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UNITED STATES DISTRICT COURT

EASTERN DISTRICT OF MISSOURI

EASTERN DIVISION
BANCORP SERVICES, L.L.C., )
- ) CASE NO. 00-CV-1073 (CEJ)

Plaintiff )

V. )
) JURY TRIAL DEMANDED

SUN LIFE ASSURANCE COMPANY OF )

CANADA (U.S.), )

)

Defendant. )

)

FIRST AMENDED COMPLAINT FOR PATENT INFRINGEMENT

Plaintiff Bancorp Services, L.L.C. (“Bancorp”) alleges as follows:

JURISDICTION AND VENUE

1. This action arises under the Patent Act, 35 U.S.C. § 271(a)-(¢). This Court
has original jurisdiction over the patent infringement claims in this action under 28 U.S.C. §§
1331 and 1338(a).

2. Venue is proper in this Court pursuant to 28 U.S.C. §§ 1391(b) and (¢) and

1400(b). Defendant is subject to personal jurisdiction in the Eastern District of Missouri.

NATURE OF ACTION

3. Plaintiff seeks injunctivé relief and damages for defendant’s knowing and
willful acts of continuing patent infringement in violation of the law of the United States.
Plaintiff is the owner of two patents that claim novel methods and systems for managing a life

insurance policy including a stable value protected investment.
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4, Without plaintiff’s permission or consent, defendant has and continues to
infringe plaintiff’s patents. Defendant has infringed the plaintiff’s patents with full knowledge
that plaintiff is the owner of the patents and that its actions are infringing. Defendant’s conduct

is in direct contravention of plaintiff’s rights as owner of the patents.

PARTIES
5. Plaintiff Bancorp is a Missouri limited liability company with its principal
place of business in St. Louis, Missouri.
6. Upon information and belief, defendant Sun Life Assurance Company of

Canada (U.S.) (“Sun Life”) is a Delaware corporation with its principal place of business in
Wellesley Hills, Massachusetts and is doing business in the State of Missouri and this judicial

district,

FIRST CLAIM FOR RELIEF
(Patent Infringement — 35 U.S.C. § 271 (a)-(c))

7. Bancorp realleges an incorporates herein by reference each and every

allegation contained in paragraphs 1 through 6 above, as though set forth at length.

8. Bancorp is the assignee and owner of United States Patent No. 5,926,792
(“the <792 patent”) entitled “System for Managing a Stable Value Protected Investment Plan.” A
copy of'the ‘792 patent is attached to this First Amended Complaint as Exhibit 1.

9. The 792 patent was duly and legally issued by the United States Patent
and Trademark Office on July 20, 1999.

10.  The claims of the ‘792 patent cover methods and systems for managing a

life insurance policy including a stable value protected investment.

11. Defendant is not licensed or otherwise authorized by Bancorp to make,

use, offer for sale, or sell the methods and systems claimed in the 792 patent.
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12. Upon information and belief, defendant has been and is infringing,
inducing infringement of, and/or contributing to the infringement of the ‘792 patent by making,
using, offering for sale, and selling methods and systems for managing a life insurance policy in

the manner claimed in the ‘792 patent.

13. By reason of defendant’s infringing activities, Bancorp has suffered, and

will continue to suffer, substantial damages, in an amount to be proven at trial.

14.  Defendant’s acts complained of herein have damaged and will continue to
damage Bancorp irreparably. Bancorp has no adequate remedy at law for these wrongs and
injuries. Bancorp is therefore entitled to a permanent injunction restraining and enjoining
defendant and its agents, servants, and employees, and all persons acting thereunder, in concert

with, or on their behalf, from infringing the claims of the ‘792 patent.

15.  Upon information and belief, defendant’s infringement has been and

- continues to be willful.

SECOND CLAIM FOR RELIEF
(Patent Infringement — 35 U.S.C. § 271 (a)-(¢c))

16.  Bancorp realleges and incorporates herein by reference each and every
allegation contained in paragraphs 1 through 6 and 8 through 15 above, as though set forth at
length.

17.  Bancorp is the assignee and owner of United States Patent No. 7,249,037
(“the ‘037 patent™) entitled “System for Managing a Stable Value Protected Investment Plan.” A
copy of the ‘037 patent is attached to the First Amended Complaint as Exhibit 2.

18.  The ‘037 patent was duly and legally issued by the United States Patent
and Trademark Office on July 24, 2007.

19.  The claims of the ‘037 patent cover methods and systems for managing a

life insurance policy including a stable value protected investment.
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20.  Sun Life is not licensed or otherwise authorized by Bancorp to make, use,

offer for sale, or sell the methods and systems claimed in the ‘037 patent.

21.  Upon information and belief, Sun Life has been and is infringing, inducing
infringement of, and/or contributing to the infringement of the ‘037 patent by making, using,
offering for sale, and selling methods and systems for managing a life insurance policy in the

manner claimed in the ‘037 patent.

22. By reason of defendant’s infringing activities, Bancorp has suffered, and

will continue to suffer, substantial damages, in an amount to be proven at trial.

23.  Defendant’s acts complained of herein have damaged and will continue to
damage Bancorp irreparably. Bancorp has no adequate remedy at law for these wrongs and
injuries. Bancorp is therefore entitled to a permanent injunction restraining and enjoining
defendant and its agents, servants, and employees, and all persons acting thereunder, in concert

with, or on their behalf, from infringing the claims of the ‘037 patent.

24.  Upon information and belief, defendant’s infringement has been and

continues to be willful.

JURY DEMAND

25.  Bancorp hereby demands a jury trial.

PRAYER FOR RELIEF

WHEREFORE, Bancorp prays for judgment in favor of Bancorp and against

defendant as follows:

A. That United States Patent Nos. 5,926,792 and 7,249,037 are valid and

enforceable;

B. That defendant has infringed and is infringing United States Patent Nos.
5,926,792 and 7,249,037 and that such infringement is willful;
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C. That defendant and its officers, agents, representatives, servants, and
employees and all persons in active concert or participation with them be permanently enjoined

from continued infringement of United States Patent Nos. 5,926,792 and 7,249,037,

D. That defendant be ordered to pay Bancorp treble its damages caused by
defendant’s infringement of United States Patent Nos. 5,926,792 and 7,249,037,

E. That this case be declared exceptional pursuant to 35 U.S.C. § 285 and

that Bancorp be awarded its reasonable attorneys’ fees and costs; and

F. That Bancorp have such other and further relief as the Court deems just

and proper.

DATED: May 13,2009

Respectfully submitted by,

/s/ David A. Perlson

Charles K. Verhoeven

David A. Perlson

QUINN EMANUEL URQUHART OLIVER
& HEDGES, LLP

50 California Street, 22nd Floor

San Francisco, California 94111

Telephone: (415) 875-6600

Facsimile: (415) 875-6700

Charles A. Weiss, #4674
Douglas W. King, #3558
BRYAN CAVE LLP
One Metropolitan Square
211 N. Broadway, Suite 3600
St. Louis, Missouri 63102

. Telephone: (314) 259-2000
Facsimile: (314)259-2020

COUNSEL FOR PLAINTIFF
BANCORP SERVICES, L.L.C.
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United States Patent [ 11] Patent Number: 5,926,792
Koppes et al. 451 Date of Patent: Jul. 20, 1999
[54] SYSTEM FOR MANAGING A STABLE 4,933,842 6/1990 Durbin et al. .
VALUE PROTECTED INVESTMENT PLAN 4,942,616 7/1990 Linstroth et al. .
B 4,969,094 11/1990 Halley et al. .
[75] Inventors: Seth C. Koppes; Edward J. Lanigan; 5,101,353 3/1992 Lupien et al. .
William A. Meier, all of St. Louis; Voo ooy prampion et al..
Richard M. Hurwitz, Wildwood; Chris 3214575 31993 Wolth
. . e ,214, olfberg et al. .
J. Garllch, Ballwm; Mark A. Gll]e, 5262942 11/1993 Earle .
Crystal Lake Park; Scott L. Fargo, 5:291:398 3/1994 Hagan .
Brentwood, all of Mo. 5,414,838 5/1995 Kolton et al. .
5,752,236 5/1998 Sexton et al. .
[73] Assignee: Bancorp Services, Inc., St. Louis, Mo. 5,806,042  9/1998 Kelly et al. .
5,819,230 10/1998 Christie et al. ..voevivcrirrrencnnnn 705/4

