loss relative to the purchase 
price (with or without factored commission costs), 102. As 
the market price fluctuates, the computer system constantly 
monitors the investment value relative to that day's rate of 
return and/or maximum rate of loss sell order thresholds. If, at 
103, the market value does not exceed one of these thresholds, 
trading continues. If, at 103, the market value exceeds one of 
these thresholds, the investment can be automatically sold 
and a notification can automatically be sent to the investor 
and/or broker, 104. Exceeding a threshold can include an 
investment rate of return being greater than or equal to an 
established minimum rate of return. Exceeding a threshold 
can include an investment rate of return being less than or 
equal to an established maximum rate of loss. 
0106 FIG. 2 graphically illustrates the minimum rate of 
return stop relative to a market price. An investor, at the time 
of purchase or thereafter, can establish a minimum desired 
rate of return. For example, a 10% return on an annualized 
basis. For a stock purchased at S100, a 10% return would be 
S102.41 in three months, S104.88 in six months, S110.00 in a 
year, etc. The minimum rate of return plot, 201 in FIG. 2, 
depicts each trading day's value based upon the purchased 
price (with possible adjustments for commissions) and the 
desired rate of return. As time passes, the value increases, 
representing the time value of money concept, whereby the 
longer one holds an investment the greater its value. 
0107. In one embodiment of this invention, if the prevail 
ing market price exceeds that day's specific rate of return 
threshold, then the investment is automatically sold. Using 
the previous example, if at the three month point the market 
value exceeds S102.41, then the investment is automatically 
sold. Since this is time based, if throughout the time since the 
investment is purchased its value remains below a 10% rate of 
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return and, in the eleventh month mark it exceeds about S109, 
then the investment is automatically sold, thereby locking in 
the capital gain of about $9. As shown graphically in FIG. 2, 
the inflection point, 202, at which the market price, 203, 
exceeds the minimum rate of return plot, 201 is the point at 
which the sell order is automatically triggered. 
0108. In another embodiment of the present invention, 
instead of triggering an automatic sell order as the market 
value appreciates beyond the desired rate of return threshold, 
the sell order could be triggered once the market value depre 
ciates back to the desired rate of return threshold. The mini 
mum rate of return plot, 201, shown in FIG. 2 could also 
prompt a sell order as the market price, 203, passes through 
inflection point, 202, and Subsequently depreciates back 
toward the minimum rate of return plot, 201, at the other 
inflection point, 204. This approach for triggering a sell order 
could yield more capital gains at about the same rate of return. 
Since the minimum rate or return plot, line 201, continues to 
increase in value over time, the elapsed time between inflec 
tion point, 202, and the other inflection point, 204, represents 
appreciated value. An inherent risk in triggering a sell order 
using the approach described in inflection point, 204, is that as 
the market price, line 203, declines, there is already down 
ward momentum in valuation. By the time the sell order is 
actually executed, the actual selling price may produce a rate 
of return slightly below the desired level. 
0109. Just as the rate of return stops can be established 
relative to the initial purchase price of the investment, they 
also can be established relative to the performance of other 
investments. 

0110. As shown in FIG. 10, the rate of return can be 
tracked over time on the existing investment as well as one or 
more comparison investments (for example, DJIA and 
S&P500). The investor can compare to any number of other 
investments. 

0111. In FIG. 10 the existing investment is declining on an 
absolute base at point 1001. If the investorestablished a rate 
of return stop order to sell the existing investment when its 
value declined by 2% or more, the investment would be sold 
at point 1002. However, given the rate of growth of the com 
parison investments, the investor would have benefited by 
selling the existing investment earlier and purchasing one of 
the comparison investments. 
0112 Several criteria can be established to trigger a sell 
order using the relative rate of return stop. For example, one 
approach involves automatically selling the existing invest 
ment when the rate of return on one of the comparison invest 
ments reaches a rate of return threshold, provided that the 
existing investment itself has a Sub par return. As shown in 
FIG. 10, a sell order can be triggered when one of the com 
parison investments reaches a 3% return, provided the exist 
ing investment has no return. In period 7 at point 1003, the 
DJIA shows a return of 3% and the existing investment has 
0% return at point 1004. Therefore both conditions meet the 
sell order criteria and the existing investment would be sold. 
0113 Another approach can be evaluating the relative rate 
of return differences when a comparison investment reaches a 
pre-set threshold. FIG. 11 shows the difference in the rates of 
between the existing investment and the comparison invest 
ments. In this example, the pre-set criteria can be set at 3% 
rate of return difference, 1101, or a 4% rate of return differ 
ence, 1102. In this example, the existing investment can be 
sold when the rate of return difference is 3% at point 1101. 