[21] Appl. No.: 09/157,096
Primary Examiner—Thomas R. Peeso

[22] Filed: Sep. 18, 1998 Attorney, Agent, or Firm—Oblon, Spivak, McClelland,
Maier & Neustadt, P.C.
Related U.S. Application Data
[57] ABSTRACT
[63]  Continuation of application No. 08/709,882, Sep. 9, 1996. Method and system to track, reconcile and administer the
[51] Int. C|.6 ...................................................... GO6F 17/00 values of life insurance policies in separate accounts, includ-
[52] US. Cl v 705/4; 705/35 ing Stable Value Protected funds. Accordingly, targeted
[58] TField of Search .......coconvevccricricrnecnes 705/4, 35, 36 returns are translated into unit values on a daily basis for
each fund. Additionally the system tracks restrictions (e.g.,
[56] References Cited timing, amount of withdrawal and amount of reallocations)
on a premium-by-premium basis, and tracks the book value,
U.S. PATENT DOCUMENTS market value, duration and targeted return on a client-by-
4,566,066 1/1986 Towers . client basis. The system calculates and tracks the payments
4,642,768  2/1987 Roberts . and credits applicable to a withdrawal or reallocation
4,648,037 3/1987 Valentino . request, in addition to the liquidation schedules for each
4,674,044 6/1987 Kalmus et al. . fund based on the payment amounts and credits of specific

4,722,055 1/1988 Roberts .
4,750,121  6/1988 Halley et al. .
4,752,877 6/1988 Roberts et al. .
4,774,663  9/1988 Musmanno et al. .
4,839,804 6/1989 Roberts et al. . 37 Claims, 15 Drawing Sheets
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ALLOCATION SUMMARY ASSET GROUP

REPORT DATE:  8/17/95 2:10:03 PM
PROJECT NAME:  CEMENT

SPONSOR NAME:  XYZ MANUFACTURING TOTAL LABILITY: $11,007,301 80
PLAN GROUP NAME:  GLOBAL WEALTH TOTAL ASSET: $6,430,754.96
[ T OOME O | SR 5%
DAE  FUND NAME ~——— LUBILTY e ASSE] - \106
g4 [2/15/%5 PRRITY BOND $1,0196875  9.19%
104< 2/15/95  SUPER LEVERAGED §95507450  8.61%
2/15/95  INCOME & GROWTH $1,31766656  11.87%
2/15/95  BALANCED $195823809  17.65%
2/15/95  THE XYZ's FIXED INCOME $192331505  30.05%
) $55082790 47132%  $1932.31503 30.05%
. BALANCE DIFFERENCE: $3,318,512.87
[ T T Uw BENCHWARK 5%
DAE  FUND NAME ~——— LBy e ASSE] —> \106
ey { 2/15/95  CRTCAL NONEY MARKET 154574680  13.93%
2/15/95  SHALL GANS $145596406  13.92%
2/15/95  XYZ's LIQUD $1,283,12495  19.95%
102/ $3001,71086  27.05%  $1,283,12495 19.95% —-[7.10%]
L BALANCE DIFFERENCE: $1,718,586.91
THE STOCK FUND LINK BENCHMARK 5%
FUND NAME ~t———— | ABILITY > - ASSET —— ) 106
3104 { 2/15/95 MONSTER GROWTH {7848078  792%
2/15/95  GROWM $1.966,.282.36  17.72%
2/15/95 XYZ's SUPER GROWTH $3.215,324.98  50.00%
- 02844763014 5638 $32153498 50.00% ——[A6
L | BALANCE DIFFERENCE: $370,561.84
TOTALS: §17.097.301.0] [§6.430.764.96

FIG. 5
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DEFERRAL IF THE CORRESPONDING PARTICPANT WITHDRAWS FROM THE PROGRAM

MULTIPLY WITHDRAWAL PAYOUT BY PROBABILITY OF WITHDRAWAL AT 1%
EACH AGE BEFORE 55 TO DETERMINE THE EXPECTED/ESTIMATED PAYOUT
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MULTIPLY EARLY RETIREMENT PAYOUT BY PROBABILITY OF EARLY
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EXPECTED/ESTIMATED LIABILITY FOR THE DEFINED BENIFIT PLAN
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l
FIG. 7 C END )
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SYSTEM FOR MANAGING A STABLE
YALUE PROTECTED INVESTMENT PLAN

This application is a continuation of Ser. No. 08/709,882
filed on Sep. 9, 1996.

BACKGROUND OF THE INVENTION

1. Field of the Invention

This invention relates to an automated system for
tracking, reconciling and administering the values of life
insurance policies in separate account, including stable
value protected funds.

2. Discussion of the Background

For many years the majority of employee benefits have
been funded through the purchase of stocks, mutual funds,
corporate owned life insurance (COLI) and annuities. The
value of these assets was generally provided on a quarterly
or monthly basis, and the liabilities of these benefit plans
have generally been made available on an annual or perhaps
quarterly basis. Therefore, plan sponsors have had to wait
six to twelve months for information about the current
funded status of a benefit plan. In addition, changes in the
tax code in the past few years have reduced benefits to
highly compensated employees (HCE), that is, persons
earning over $60,000 to $70,000 per year, as defined in the
tax code.

In response to this decrease in benefits, companies are
installing plans commonly known as Non-Qualified
Deferred Compensation (NQDC) plans which offset some of
the benefits being lost. By deferring money tax-free from
employees and investing the deferred money in Elective
Deferral Defined Benefit plans or Elective Deferral Defined
Contribution plans, the NQDC plan helps employees regain
lost benefits. Elective Deferral Benefit plans offer various
fixed returns on the deferred salary (or other benefits) of an
employee depending upon the amount of money deferred
and the number of years the money is deferred. A deferral of
a $1,000 will be used as an example. The plan promises a
7.5% return each year until the normal retirement age of 65.
If the deferral is made at 64, then the maturity value is
$1,075, and the balance is paid out in a lnmp sum. If desired,
a participant may choose to retire early, at any age after
turning 55. If a participant retires before age 65, the account
balance promised at 65 is reduced by 7% for each year prior
to age 65. If a participant leaves the company prior to
‘attaining age 55, the participant is given the initial deferral
plus a 5% interest credit for each year since the initial
deferral. If a participant dies prior to retiring, the beneficiary
receives the promised age 65 balance immediately.

Flective Deferral Defined Contribution plans work like
investing in mutual funds. For example, when a deferral of
$1,000 is made, the participant elects to invest his money in
at least one of several funds sponsored by his employer.
(Employers may offer several funds, e.g., a Bond fund, a
Balanced fund, a fund which tracks the “Standard & Poor’s
500" average minus a fixed percentage, etc.). At the time of
deferral, the employee selects the Bond fund trading at
$100/unit. The $1,000 is converted into 10 units based on the
value of the fund on the day that the deferral is made. As the
plan sponsor hold the liability for the employee/plan
participant, the unit value is then adjusted daily to reflect the
net value of the fund, plus any dividends or accruals paid.
The value of the employee’s investment is equal to the
number of units multiplied by the unit value of the fund on
the day of conversion. Therefore, if the per unit value of the
Bond fund was $175, then the investment would be worth
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$1,750. Plan participants may also transfer deferred pay-
ments between Defined Contribution and Defined Benefit
plans and between funds in the Defined Contribution plans.

However, the funds are hypothetical funds used to deter-
mine the return due to an employee and need not correspond
to any real fund directly. For example, when a deferral is
made to the bond fund, the plan sponsor may not actually
choose to buy any funds relating to bonds, the plan sponsor
may actually buy stocks, insurance policies or other annu-
ities instead. The plan sponsor only promises to provide the
return of the hypothetical fund (e.g., the rate of increase of
the “Standard and Poor’s 500 minus some fixed
percentage, the real value of the “Standard and Poor’s 500”
minus some fixed dollar amount, etc.). In fact, in cases
where an asset group is overfunded (i.e., the assets exceed
the liabilities), the excess assets may be transferred to other
under-funded plans.

Furthermore, the regulations that apply to these plans
restrict the manner in which these plans can be funded. In
essence, companies may not directly fund the liabilities
created by these plans, whereas the companies can directly
fund their qualified plans. Instead of providing direct
funding, a plan sponsor invests the unsecured deferrals in
financial instruments of the plan sponsor’s choosing (e.g.,
mutual funds, variable policy insurance policies, etc.) to
cover the liability corresponding to each participant’s invest-
ment choices. Because plan sponsors may not actually be
investing in funds similar to the funds requested by the plan
participants, plan sponsors need to have more immediate
access to information regarding their plans. This enables the
sponsor to cover its liabilities by reallocating its assets as
participants reallocate their assets. The volume and timeli-
ness of information is critical to a successful NQDC plan,
and the traditional methods of providing information quar-
terly or annually have proven to be unacceptable. Since plan
sponsors are receiving information and changes on a daily
basis, the chances of a mismatch between the values of plan
assets and liabilities have traditionally been high. Finally,
participants were previously largely uninformed as to-the
value of their deferred money and benefits. Participants
traditionally received a statement once a year, with no
projections, and little information as to how the benefit was
calculated, The dearth of information available to sponsors
and participants has caused many companies 1o avoid the
use of NQDC plans, thereby denying participants a chance
at benefit restoration.

In addition to NQDC plans, corporate owned life insur-
ance policies are an efficient funding mechanism for
employee benefits. The nature of COLI allows corporations
to invest money in mutual fund-type investments and ulti-
mately receive the growth on the investment tax free.
Typically, corporations have had to account for this invest-
ment on a mark-to-market basis. This means that the under-
lying investments were valued at market each year and
therefore were subject to the volatility of the investment.
This has caused some corporations to avoid COLI
purchases, even though as a long-term investment it is
highly advantageous for corporations.

One solution to the above problem is to invest in a new
and useful investment division known as a Stable Value
Protected Investment. This investment smoothes the return
associated with the underlying investment. For example,
over the long term, the Standard and Poor’s 500 may be
expected to increase by 10% annually. However, during the
long term, the annual returns may be +15%, -2%, +8%,
-5%, etc. In order to smooth the returns, the investments in
a Stable Value Protected Investment would create returns of
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10%, 6%, 8%, 6%, etc. Over the long-term, the Stable Value
Protected Investment would perform equal to the underlying
investment, less the fee for the Stable Value Protection, but
would provide smoothing along the way.

Another use for the Stable Value Protected Investment is
to reduce the impact of initial fees associated with the
purchase of COLI. First year fees include Premium Tax,
Deferred Acquisition Cost (DAC) Tax and Sales Loads. The
assessment of these fees has the effect of decreasing the
corporation’s return on its investment for the first few years.
A solution to the initial decrease is to increase the return on
the Stable Value Protected Investment initially, then use the
smoothing nature of the Stable Value Protection in future
years to “pay back” the initial increase. For example, the
targeted return calculated by the Stable Value Protection
writer may be increased by 3% for the first year, 2% for the
second year and 1% for the third year in order to reduce the
perceived impact of the first year expenses on the cash value
of the policy.

The Stable Value Protected funds provide an initial tar-
geted return for the first period of an investment. Upon
completion of the first period, the value of the fund, the
“market value,” is compared with the “calculated” value of
the fund which is the “book value.” The “calculated” value
of the fund is calculated by multiplying the initial value of
- the fund by (1+targeted return), wherein the targeted return
for the next period is calculated using the formula:

TR=[(MV/BV)MP)x(14YTM)}-1,

where CR is the targeted return, MV is the market value of
a fund, BV is the book value of a fund, D is the duration of
a fund and YTM is the current yield to market. The purpose
of this calculation is to insure that the book value and the
market value move closer together over a period of time,
namely the duration of a fund. The targeted return is reached
by investing in a security whose value fluctuates daily and
whose purpose is to make up the difference between the
actual return and the targeted return.

The duration of a fund was first described by Frederick A.
Macaulay in Some Theoretical Problems Suagested by the
Movements of Interest Rates. Bond Yields, and Stock Prices
in the United States Since 1866, published by the National
Bureau of Economic Research in 1938 and incorporated
herein by reference. The duration of security provides a
measure of both the coupon of a bond and the term to
maturity. Macaulay showed that duration was a more appro-
priate measure of the time element of a bond than term to
maturity because it takes into account not only the ultimate
recovery of capital at maturity, but also the size and timing
of coupon payments that occur prior to final maturity.
Duration is defined as the weighted average time to full
recovery of principal and interest payments, using annual
compounding. Duration (D) is defined as:

Z": G0
<4 (1 4 iy

i=1

C
(1 + iy

=1

where t=the time period in which the coupon and/or prin-
cipal payment occurs, C,=the interest and/or principal pay-
ment that occurs in period t and i=the market yield on the
bond. The denominator in the equation for duration is the
price of an issue as determined by the present value model,
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and the numerator is the present value of all cash flows
weighted according to the length of time until receipt. This
concept of duration is also disclosed in ANALYSIS AND
MANAGEMENT OF BONDS, Chapter 18—PRINCIPLES
OF BOND EVALUATION, by Frank K. Reilly which is
incorporated herein by reference.

Using the concepts of duration and targeted return, the
actual performance of the underlying securities in the fund
is smoothed over time. The funds are created on a client-
by-client basis, and therefore each client is subject to its own
past performance when its targeted return is calculated.
Consequently, each client will have a different targeted
return,

SUMMARY OF THE INVENTION

It is therefore an object of the present invention to
overcome the disadvantages of the prior art systems.

It is another object of the present invention to provide a
system capable of tracking and reporting assets and liabili-
ties on a near real-time basis, a system that can project assets
and liabilities into the future, and a system that makes the
administration of NQDC plans simple, while keeping costs
low for plan sponsors.

It is a further object of the invention to provide a system
capable of tracking Habilities in both Defined Contribution
and Defined Benefit plans. ’

It is a further object of the present invention to provide
plan participants with timely access to plan information
using modem, fax or automated voice response units.

It is yet another object of the present invention to provide
plan sponsors with timely access to liability information by
determining plan participants positions in the Defined Con-
tribution and Defined Benefit plans.

It is yet another object of the present invention to provide
plan sponsors with a means for calculating the liabilities of
a Defined Contribution plan by contacting an external data
provider by phone to determine the unit value of funds
offered by the plan.

It is an additional object of the present invention to
provide a means for the plan sponsors to determine plan
assets by contacting external data sources to receive the
values of insurance policies and financial instruments held
by the plan sponsor.

It is an additional object of the present invention to
provide a means for associating liabilities with assets and
measuring an absolute dollar or percentage difference
between the liabilities and their associated assets.

It is a further object of the present invention to provide a
means of reporting to a plan sponsor that the assets and
liabilities of a plan have values outside of a specified ratio
or differential.

It is a further object of the present invention to provide a
means of reconciling charges reported by an asset manager
with internally calculated values for what the changes
should be based on known transaction and management
costs.

1t is an object of the present invention to track, reconcile
and administer the values of life insurance policies invested
in separate accounts, including Stable Value Protected funds.

It is a further object of the present invention to provide a
system to track, reconcile and administer life insurance
policies in Stable Value Protected funds which smooth the
return associated with the underlying investments and which
amortize the initial fees associated with each premium
payment over several years.
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The above objects and other objects are achieved accord-
ing to the present invention, by providing a computer system
capable of tracking assets and liabilities for a NQDC plan
stored in the computer system. The computer system deter-
mines the value of assets in the plan by calling an informa-
tion warehouse (e.g., the Dow Jones Bulletin Board Service,
insurance companies, investment companies, etc.) and
requesting the current unit value of each asset held by the
plan sponsor. The number of units of each asset times the
value of each asset determines the current total asset value
of the fund.

On the other hand, the total liabilities are calculated so
they can be compared against the total assets. The total
liability of a Defined Contribution plan is determined by
multiplying the number of fund units held by plan partici-
pants in each fund by the unit values for the funds for that
particular day. The number of fund units a participant buys
when a user defers money is calculated in the computer
system by converting the dollar amount of a user transaction
(deferral, transfer among funds, realignment of fund
allocation) into a number of fund units that the user can
purchase for that amount on the day the transaction is made.

The current system draws on the teachings of actuarial
statistics 1o estimate/predict statistically what assets are
needed to cover incurred liabilities. Additional books cov-
ering the subject of actuarial statistics/mathematics are Actu-
‘arial mathematics by Newton L. Bowers, Jr,, et al., Society
of Actuaries’ textbook on life contingencies by Chester
Wallace Jordan, Jr. and The theory of interest and Funda-
mentals of numerical analysis, both by S. G. Kellison; the
subject matter of the books is incorporated herein by refer-
ence.