US 2011/0040702 A1 

Alternatively, the existing investment can be sold when the 
rate of return difference is 4% at point 1102, or generically: 

0114. Another approach compares the returns on a relative 
rate of return percentage difference basis. When the compari 
son investment has a higher return, this approach measures 
the incremental return the investor is losing relative to the 
comparison investments. FIG. 12 shows that at a 6% relative 
rate of return difference premium, 1201, the sell order is 
triggered. The following is a generic representation of the 
relative rate of return calculation. 

(R2/R1)(1?nr) Relative Rate of Return = - - - 100% 
(S2/S1)(lins) 

S1=Initial value of the existing investment 
S2=Current market value of the existing investment 
R1=Initial value of the investment being compared 
R2=Current market value of investment being compared 
ns=Duration period of the existing investment 
nr=Duration period of the investment being compared 
0115 Note that the duration periods can be different. The 
duration period of the existing investment is the length of time 
it is owned. The duration of the comparison investment can be 
the same or less than that of the existing investment. For 
example, while holding the existing investment, the investor 
may choose to start tracking the relative performance of an 
index. 
0116 Regardless of which relative rate of return stop is 

utilized, the comparison to other investments can be estab 
lished at any point. For example, an investor can identify a 
potential investment Subsequent to the purchase of the exist 
ing investment. Using the relative rate of return, the investor 
can determine the optimal time to sell and Subsequently pur 
chase the new investment. FIG. 13 shows that in period 7 at 
point 1301, the investor establishes a relative rate of return, 
comparing the existing investment to the S&P 500 and Stock 
XYZ. Depending upon the relative rate of return approach 
used, and the threshold established, the investor can establish 
criteria for a sell order trigger that automatically sells the 
existing investment. Subsequently the investor can manually 
purchase one of the comparison investments or the compari 
son investments can be automatically purchased at the trigger 
event. 

0117 The relative rate of return stop can trigger an auto 
matic purchase order. Stops (standard, rate or return, and 
relative rate of return) provide the convenience and protection 
for selling investments. However, the time at which the 
investment is sold is uncertain due to price fluctuations. 
Therefore investors often are placed in a reactive mode to 
determine their next investment. This time lag between the 
sale of one investment and the purchase of another creates the 
potential for losses in the form of unrealized capital gains. 
0118. The comparison investments can be selected as 
immediate alternatives for purchase when the sell order cri 
teria are met. In FIG. 11, for example, a simultaneous sell/ 
purchase order can be placed when the relative rate of return 
difference is 3%, at point 1101. The purchase side order could 
be based upon whichever comparison investment is the great 
est. In this case the DJIA. Using this approach the rate of 
return is 1% by the end of period 12, as opposed to losing 2% 
had the existing investment not been sold. Alternatively, if the 

Feb. 17, 2011 

existing investment was sold in period 7 and a 3 period time 
lag occurred before the DJIA was purchased in period 10, the 
rate of return is 0% at the end of period 12. Therefore the 
purchase feature of the relative rate of return can protect 
investors from both an absolute loss, as well as a loss relative 
to market rates of return. 

0119) Other sell order rules using the rate of return stop are 
specifically contemplated. For example, FIG. 3 shows a sell 
order trigger based upon a change in the rate of return. If the 
investor chose a rate of return methodology in which, beyond 
the minimum desired rate of return of 10%, 301, if the market 
price, 302, continues to increase beyond inflection point 303 
in a manner that the rate of return increases, then the sell order 
could be defined as the highest achieved rate of return, less 
1%. In this example, if the highest achieved rate of return 304 
is at 12%, the sell order trigger would occurat inflection point 
305, or 11%, or the highest achieved rate of return of 12% less 
19/6. 