The above objects relating to tracking, reconciling and
administering the values of the life insurance policies in
separate accounts, including Stable Value Protected funds,
are achieved according to the present invention by providing
a computer system for managing an insurance product
purchase. According to the present invention, the targeted
returns are translated into unit values (UV) on a daily basis
for each fund. To perform these functions, the present
invention calculates and stores, for each fund, the following:
the fund duration, the portfolio allocation, the targeted return
given the market value and duration of the fund, the current
yield-to-market, and the stored book value. The invention
further tracks restrictions (e.g., timing, amount of with-
drawal and amount of reallocations) on a premium-by-
premium basis, and tracks the book value, market value,
duration and targeted return on a client-by-client basis. The
invention also calculates and tracks the payments and credits
applicable to a withdrawal or reallocation request in addition
to the liquidation schedules for each fund based on the
payment amounts and credits of specific funds. Additionally,
the present invention calculates daily unit values given a
periodic targeted return (i.e., a quarterly targeted return).

BRIEF DESCRIPTION OF THE DRAWINGS

A more complete appreciation of the invention arid many
of the attendant advantages thereof will be readily obtained
as the same becomes better understood by reference to the
following detailed description when considered in connec-
tion with the accompanying drawings, wherein:

FIG. 1 is a layout diagram of the system according to an
embodiment of this invention;

FIGS. 2A and 2B are flowcharts of the daily operation of
the system of the present invention;

FIG. 3 is a flowchart showing how current assets are
updated for Defined Contribution plans;

10

20

25

30

35

40

45

50

55

60

65

6

FIG. 4 is a flowchart showing how liabilities are updated
for an Elective Deferral Defined Contribution plan;

FIG. 5 is a report showing a hypothetical set of assets and
liabilities contained within a Deferral Defined Contribution
plan and FIG. 5 also shows the tolerance parameters defined
1o indicate now closely the assets should correspond to the
liabilities;

FIG. 6 is a flowchart showing how current assets are
updated for a Defined Benefit plan;

FIG. 7 is a flowchart showing how estimated liabilities are
updated for an Elective Deferral Benefit plan;

FIG. 8 is a report showing a hypothetical set of assets and
liabilities contained within a Deferral Defined Benefit Plan;

FIG. 9 is a schematic showing devices for remotely
receiving information from the present invention by using a
telephone as an input/output device or by using a terminal/
computer as the interface to the computer system across a
telephone line;

FIG. 10 is a graphic illustration of the processing cycle
used by the present application for NQDC plans;

FIG. 11 is a flowchart showing the operation of the
present invention when a fund is created;

FIG. 12 is a flowchart showing the operation of the
present invention on a daily basis;

FIG. 13 is a flowchart showing the operation of the
present invention on a monthly basis;

FIG. 14 is a flowchart showing the operation of the
present invention on a monthly policy anniversary basis;

FIG. 15 is a flowchart showing the operation of the
present invention on a quarterly basis on the last day of the
second month of the quarter;

FIG. 16 is a flowchart showing the operation of the
present invention on a quarterly basis ten days prior to the
beginning of a quarter; and

FIG. 17 is a flowchart showing the operation of the
present invention upon the death of an insured fund partici-
pant.

DETAILED DESCRIPTION OF THE
PREFERRED EMBODIMENTS

Referring now 1o the drawings, wherein like reference
numerals designate identical or corresponding parts
throughout the several views, FIG. 1 is a view showing an
embodiment of the system of the present invention. Within
a computer 2, there are provided: a central processing unit
for a memory subsystem 6, a fax/modem card 8, an auto-
mated voice response unit 10, a digital storage means 12, a
low density removable medium storage means (e.g., a floppy
disk drive) 14 and a high density removable medium storage
means (e.g., compact disc drive or tape drive) 16.
Furthermore, keyboard 18 and monitor 20 are connected to
the computer system 2 for inputting and outputting data,
respectively. An additional printer 22 for printing reports 24
is also provided.

The heart of the computer system 2 is the central pro-
cessing unit 4 which can comprise any one of the commer-
cially available central processing units (e.g., Intel 80x86,
Motorola 680x0, Power PC, etc.) to direct and coordinate
the activities of the other components of the present system.
The memory subsystem 6 comprises a combination of read
only memory (ROM) and random access memory (RAM),
and the memory’s subsystem 6 stores commands to be
executed by the central processing unit 4. Together the
central processing unit 4 and memory subsystem 6 control
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the other devices of the system. A fax/modem, connects to
a telephone line (now shown) to transfer information
between the computer system and fund managers, insurance
and annuity carriers, investment companies, plan sponsors
and plan participants. The fax half of the fax/modem 8
additionally is used to send confirmations to plan partici-
pants when they make trades between funds or between the
Defined Contribution and Defined Benefit plans. One such
fax/modem that is commercially available is the Practical
Peripherals 144 FMT, whose technical manual and opera-
tions manual are incorporated herein by reference. The
modem half of the fax/modem 8 sends and receives infor-
mation from plan sponsors and participants’ remote
computers, by using an installed bulletin board service
(BBS) program which runs on the computer system 2. The
BBS program in an alternate embodiment is run on a second
computer system 2 and exchanges information with the first
computer system 2. In another alternate embodiment (not
shown), the fax and modem are separate components of the
computer system 2. In yet another embodiment, multiple
fax/modems, fax-boards or modems are installed in the
computer system 2 to provide connections to multiple plan
participants or sponsors simultaneously.

The modem is additionally used to contact outside infor-
mation providers and asset managers. In another embodi-
ment of the present invention, the modem used to receive
" census data to update internal life expectancy and early
retirement information that is used to calculate liabilities.
Such information can be obtained from the U.S. Census
Bureau.

The automated voice response unit (VRU) 10 likewise is
connected to a telephone line (not shown) and is controlled
by voice response unit control software. In an alternate
embodiment, the VRU control software runs on a different
computer and either shares information with the main com-
puter system 2 or receives a snapshot of the data to use when
providing information to plan participants and sponsors.

Edify Corporation commercially provides such software
under the tradename Electronic Workforce. Electronic
Workforce runs on IBM compatible machines running 0S/2
2.1 or later.

Electronic Workforce also interacts with various data-
bases on the digital storage means 12. In an alternate
embodiment, a combination of fax/modem 8 and an auto-
mated response unit 10 are used to provide the requested
information. By using the automated response unit 10, a plan
sponsor or participant requests information from the com-
puter system 2. The requested information then is faxed
using the fax/modem 8 to a number entered into the auto-
mated response unit 10 when the information was requested.
This enables the delivery of reports on a near real-time basis.

Digital storage means 12 also is used to store both
programs (¢.g., operating systems and user applications) and
a database 13. The programs are loaded from the digital
storage means 12 into the memory subsystem 6, and they are
then executed by the CPU 4. The database 13 of information
describes the assets and liabilities managed by the present
invention. Currently available commercial databases such as
DB 2/2 for 0S/2, Microsoft Access for Windows and
Oracle’s SQL server are suitable for storing asset and
liability information. Their corresponding Users Manuals
are incorporated herein by reference. Additional programs
and information can be written to the digital storage means
12 having been read from the low density removable
medium storage means 14 and high density removable
medium storage means (e.g., compact-disc) 16 or having
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been transmitted the computer system 2 via the fax/modem
8 or the automatic voice response unit 10. The present
invention further includes a computer réadable media (e.g.,
high density removable storage means 16 ) for controlling a
computer to manage a non-qualified deferred compensation
plan. As is well known, a keyboard 18 additionally is used
for entering data into the computer systems, and a computer
monitor 20 is used to display both graphical and textual
information from the computer systems. A printer 22 prints
reports 24 showing plan sponsors and participants their
present positions, including any positions of plan sponsors
which vary outside of predetermined ranges.

Moving now to FIGS. 2A and 2 B, the operation of the
system will be described in terms of a daily schedule. In the
morning, the computer system 2 performs step 30 and uses
the fax/modem 8 to call an information provider (e.g., the
Dow Jones Bulletin Board Service, an investment
clearinghouse, a money manager, etc.) and downloads the
previous night’s net asset values for all hypothetical funds
provided by the plan sponsor in the Defined Contribution
plan (i.e., “Standard & Poor’s 5007, Stock and Bonds). In
step 31, the downloaded information is used to update the
liability side of the database stored on the digital storage
medium 12. In step 32, outstanding plan sponsor buy and
sell instructions are settled with the appropriate clearing
houses by sending requests made by the plan sponsor from
the computer system 2 to the clearing houses. These requests
keep the plan sponsor’s asset allocation matched to the
participants’ liability allocations. Steps 30 and 32 will be
shown in FIGS. 4 and 7 in more detail. In step 33, new
balances are calculated for each participant based on the per
unit values downloaded from the information providers.
These balances are provided to the VRU control software to
enable the VRU to provide balance information to plan
participants and sponsors. Although the data is a snap-shot
of a participant’s position, the snap-shot can be updated as
frequently during the day as desired in order to reflect
changes caused by trades, etc. The computer system, in step
34, then calls the Asset Manager and downloads the previous
night’s net asset values for all asset funds, confirms the
previous day’s trades and calculates 2 number of units per
asset fund and their cash values. In step 35, additional data
on charges incurred by the plan sponsor to cover manage-
ment of funds and trade costs are also downloaded, and the
downloaded values are reconciled with internal calculations
of what the changes should be. The computer system 2 then
updates the asset side of the database 13 for the Defined
Contribution and Define Asset plans, in step 36. Steps 34 and
36 are shown in more detail in FIGS. 3 and 6 for the Defined
Contribution and Defined Benefit plans, respectively. In step
40, the assets and corresponding liabilities are compared
with preset limits to determine if the asset allocation indi-
cates that the differences are beyond preset limits. If any
allocations are outside of their limits, the plan sponsor is
notified in step 42 about the current asset levels. Whether the
plan sponsor is notified or not, the system continues with
normal processing in step 43. Step 43 generates any daily
payment instructions which would enable a plan participant
to receive benefits from either the Defined Contribution or
Defined Benefit plans. To keep plan participants informed
about their investments, in step 44 fax confirmation of trades
are sent to participants; the faxed information provides the
participants’ new numbers of units and account balances. To
keep plan sponsors informed about the status of the offered
plans, fax confirmations of plan participant trades are also
sent to the plan sponsor in step 44. Electronic reports
showing asset and liabilities for each asset group are sent
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monthly via fax/modem transfer to plan sponsors that can
receive such information, and printed reports and copies of

reporis on removable digital storage are sent by mail in step’

46 to other plan sponsors. In step 46, at the end of a day’s
transactions, the account information is converted into a
format for a commercial database system, and the database
is updated with new participant information and mutual fund
information in step 50. To help with calculating liability in
the future and to calculate expected returns, census and other
information can be retrieved from remote sources in step 51
and stored into the database 13. In addition, the asset
manager and database 13 are updated in step 52 with data
received throughout the day from the Bulletin Board Service
and the automated voice response unit 10.

The flowchart of FIG. 3 depicts one implementation of
how the current assets are calculated in the computer system
of the present invention for Defined Contribution plans. A
first asset group is read in step 60 from a list of asset groups
stored in a database 13 on the digital storage means 12. The
asset manager is then contacted in step 62 to determine the
present cash value of the assets (i.e., stocks, mutual funds,
annuities) held by the plan sponsor which are linked to the

- first asset group. In step 64, the number of each type of
investment is also read from the database 13. The number of
units of each asset is multiplied by the corresponding unit
value to create a value of the assets held. In the next step,
step 68, the asset value stored in the database 13 is updated
with the calculated value so that it can be compared with the
corresponding liabilities of the asset group, as was explained
for step 40. This process of updating and storing asset values
for an asset group is performed for each uncalculated asset
group if step 70 determines that some asset groups have not
been updated.

The flowchart of FIG. 4 depicts a method of calculating
the liability of deferrals for each hypothetical fund in an
asset group for Defined Contribution plan as was performed
in steps 30 and 31. In step 80, the computer system selects,
from the database 13 stored on the digital storage means 12,
one of the hypothetical funds being offered by the plan
sponsor as a current fund. In step 82, the computer system
uses the fax/modem to contact an information service pro-
vider to determine the current selling price of the current
hypothetical fund offered by the plan sponsor. In step 84, the
number of outstanding units for the current hypothetical
fund is read from the database 13. This number of units is
multiplied in step 86 by the current per unit selling price of
the current hypothetical units to determine the present
liability of the Defined Contribution plan for the current
fund. Step 88 stores the calculated value in the database 13
to be compared in step 40 with a corresponding asset value.
Step 90 continues the updating process again at step 80 if
there are more funds which have not been updated. When all
funds have been updated, step 90 ends the updating process.

The report of FIG. § is an Allocation Summary for a
Defined Contribution plan showing how three sets of assets
in an asset group are linked to their corresponding funds. As
an example of a fund link 100, the Income Link has an asset
102 indicated by the name “the XYZ’s fixed income” with
a current value of $ 1,932,315.03, which is 30.05% of the
asset group’s total assets. This asset is used to secure a plan
sponsor’s position for four funds 104: Priority Bond, Super
Leveraged, Income & Growth and Balanced, totaling §
5,250,827.90, which constitutes 47.32% of the liability for
the whole asset group. The benchmark 106 for the fund link
100 is shown as 5%; therefore, a report will be generated and
sent to the plan sponsor to indicate that the current liability
of 47.32% of the fund link is not within 5% of the current
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asset allocation of 30.05% of the fund for the defined assct
group. In this way, the dollar value of an asset for a fund link
need not match the dollar value used to secure the liabilities
of a fund link. As long as the percentage allocation of total
assets for a link match the percentage allocation of total
liabilities for the link, the link is considered to be within the
benchmark. In this way, if the liability of an asset link of an
asset group grows, the corresponding assets of the asset
group can grow proportionally.

The flowchart of FIG. 6 shows how the insurance policy
asset values of an Elective Deferral Defined Benefit plan are
updated in the present system. The computer contacts the
asset manager of the Defined Benefit plan in step 110, and
in step 112 requests the current cash values of insurance
policies covering employees if the equity were to be
removed on the current day. In step 114, the computer
further requests the current cash value of each policy to
determine the value of the policy if each employee were to
die. Using the information of steps 112 and 114, the com-
puter system generates an asset range in step 116 which
indicates the immediate and potential values of the Defined
Benefit plan based on the outstanding insurance policies
held by the plan sponsors. The asset range is then stored in
the database 13 so the asset value can be compared with the
Defined Benefit Liability to determine if there is a mismatch
in fund allocation.

The flowchart of FIG. 7 depicts how estimated liabilities
are calculated for an Elective Deferral Defined Benefit plan
as was performed in steps 30 and 31. The liability is
calculated as an estimated liability based on the probabilities
of dying, withdrawing or retiring at each age up to age 65.
In the first step of computing an estimated liability, step 120,
the computer system determines the payout for each deferral
for a given interest rate if the corresponding participant
removes his money at age 65. The payout at age 65 is also
the payout should the plan participant prematurely die
before removing his money. In step 122, the age 65 payout
is multiplied by the probability of the corresponding par-
ticipant reaching age 65, thus calculating an expected full
payout. Likewise, the age 65 payout is multiplied by the
probability of the corresponding participant dying at each
age before 65 to determine an expected premature payout. In
step 124, the computer system determines the payout for
each age before 55 for each deferral if the corresponding
participant withdraws from the program. By multiplying in
step 126 the withdrawal payout by the probability of with-
drawal at each age before age 55, an early withdrawal
payout is calculated. Furthermore, in step 128 an early
retirement payout is calculated for each age after 55 and
before 65 of a corresponding participant for each deferral.
The early retirement payout is multiplied in step 130 by the
probability of early retirement for each age after 55 and
before 65 to determine the expected/estimated early retire-
ment payout. In step 132, all expected payouts are summed
to determine a total expected/estimated liability for the
Defined Benefit plan. This value is updated in the database
13 in step 134.

The report of FIG. 8 shows a current cash value of a
Defined Benefit plan as calculated in FIGS. 6 and 7. The
current cash value 140 is determined in FIG. 6, step 112,
whereas the death benefit value is calculated in FIG. 6, step
114. The estimated liability 144 is calculated according to
the method of FIG. 7, with the final result being stored in
step 134 of FIG. 7. In addition, because the benchmark 146
for the Defined Benefit plan is indicated to be $ 10,000, the
computer system, when implementing the process of FIG.
2A, would determine that an asset allocation is outside of
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preset limits in step 40 and notify the plan sponsor about the
asset level using step 42.