0.120. Just as aforementioned triggering methodologies 
automatically protect capital gains, maximum rate of loss 
threshold triggers a sell order for purposes of protecting the 
investment from further loss. As shown in FIG. 4 the maxi 
mum rate of loss plot, 401, depicts each trading day's value 
based upon the purchase price (with possible adjustments for 
commissions) and the maximum rate of loss. As time passes, 
the value decreases, representing the time value of money 
concept. So long as the market price, line 402, remains above 
the maximum rate of loss plot, 401, the sell order is not 
triggered. If the market price 402 declines to the maximum 
rate of loss plot, 401, at inflection point 403, then a sell order 
and notification is automatically executed. One skilled in the 
art would understand that the means described for protecting 
capital gains can be used in combination with this means of 
protecting from a loss, as shown in FIG. 4. 
I0121 Rate of return stops can also be used in combination 
with commonly used stops. As shown in FIG. 5, an investor 
can preset capital gains conditions wherein the greater of S3 
(using the absolute value of a common stop), 501, or a 10% 
(using rate of return stop), 502, to trigger an automatic sell 
order. FIG. 5 also shows that an investor can protect the loss 
conditions using a combination of a common stop and a rate 
of return stop. For example, the investor may be able to 
tolerate a $2 market price decline, 503, for a period of time, 
and then a 4% rate of loss thereafter, 504. 
I0122) Another combination involves rate of return stops 
exclusively. In circumstances wherein there is a lot of price 
Volatility in investment type (options, for example), or the 
underlying asset (e.g., the Dow Jones Industrial Index), an 
investor can choose to preset a very high rate of return early 
on, and a more moderate rate of return later. Since there is a 
greater likelihood of a value Swing triggering a sell order 
early in the investment cycle, the investor can establish a very 
high rate of return early on. For example, on a stockpurchased 
at S100 with a desired return of 10%, after 1 month, the trigger 
value is S100.80. There is a great likelihood of a stock price 
moving more than 80 cents in a month. As shown in FIG. 6, if 
instead a desired rate of return of 50%, 601, is established in 
the 6 months, converting to 10%. 602, thereafter, the trigger 
point would be S110.67 at the 3-month point and S122.47 at 
the 6-month point. Just as an exaggerated rate of return can be 
established early on to protect near term capital gains, an 
exaggerated rate of loss can also be used in the near term to 
protect losses. Also shown in FIG. 6, is a rate of loss of 15%, 
603, in the first six months, converting to a 6% loss rate, 604, 
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thereafter. At the three-month point the trigger approaches a 
value of S96.02, or a $3.98 loss. At the nine-month point, the 
trigger value becomes S95.47. 
0123 Rate of return stops can also be used to simulta 
neously monitor the valuation an option, future or other 
derivative and the value of their underlying stock, bond, or 
other asset. Unlike traditional stops, rate of return stops have 
the capability to simultaneously monitor the option (or other 
derivative) market price, as well as the underlying Stocks (or 
other base asset) market price, and determining the best com 
binations of returns. This simultaneous rate of return evalua 
tion methodology can evaluate investments singly, in aggre 
gate, or by best combinations. The investor's exposure to 
taxation laws—treatment of capital losses or favorable tax 
treatment for long term holdings—can also be factored into 
the rate of return criteria. One skilled at the art could extrapo 
late other combinations using this concept with the use of put 
options, futures contract, and innumerable hedging strate 
gies. 
0.124 Capital Returns 
0.125. The capital return aspect of the present invention 
provides two simultaneous benefits to investors. First, upon 
meeting certain criteria, the broker returns some portion of 
the initial capital to the investor for purposes of investment. 
The other investor benefit is to continue to enjoy ongoing 
capital gains on the first investment. 
0126 The capital return transaction can implement an 
agreement between the investor and broker at the time of 
purchase or anytime prior to the sale of the investment, 700 in 
FIG. 7. The terms of this agreement can include, but are not 
limited to, the following: 
0127. The market price that triggers the return of capital to 
the investor, stated as an absolute value or a percentage 
increase. 
0128. The percentage or absolute value of the initial capi 

tal to be returned to the investor by the broker. 
0129. An agreement as to whether the investor is man 
dated to invest the returned capital. 
0130. A simultaneous transfer, or deeding over, the invest 
ment from the investor to the broker. 

0131 Preset criteria for which the broker can automati 
cally sell the investment, thereby protecting the investor's 
capital gain as well as the value of the broker's collateral. 
0132) The agreed to commission structure for such a trans 
action. 