As shown in FIG. 9, deferrals and changes to a plan
participant’s funds can be made remotely using a telephone
150 or a computer terminal 152. Likewise, the plan sponsor
can get information about the status of asset groups using the
telephone 150 or the computer terminal 152, When connect-
ing to the computer system 2 using the telephone 150, a plan
participant or sponsor is audibly provided with a series of
choices in a menu. The plan participant or sponsor responds
to the menu items using the keypad on the telephone 150.
Ilustrative remote operations which can be performed by
plan participants using the telephone 150 include checking
the current value of deferrals, trading units between funds in
a Deferral Defined Contribution plan, requesting projections
about the future value of investments and requesting his-
torical information on plan performance over a period of
time. Tlustrative remote operations that can be performed by
the plan sponsor using the telephone 150 are checking
current asset values in an asset group, checking unil values
for hypothetical funds linked to the assets in the correspond-
ing asset group, determining the total liability of each
hypothetical fund in the corresponding asset group and
calculating if the values of the liabilities and assets are
within the range specified by the benchmark.

Using the computer terminal 152 to correct to the fax/
modem 8, the plan participant or sponsor likewise receives
information from the computer system 2. The information is
displayed on the monitor of the computer terminal 152 and
data to be sent to the computer system 2 is input using the
keyboard of the same computer terminal 52. Unlike the
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menu system of the telephone 150, the computer terminal .

152 displays a series of prompts (i.e., menus, dialogue
boxes, input screens) for the plan participant or sponsor
instead of prompting using voice commands. Informational
responses are sent from the computer terminal 152 (o the
computer system 2. The computer system 2 responds to
requests by the plan participants or sponsor by sending a
reply from the fax/modem 8 across the telephone wire, and
the results are displayed on the monitor of the computer
terminal 152. The computer terminal 152 can either be a
stand-alone or networked computer, capable of general
purpose computing but running software to connect to the
compuler system 2, or a “dumb” terminal, only capable of
terminal interactions. In another embodiment where the
terminal is a stand-alone or networked computer, prompts
from the computer system are converted from text 1o speech
by the computer terminal and voice recognition software
converts voice responses of the plan participant or sponsor
into text to be sent to the computer system 2.
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Additional information to help calculate liabilities and .

assets may be received from remote terminals and informa-
tion resource providers 154 (i.e., the U.S. Census Bureau
and insurance/actuarial data providers) as in step 51. This
information is used to update the database 13 and change the
values used in steps 122, 126 and 130. Received information
(i.e., economic indicators) is used in another embodiment to
help plan sponsors predict the value of assets and liabilities
in the future.

Another system designed according to the present inven-
tion is used to track, reconcile and administer the values of
life insurance policies in separate accounts, including Stable
Value Protected funds. Each separate account contains divi-
sions which correspond to the investment choices of a
particular company, and each insurance policy for each of
the employees working for the company making the invest-
ment may choose an investment. The system gathers infor-
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mation when a fund is created to ensure that the insurance
policies issued by an insurance carrier to cover a fund
participant conform to government and insurance regula-
tions. As shown in FIG. 11, in step 1104, initially the system
processes census information about a fund participant,
including the participant’s birth data, name, sex and social
security number. Based on this information, tax information
and the specific parameters of the selected insurance policy,
in step 1108, the system determines premiums for the
participant and a face amount for the policy assigned to the
participant. The system of the present invention calculates
the face amount for the assigned policy, as well as 7 Pay
premiums and guideline premiums for 7702 and 7702A
compliance.

In step 1112, the system also calculates initial premium
charges based on premium taxes, DAC taxes, DAC refunds,
loads, administration fees and the cost of the insurance. The
premium and DAC taxes and the loads are calculated as a
percentage of the premium, and the DAC refunds are
calculated as a percentage of current and previous premiums
paid. In addition, administration costs and cost of insurance
amounts are calculated. Typically, the administration costs
are flat costs per policy, while the cost of insurance is a
factor times the Net amount of Risk. This factor is based on
the mortality rate for the employees who are covered by the
insurance policies in the fund, and this factor is a published
factor which the system can use to track investments.
Typically, this factor includes both the percentage needed to
cover the policy value when an insured person dies and an .
extra percentage which represents potential profit for the
insurance provider.

In step 11186, after the above calculations have been made,
the system receives a notification from the insurance carrier
of the payment required to cover the policy, and notifies the
investment manager of an amount to invest. Processing then
continues with step 1120. In step 1120, the system notifies
any sub-advisers and transfers the payment to the sub-
advisers. Then the sub-advisers purchase securities and
report the result back to the system of the present invention
in step 1124. Documentation, e.g., confirmations of buy
and/or sell requests, are sent to the investment manager to
indicate that the securities have been purchased or sold as
requested.

When investing in an SVP fund in which an SVP writer
is used, the SVP writer contacts the sub-adviser to request
information regarding yield-to-maturity (YTM) of the pur-
chased securities, as shown in step 1126. Using the YTM
information, the SVP writer can set the initial targeted return
to the YTM plus any adjustments agreed upon by the policy
owner and the SVP writer. The system then imports the
YTM from the sub-adviser and imports the initial credit rate
information and the adjusted credit rate information from the
SVP writer in addition to receiving the agreed upon adjust-
ments from the investment manager. The system uses this
information to calculate and compare the targeted return and
applicable time period versus what was reported by the SVP
writer. Any discrepancies are reported to the SVP writer and
confirmation of the correct targeted return is reported to the
policy owner.

Based on these calculations and comparisons, in step
1128, an initial unit value of the new fund is set and, in step
1130, the system stores the initial unit value of the policy.

In addition to the processing steps required to create or
initialize a fund, processing is required at regular intervals to
track existing funds. The processing steps shown in FIG. 12
are repeated frequently, e.g., daily, to support all of the
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available funds, including the Stable Value Protected funds,
but the actual time between processing steps may be
adjusted. On a frequent or daily basis, step 1204 is per-
formed to calculate the actual fees for Mortality and
Expense (M&E) account management by the investment
manager, sub-adviser and SVP writer, if applicable. The
investment manager, sub-adviser and SVP writer and other
entities that help to manage a fund each are members of a
group called collectively hereafter a management group.
The number of members of the management group depends
on how the fund is managed. The M&E fee is calculated as
W basis points per year divided by 365 multiplied by the
investment value of the prior day. The account management
fee is calculated as X basis points per year divided by 365
multiplied by the investment value of the prior day. The
sub-adviser’s fee is calculated as Y basis points per year
divided by 365 multiplied by the investment value of the
prior day, and the SVP writer’s fee is calculated as Z basis
points per year divided by 365 multiplied by the investment
value of the prior day. These values are calculated by the
system of the present invention to track the daily value of the
funds.

In steps 1212 and 1216, the system calculates credits due
to the targeted return and a present daily investment value,
The system imports the daily investment value from the
investment manager and compares it with the investment
value due according to the policy. Any discrepancies are
reported. In step 1218, the system notifies the SVP writer of
the current day’s investment value and the value of the
underlying securities.

After step 1219, the system can pass control to either step
1220 or 1222 depending on how the system is configured.
Step 1220 provides the management group with their credits
right away, and step 1222 delays payment for a given period.
In step 1220, the investment manager removes M&E fees,
account management fees, “policy” sub-adviser fees and
SVP fees, when applicable, from the value of the underlying
securities for the present day and then moves the money to
funds designated by fee recipients. The system also imports,
in step 1220, the value of the underlying securities from the
investment manager, that is the value before and after the
reduction due to fees. The system additionally calculates an
independent estimate of the value of the securities and
compares it with the imported value. Discrepancies are
reported 1o the policy owner. Alternatively, from step 1219,
control could be passed to step 1222 so that each fee
receiving entity may purchase “fee units” each day and
accumulate them for a given period, e.g., until the end of the
month.

In step 1219, the system calculates a policy value accord-
ing to the formula: policy value for the present day equals
policy value of the previous day multiplied by (investment
unit value for the present day divided by investment unit
value for the previous day). The system stores the policy
value for the present day. Further, in step 1219, the system
calculates the policy unit value for the present day according
to the formula: policy unit value for the present day equals
policy value of the present day divided by the number of
units held. The system stores the policy unit value.

As shown in FIG. 13, at the end of a first time period, e.g.,
at the end of each month, the accumulated M&E fee units
which were aggregated are processed. In step 1304, the
system sells accumulated M&E fee units to the investment
manager at the investment unit value for the present day on
behalf of the carrier, Account Manager, SVP writer and
sub-adviser, and the investment manager adjusts the number
of investment units held by the system. The system imports
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the units adjusted from the investment manager and inde-
pendently calculates the number of units to be sold. The
reported units and independently calculated units are com-
pared and any discrepancies are reported to the investment
manager. Further, if *fee units” were accumulated above in
step 1222, then the account manager, SVP writer and sub-
advisor sell “fee units” to the investment manager at the

.investment unit value for the present day. In step 1308, the

investment manager then adjusts the number of investment
units held by each (ie., the carrier, the account manager,
SVP writer and sub-advisor collect their accrued fees). Also,
if fee units were purchased, then the investment manager
removes the value of the “fee units” from the value of the
underlying securities and transfers cash to the account
manager, SVP writer and sub-advisor. The system imports
the value of the securities transferred and independently
calculates the value of the securities transferred. The system
compares the reported and independently calculated values
of the securities and reports any discrepancies to the invest-
ment manager.

As shown in FIG. 14, various accounting procedures need
to be performed at the end of a second time period, e.g., on
the monthly anniversary of the creation of the policy. In step
1404, the policy owners sell policy units to the system to pay
for monthly Costs of Insurance (COI) fees and administra-
tion fees. Based on the policy units sold, the system adjusts
the number of policy units held by the policy holder. The
system stores the COI value along with the amount of the
administration fees and the number of policy units adjusted.
In step 1408, the system sells an equivalent dollar amount of
investment units to the investment manager, and the system
adjusts the number of investment units held by the system.
The system imports the adjusted number of units from the
investment manager and independently calculates the num-
ber of units according to the value of the fees. The calculated
units are compared with the reported units and any discrep-
ancies are reported to the investment manager.

In step 1412, the account manager (insurance carrier)
removes the value of the COI and administration fees from
the value of the underlying securities and transfers cash to
the system. The system imports the value of the underlying
securities prior to and subsequent to removal of fees by the
investment manager, and the system calculates the value of
the underlying securities after the fees have been removed.
The system then compares the reported value of the under-
lying securities with the calculated value of the underlying
securities and any discrepancies are reported to the invest-
ment manager. .

In step 1416, the system calculates an ongoing mortality
reserve activity including cost of insurance, retention and
contribution to mortality reserve. The system calculates the
cost of insurance, retention and contribution to mortality
reserve.

As shown in FIG. 15, at the end of a third time period,
e.g., on the last day of the second month of the quarter, the
system of the present invention collects and processes
additional information from the investment manager and any
sub-advisors. In step 1504, from the investment manager,
the SVP writer collects information regarding the book value
and market value of funds, the value of underlying securities
and the investment value of the funds. This information is
imported by the system of the present invention, and the
system then compares the stored value of the underlying
securities with the investment value. Any discrepancies are
reported to the investment manager. In step 1508, the SVP
writer collects information from a sub-advisor regarding
duration of the underlying securities and the yield-to-
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maturity. The system then imports the duration of securities
and yield-to-maturity from the SVP writer. The system
independently calculates the duration and yield-to-maturity
of the stored securities and compares the calculated and
reported duration and YTM. Any discrepancies are reported
to the SVP writer,
As shown in FIG. 16, at the end of a third time period,
e.g., ten days prior to the beginning of the quarter, additional
processing is performed for SVP funds. As shown in step
1604, the SVP writer calculates targeted return for the
upcoming quarter, and the system imports the calculated rate
from the SVP writer. The system then calculates the targeted
return based on the stored duration and YTM, and the
calculated targeted return is compared with the reported
targeted return. Any discrepancies between the two targeted
returns are reported to the SVP writer.
FIG. 17 is a flowchart which shows the single processing
step, 1704, involved upon the death of an insured fund
participant. The system processes the death claim by calcu-
lating the net amount at risk, the cash values released, the
interest from date of death, the adjustments to each indi-
vidual fund (with aggregate policies) including COI charges
from date of death and administration charges. The system
stores the policy data.
Obviously, numerous modifications and variations of the
present invention are possible in light of the above teachings
“(i.e., types of assets are interchangeable between the Defined
Contribution and Defined Benefit plans). It is therefore to be
understood that within the scope of the appended claims, the
invention may be practiced otherwise than as specifically
described herein.
What is claimed as new and desired to be secured by
Letters Patent of the United States is:
1. A computer system for managing a life insurance policy
on behalf of a policy holder, the computer system compris-
ing:
generating means for generating a life insurance policy
including a stable value protected investment with an
initial value based on a value of underlying securities;

fee calculating means for calculating fee units for mem-
bers of a management group which manage the life
insurance policy;

credit calculating means for calculating surrender value

protecied investment credits for the life insurance
policy;

investment determining means for determining an invest-

ment value and a value of the underlying securities for
the current day;

policy calculating means for calculating a policy value

and a policy unit value for the current day;

storing means for storing the policy unit value for the

current day; and

one of:

removing means for removing the fees units for mem-
bers of the management group which manages the
life insurance policy, and

accumulating means for accumulating fee units on
behalf of the management group.

2. The system according to claim 1, wherein the gener-
aling means comprises:

determining means for determining premium amounts;

calculating means for calculating additional premium

charges;

investing means for investing a specified amount of

money;
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means for calculating an initial unit value of the life
insurance policy; and

storage means for storing the initial unit value of the life
insurance policy.

3. The system of claim 2, wherein the investing means

comprises:

means for notifying an investment manager of an amount

of money to invest;

means for notifying a sub-adviser of the amount to invest;
means for wiring money to the sub-adviser;
means for purchasing securities; and

means for sending documentation to the investment man-

ager.

4. The system of claim 1, further comprising:

notifying means for notifying a surrender value protected

investment writer of the investment value and the value
of the underlying securities for the current day.

5. The system of claim 1, further comprising a first time
period update means, the first time period update means
comprising:

adjusting means for adjusting a number of investment fee

units held by the members of the management group;
removing means for removing a value of the fee units
from the value of the underlying securities; and

transferring means for transferring cash to the members of

the management group.

6. The system according to claim 1, further comprising a
second time period updating means, the second time period
updating means comprising: ’

selling means for selling policy units held by a policy

owner to the investment manager system to pay for cost
of insurance fees and administration fees;

adjusting means for adjusting a number of policy units

held by the policy owner;

selling means for selling the number of policy units

adjusted by the adjusting means;

removing means for removing from the underlying secu-

rities a value equivalent to the number of policy units
adjusted by the adjusting means;

transferring means for transferring cash to a carrier; and

mortality calculating means for calculating ongoing mor-

tality reserve activity.

7. The system according to claim 1, further comprising a
third time period updating means, the third time period
updating means comprising:

means for collecting information from sub-advisers on a

duration and yield-to-maturity of the underlying secu-
rities.

8. A system according to claim 1, further comprising
means for calculating a targeted return for an upcoming time
period.

9. A method for managing a life insurance policy on
behalf of a policy holder, the method comprising the steps
of:

generating a life insurance policy including a stable value

protected investment with an initial value based on a
value of underlying securities;

calculating fee units for members of a management group

which manage the life insurance policy;

calculating surrender value protected investment credits

for the life insurance policy;

determining an investment value and a value of the

underlying securities for the current day;




Case: 4:00-cv-01073-CEJ Doc. #: 293 Filed: 06/01/09 Page: 31 of 64 PagelD #: 2614
| 5,926,792

17

calculating a policy value and a policy unit value for the

current day;

storing the policy unit value for the current day; and

one of the steps of:

removing the fee units for members of the management
group which manage the life insurance policy, and

accumulating fee units on behalf of the management
group.

10. The method according to claim 9, wherein the step of
.generating a policy comprises:

determining premium amounts;

determining additional premium charges;

investing a specified amount of money;

calculating an initial unit value of the life insurance

policy; and

storing the initial unit value of the life insurance policy.

11. The method of claim 10, wherein the step of investing
comprises:

notifying an investment manager of an amount of money

to invest; .
notifying a sub-adviser of the amount to invest;

wiring money to the sub-advisers;

purchasing securities; and

sending documentation (o the investment manager.

12. The method of claim 9, further comprising the step of
notifying a surrender value protected investment writer of
the investment value and the value of the underlying secu-
rities for the current day.

13. The method of claim 9, further comprising the steps
of:

adjusting a number of investment fee units held by the

members of the management group;

removing a value of the fee units from the value of the

underlying securities; and

transferring cash to the members of the management

group.