0133. As shown in FIG. 7, this information can be entered 
into a computer, 701, for ongoing monitoring purposes, 702. 
If, at 703, the market price does not reach the agreed to price 
that triggers the capital return transaction, trading continues. 
If, at 703, the market price reaches the agreed to price that 
triggers the capital return transaction, the agreed to capital is 
returned to the investor at 704. The investor can reinvests the 
returned capital, potentially into another capital return trans 
action, 705. If at 706, the market price does not exceed the 
agreed to sell order price, trading continues. If at 706, the 
market price exceeds the agreed to sell order price, the capital 
gains (sales price less the value of the returned capital) is 
returned to the investor. 707, thereby creating even more 
capital for reinvestment. Not shown is a condition in which 
the investment's value declines relative to a preset threshold 
and the investment is automatically sold. This threshold can 
be set above the initial purchase price, thereby preserving the 
investor's capital gains, as well as the broker's collateral. 
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I0134. The market price that triggers the capital return 
transaction should be greater on a per unit basis than the 
amount of capital returned. Since this transaction involves the 
transfer of assets—cash for Stock, for example—the broker 
should have significant collateral coverage in the event of a 
sharp decline in market valuation. Generally the agreed to 
market price that triggers this transaction represents an appre 
ciated value relative to the initial purchase price. Those 
skilled in the art would understand that the amount and struc 
ture of this concept could manifest in myriad ways. 
0.135 The percentage of the initial invested capital to be 
returned to the investor will depend upon the risk tolerance of 
the broker. The higher the market valuation relative to the 
initial purchase price, the higher the percentage (potentially 
up to 100%) the broker is likely to return to the investor. The 
amount of capital returned can be stated in numerous ways: as 
a percentage of the initial invested capital, in absolute value 
terms (price per unit/share of price per unit/share times the 
number of involved units/shares), or as a percentage of the 
prevailing market price. The most expedient form of return 
ing capital would involve a credit to the investor's account, 
although it can also be in the form of a check, money transfer, 
or other unspecified means. It also needn't be in the form of 
the native or other currency. It could be also be another asset 
of value. Such as stocks, bonds, commission credits (to pro 
mote even more trading), or Some combination thereof. 
0.136 The asset exchange transaction—the simultaneous 
return of a portion of the capital to the investorin exchange for 
the broker's contractual rights to the investment—must have 
full recognition of each party's rights. The investor must have 
the confidence that the capital is returned relative to the agree 
ment. The broker in this type of transaction should acquire 
full control of the asset (absent the rights to the appreciation) 
for purposes of collateralization, as well as “superior value' 
to hedge against a rapid, sharp decline in market valuation. 
(Note that it is not necessary for the broker to have the stock 
deeded over for collateral. Instead, by having full control of 
the sell order criteria, the broker could enjoy the same pro 
tection.) 
0.137 The agreement regarding the conditions upon which 
the investment is sold is for the mutual benefit of the investor 
and the broker. The investor's goal is to continue to enjoy the 
appreciated value—measured as a rate of return or other 
wise—and to protect established capital gains. The broker 
seeks to have a certain means of liquidating the investment 
well above the unit value of the capital returned. Having a 
mutual agreement around the terms of triggering a sell order 
aligns the objectives, as well as the necessary assurances of 
both parties. 
0.138. By example, an investor and broker can have the 
following capital return agreement. 
(0.139. The investor buys a stock at S100. 
0140. Once the market price reaches S105, the capital 
return contract is triggered. 
0.141. The stock is simultaneously deeded over to the bro 
ker and the broker returns 80% of the invested capital, or S80 
per share. 
0142. Although the broker holds the investment, ongoing 
capital gains belong to the investor. 
0143. If the market value falls below S2 relative to its 
highest appreciated value, the broker has the right to auto 
matically sell the stock. 
0144. Using this example, at such time that the market 
price reaches S105, the investor receives S80 per share for 
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purposes of investing. Not only does this facilitate potential 
diversification, by maintaining the ongoing appreciation of 
the first investment and simultaneously having a second, the 
investor enjoys an interest free compounded rate of return. 
The broker has a positive net asset position, holding a stock 
valued at S105 per share in exchange for an S80 per share cash 
outlay. The broker also generates an incremental commission 
on the second investment. This incremental commission far 
exceeds what the broker would have earned in interest on a 
margin account. Therefore there is no need to charge interest. 
In an embodiment of this invention, the broker would have a 
commission structure based upon a percentage of capital 
gains, thereby having even more incentive to mange this type 
of transaction. So in the aforementioned example, if the stock 
reaches a high of S112 and it is automatically sold at S110, the 
investor could split a portion of the S10 per share capital gain 
with the broker. 
0145 Illustrated in FIG. 17 is an exemplary method for 
returning a portion of capital in an investment. A capital 
return trigger event can be determined at 1701. A capital 
return amount can be determined at 1702. An investment sale 
trigger event can be determined at 1703. Control of the sale of 
the investment can be transferred from an investor to a broker 
upon the occurrence of the capital return trigger event at 1704. 
The investor can be provided the capital return amount at 
1705. 

0146 The capital return trigger event can occur when a 
current market price of the investment is less than or equal to 
a sell order trigger price. Alternatively, the capital return 
trigger event can occur when a current market rate of return is 
greater than or equal to a predetermined rate of return. The 
investment sale trigger event can occur when a current market 
price of the investment is less than or equal to a sell order 
trigger price. 
0147 The method can also determine if a current market 
price of the investment is less than or equal to the sell order 
trigger price. The method can sell the investment if the current 
market price of the investment is less than or equal to the sell 
order trigger price. Also, the method can sell the investmentif 
the current market price of the investment approaches the sell 
order trigger price. 
0148 Transferring control of the sale of the investment 
can include transferring ownership of the investment from the 
investor to the broker or merely transferring a right to sell the 
investment from the investor to the broker. The predetermined 
rate of return can be adjusted for a factor Such as, transaction 
costs, management expenses, tax consequences, dividends, 
DRIPS's, and bond coupons. The sell order trigger price can 
be adjusted for a factor Such as, transaction costs, manage 
ment expenses, tax consequences, dividends, DRIPS's, and 
bond coupons. 
0149. One skilled in the art will understand technicalities 
that apply to both aspects of the present invention. The term 
“broker can represent a person that executes an order on 
behalf of an investor, such as a full line broker or a specialist. 
A “broker could be a system that an investor accesses 
directly, much as one would do with a discount broker via the 
internet. It could also involve a combination, wherein a full 
line broker sets up the transaction and the investor has online 
capabilities to make modifications. 
0150. There is also a recognition throughout that market 
pricing can be evaluated on a discrete or continuous basis. A 
continuous basis of evaluation can increase the likelihood of 
capturing market gains and protecting losses. A continuous 
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basis of evaluation is also more volatile than discrete 
approaches, such as daily close quotes. 
0151. It is also understood that a target price for either a 
stop order or the capital return market price that triggers a 
capital return or sale, can be treated in one of two ways. The 
target price is either a point at which an action is initiated 
(e.g., a sell order) or the guaranteed price at which a broker 
agrees to settle. In the former approach, the investor faces all 
the risk. For example, the market valuation may be declining 
rapidly and/or other sell orders are “ahead'. Therefore, in 
today's environment, if a stock is trading at $45 and the 
targeted minimum selling price is S40, the broker waits until 
the market price is actually S40. In a rapidly declining market 
actual price at which the stock is sold is likely to be signifi 
cantly less than S40. The latter approach, wherein the broker 
guarantees the settled price, requires the broker to anticipate 
when to sell ahead of the guaranteed level. Using the same 
example, if a stock is trading at $45 and the targeted selling 
price is S40, the broker can choose to sell as the market price 
approaches S41. Because the broker anticipates the sale, the 
actual price at which the stock is sold could instead be 
between S41 and S40. This can be of enough benefit to inves 
tors that they can be willing to pay a premium for the service. 
The broker meanwhile would be in a better position to man 
age such a risk. So if the actual settled price is S40.74, the 
S0.74 improvement could either go to the broker for assuming 
the risk, or the investor, or shared. 
0152 Throughout the discussion of the present invention, 
there is recognition of commissions applied to the purchase of 
investments. One skilled in the art would understand that the 
full cost of the transaction should be factored into rate of 
return considerations. 
0153. Because of the higher rate of return associated with 
both aspects of the present invention, brokers are in a position 
to price commissions differently. Instead of earning a flat 
commission at the time the investment is purchased, brokers 
could structure the commissions such that they receive a 
percentage of the capital gains, and thereby reduce the 
upfront commissions. Not only would this be an incremental 
revenue Source, it would this be an incremental revenue 
source, it also aligns well with the interest of investors. Since 
this incremental commission is only paid when a capital gain 
is realized, there is little risk to the investor. Moreover, the 
investor would realize a time value of money benefit, wherein 
they pay less initially and defer the capital gains based com 
mission. In the case of full service brokers, it only pays if their 
investment advice yields results. This commission approach 
could be structured in myriad ways. 
0154) In combination, both aspects of the present inven 
tion—the rate of return stop and the capital return—offer 
investors with greater potential after tax returns, and better 
protection against market risks. 

SYSTEMS DESCRIPTION OF THE INVENTION 

0.155. It is envisioned that both aspects of the present 
invention will be processed with the support of computer 
systems. The following describes the proposed system usage. 
0156 The system diagram in FIG. 8 shows the involve 
ment of computers to process the capital return sell order as 
well as the rate of return transaction. The Investor/Broker 
interface. 801, represents either the placement of these trans 
actions directly into broker's system (via the internet, kiosk, 
or other electronic means) or by means of the investor's verbal 
instruction to the broker for subsequent entry into the broker's 
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system. The investor's order, 802, could contain information 
related to the desired purchase price, rate of return sell order 
criteria and/or the capital returns agreement with the broker. 
This information is transmitted via an electronic means, 803, 
Such as a modem, internet, intranet, direction connection or 
other means. 

0157. Once the order is transmitted to order processing 
central controller/CPU, 804, the pertinent information is 
stored and processed in its component parts. The processing 
components may include but are not limited to the RAM, 810, 
the ROM, 811, the clock, 812, video driver, 813, and com 
munication port, 814. The databases utilized include a sell 
order rules, 815, investor, 816, notification, 817, audit, 818, 
and security, 819. The sell order rules database, 815, contain 
most of the pertinent information related to the rate of return 
stop and capital return agreement, including the minimum 
rate of gain and maximum rate of loss criteria, the percentage 
of capital to be returned, and other details herein the descrip 
tion of the invention. The investor database, 816, may include 
the investor's name, social security/federal tax identification 
number, address, and other investor profile information. The 
database could also include account balances, as well as other 
investments with corresponding sell order and capital return 
information. 

0158. The notification database, 817, contains informa 
tion that generates a confirmation of the investment transac 
tion, 805, including the rate of return sell order criteria and/or 
capital return agreement details. These elements are con 
stantly monitored, 806, relative to the prevailing market valu 
ation (s), 807, of the underlying investment. 
0159. Once the investment meets the rate of return sell 
order criteria and/or one of the conditions of the capital return 
agreement are met, the order processing central controller/ 
CPU, 804, generates a notification, 809, using the investor, 
816, and notification, 817, databases. 
0160 While there are innumerable ways systems can be 
configured to process rate of return stops and capital return 
agreements, the described method encompasses the major 
elements of these transactions. 

0161 The method can be operational with numerous other 
general purpose or special purpose computing system envi 
ronments or configurations. Examples of well known com 
puting systems, environments, and/or configurations that 
may be suitable for use with the system and method include, 
but are not limited to, personal computers, server computers, 
laptop devices, and multiprocessor Systems. Additional 
examples include set top boxes, programmable consumer 
electronics, network PCs, minicomputers, mainframe com 
puters, distributed computing environments that include any 
of the above systems or devices, and the like. 
0162 The method may be described in the general context 
of computer instructions, such as program modules, being 
executed by a computer. Generally, program modules include 
routines, programs, objects, components, data structures, etc. 
that perform particular tasks or implement particular abstract 
data types. The system and method may also be practiced in 
distributed computing environments where tasks are per 
formed by remote processing devices that are linked through 
a communications network. In a distributed computing envi 
ronment, program modules may be located in both local and 
remote computer storage media including memory storage 
devices. 

Feb. 17, 2011 

0163 An implementation of the disclosed method may be 
stored on or transmitted across Some form of computer read 
able media. Computer readable media can be any available 
media that can be accessed by a computer. By way of 
example, and not limitation, computer readable media may 
comprise "computer storage media' and “communications 
media.’ “Computer storage media include volatile and non 
volatile, removable and non-removable media implemented 
in any method or technology for storage of information Such 
as computer readable instructions, data structures, program 
modules, or other data. Computer storage media includes, but 
is not limited to, RAM, ROM, EEPROM, flash memory or 
other memory technology, CD-ROM, digital versatile disks 
(DVD) or other optical storage, magnetic cassettes, magnetic 
tape, magnetic disk storage or other magnetic storage devices, 
or any other medium which can be used to store the desired 
information and which can be accessed by a computer. 
0164. The processing of the disclosed method can be per 
formed by software components. The disclosed method may 
be described in the general context of computer-executable 
instructions, such as program modules, being executed by one 
or more computers or other devices. Generally, program mod 
ules include computer code, routines, programs, objects, 
components, data structures, etc. that perform particular tasks 
or implement particular abstract data types. The disclosed 
method may also be practiced in grid-based and distributed 
computing environments where tasks are performed by 
remote processing devices that are linked through a commu 
nications network. In a distributed computing environment, 
program modules may be located in both local and remote 
computer storage media including memory storage devices. 
0.165 While this invention has been described in connec 
tion with embodiments and specific examples, it is not 
intended that the scope of the invention be limited to the 
particular embodiments set forth, as the embodiments herein 
are intended in all respects to be illustrative rather than restric 
tive. 
0166 Unless otherwise expressly stated, it is in no way 
intended that any method set forth herein be construed as 
requiring that its steps be performed in a specific order. 
Accordingly, where a method claim does not actually recite 
an order to be followed by its steps or it is not otherwise 
specifically stated in the claims or descriptions that the steps 
are to be limited to a specific order, it is no way intended that 
an order be inferred, in any respect. This holds for any pos 
sible non-express basis for interpretation, including: matters 
of logic with respect to arrangement of steps or operational 
flow; plain meaning derived from grammatical organization 
or punctuation; the number or type of embodiments described 
in the specification. 
0.167 Throughout this application, various publications 
are referenced. The disclosures of these publications in their 
entireties are hereby incorporated by reference into this appli 
cation in order to more fully describe the state of the art to 
which this invention pertains. 
0.168. It will be apparent to those skilled in the art that 
various modifications and variations can be made in the 
present invention without departing from the scope or spirit of 
the invention. Other embodiments of the invention will be 
apparent to those skilled in the art from consideration of the 
specification and practice of the invention disclosed herein. It 
is intended that the specification and examples be considered 
as exemplary only, with a true scope and spirit of the invention 
being indicated by the following claims. 
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What is claimed is: 
1. A computer implemented method for managing an 

investment comprising: 
receiving, by a computer system, a desired first rate of 

return for at least one derivative; 
receiving, by the computer system a desired second rate of 

return for at least one asset associated with the deriva 
tive; 

determining, by the computer system, whether a first trig 
ger event for a future trading period has occurred based 
on the first desired rate of return; 

determining whether a second trigger event for the future 
trading period has occurred based on the second desired 
rate of return; and 

performing a transaction associated with the derivative and 
the asset based on at least one of the first trigger event or 
the second trigger event. 

2. The method of claim 1 wherein the first desired rate of 
return is the same as the second desired rate of return. 

3. The method of claim 1 wherein the derivative is selecting 
from the group consisting of 

option; 
Exchange Traded options; 
Exchange Traded Funds (ETFs); 
futures contract; warrant; 
convertible bond; and 
financial contract. 
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4. The method of claim 1 wherein the asset is selected from 
the group consisting of 

stock; 
Exchange Traded Funds (ETFs); 
bond; 
currency; 
index; and 
mutual fund. 
5. The method of claim 1 wherein the first trigger event 

occurs when the current market rate of return for the deriva 
tive is greater than the first desired rate of return. 

6. The method of claim 5 wherein the transaction is selling 
the derivative. 

7. The method of claim 1 wherein the second trigger event 
occurs when the current market rate of return for the associ 
ated asset is greater than the second desired rate of return. 

8. The method of claim 7 wherein the transaction is exer 
cising the derivative to purchase the associated asset. 

9. The method of claim 1 wherein the first desired rate of 
return and the second desired rate of return are adjusted for a 
factor selected from the group consisting of: 

transaction costs; 
management expenses; 
taX consequences; 
dividends; 
DRIPS's; and 
bond coupons. 