14. The method according to claim 9, further comprising
the steps of:

selling policy units held by a policy owner to the invest-

ment manager o pay for cost of insurance fees and
administration fees;

adjusting a number of policy units held by the policy

owner;

selling the number of policy units adjusted in the adjust-

ing step;

removing from the underlying securities a value equiva-

lent to the number of policy units adjusted in the
adjusting step;

transferring cash to a carrier; and

calculating ongoing mortality reserve activity.

15. The method according to claim 9, further comprising
the step of:

collecting information from sub-advisers on a duration

and yield-to-maturity of the underlying securities.

16. The method for according to claim 9, further com-
prising the step of calculating a targeted return for a time
period.

17. The method according to claim 9, wherein the steps of
claim 9 are performed by a computer.

18. A computer readable media for controlling a computer
to perform the steps of:

generating a life insurance policy including a stable value

protected investment with an initial value based on a
value of underlying securities;
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calculating fee units for members of a management group
which manage the life insurance policy;

calculating surrender value protected investment credits
for the life insurance policy;

determining an investment value and a value of the
underlying securities for the current day;

calculating a policy value and a policy unit value for the
current day; , .

storing the policy unit value for the current day; and

one of the steps of:
removing the fee units for members of the management
group which manage the life insurance policy, and
accumulating fee units on behalf of the management
group.

19. A computer system for administering an existing life
insurance policy, including a stable valve protected invest-
ment based on underlying securities, on behalf of a policy
holder, the computer system comprising:

credit calculating means for calculating surrender value

protected investment credits for the life insurance
policy;

investment determining means for determining an invest-

ment value and a value of the underlying securities for
the current day;

policy calculating means for calculating a policy value
and a policy unit value for the current day; and

storing means for storing at least one of the policy value

and the policy unit value for the current day.

20. The system as claimed in claim 19 further comprising
fee calculating means for calculating fee units for members
of a management group which manage the life insurance
policy.

21. The system as claimed in claim 20, further comprising
removing means for removing the fees units for members of
the management group which manages the life insurance
policy.

22, The system as claimed in claim 20, further comprising
accumulating means for accumulating fee units on behalf of
the management group.

23. The system as claimed in claim 19, further comprising
notifying means for notifying a surrender value protected
investment writer of the investment value and the value of
the underlying securities for the current day.

24. The system as claimed in claim 20, further comprising
a period update means comprising:

adjusting means for adjusting a number of investment fee

units held by the members of the management group;
removing means for removing a value of the fee units
from the value of the underlying securities; and
transferring means for transferring cash to the members of
the management group.

25. The system as claimed in claim 20, further comprising
a time period updating means comprising:

selling means for selling policy units held by a policy

owner to an investment manager system to pay for cost
of insurance fees and administration fees;

adjusting means for adjusting a number of policy units

held by the policy owner;

selling means for selling the number of policy units

adjusted by the adjusting means;

removing means for removing from the underlying secu-

rities a value equivalent to the number of policy units
adjusted by the adjusting means;

transferring means for transferring cash to a carrier; and
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mortality calculating means for calculating ongoing mor-

tality reserve activity.

26. The system as claimed in claim 19, further comprising
a time period updating means comprising means for collect-
ing information from sub-advisers on a duration and yield-
to-maturity of the underlying securities.

27. A system as claimed in claim 19, further comprising
means for calculating a targeted return for an upcoming time
period.

28. A method for managing a life insurance policy,
including a stable valve protected investment based on
underlying securities, on behalf of a pohcy holder, the
method comprising the steps of:

(a) calculating surrender value protected investment cred-
its for the life insurance policy;

(b) determining an investment value and a value of the
underlying securities for the current day;

(c) calculating a policy value and a policy unit value for
the current day; and

(d) storing at least one of the policy value and the policy

unit value for the current day.

29. The method as claimed in claim 28, further compris-
ing calculating fee units for members of a management
group which manage the life insurance policy.

30. The method as claimed in claim 29, further compris-
ing removing the fee units for members of the management
group which manage the life insurance policy.

31. The method as claimed in claim 29, further compris-
ing accumulating fee units on behalf of the management
group. )

32. The method as claimed in claim 29, further compris-
ing the step of notifying a surrender value protected invest-
ment writer of the investment value and the value of the
underlying securities for the current day.
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33. The method as claimed in claim 29, further compris-
ing the steps of:
adjusting a number of investment fee units held by the
members of the management group;

removing a value of the fee units from the value of the

underlying securities; and

transferring cash to the members of the management

group.

34. The method as claimed in claim 28, further compris-
ing the steps of:

selling policy units held by a policy owner to an invest-

ment manager to pay for cost of insurance fees and
administration fees;

adjusting a number of policy units held by the policy

owner;

selling the number of policy units adjusted in the adjust-

ing step;

removing from the underlying securities a value equiva-

lent to the number of policy units adjusted in the
adjusting step;

transferring cash to a carrier; and

calculating ongoing mortality reserve activity.

35. The method as claimed in claim 28, further compris-
ing the step of collecting information from sub-advisers on
a duration and yield-to-maturity of the underlying securities.

36. The method as claimed in claim 28, further compris-
ing the step of calculating a targeted return for a time period.

37. The method as claimed in claim 28, wherein the steps
(a) - (d) are performed by a computer.
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L o BALANCE. DIFFERENCE: $3.318512.87
THE LUQUD LNK BENCHMARK 5%
DAE  FUND NAME > LABILITY > A — \105
gd104d 2/19/95  CRICAL MONEY WARKET  ¢1,505,74680  13.93%
2/15/%5  SWALL GANS $1,455,96406  13.12%
2/15/95  ¥YZ's LKUID $1.283,124.95 19.95%
109 / §300171085  27.05%  $1,283,12495 19.95% —[7.10%]
L BALANCE DIFFERENCE: $1,718,586.91
THE STOCK FUND LINK BENCHMARK 5%
DATE  FUND NAME ~—— WY —>  ——— A 106
§< 104 { 2/15/95 MONSTER GROWTH $878480.78  7.92%
2/15/95  GROWTH $1966,282.36  17.72%
2/15/95  XYZ's SUPER GROWTH $3215324.98  50.00%
0 $280476314  2563%  $32153488 50005 —-P436%
L BALANCE DIFFERENCE: $370,561.84
TOTALS: (§17,007.301.90 §6430,76436

FIG. S5
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( START )

CONTACT ASSET MANAGER OF THE DEFINED BENEFIT PLAN |_— 110

REQUEST CURRENT CASH VALUES OF INSURANCE | W

POLICIES COVERING EMPLOYEES IF EQUITY IS REMOVED

REQUEST CURRENT- CASH VALUE OF INSURANCE
POLICIES COVERING EACH EMPLOYEE IF, FOR EACH  |—114
EMPLOYEE, THE EMPLOYEE WERE TC DIE

GENERATE ASSET RANGE INDICATING THE IMMEDIATE AND
POTENTIAL VALUES OF THE DEFINED BENEFIT PLAN

UPDATE ASSET RANGE IN' DATABASE —— 118
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{ START }
] ,
FOR EACH DEFERRAL AT THE PROMISED INTEREST RATE FOR 120

THE DEFINED BENIFIT PLAN, CALCULATE THE AGE 65 PAYOUT

MULTIPLY AGE 65 PAYOUT BY PROBABILITY OF THE CORRESPONDING

PARTICIPANT DYING AT EACH AGE BEFORE 65 TO DETERMINE EXPECTED ~ |—122

PREMATURE PAYOUT AND MULTIPLY BY THE PROBABILITY OF REACHING
AGE 65 TO DETERMINE EXPECTED FULL PAYOUT

DETERMINE EARLY WITHDRAWAL PAYOUT FOR EACH AGE BEFORE 55 FOR EACH [ 194
DEFERRAL IF THE CORRESPONDING PARTICPANT WITHDRAWS FROM THE PROGRAM

MULTIPLY WITHORAWAL PAYOUT BY PROBABILITY OF WITHDRAWAL AT 176
FACH AGE BEFORE 55 TO DETERMINE THE EXPECTED/ESTIMATED PAYOUT

DETERMINE EARLY RETIREMENT PAYOUT FOR EACH AGE AFTER: 35
AND BEFORE 63 FOR EACH DEFERRAL IF THE CORRESPONDING 128
PARTICIPANT RETIRES EARLY FROM THE PROGRAM

MULTIPLY EARLY RETIREMENT PAYOUT BY PROBABILITY OF EARLY
RETIREMENT FOR EACH AGE AFTER 55 AND BEFORE 65 TO DETERMINE  {—130
THE EXPECTED/ESTIMATED EARLY RETREMENT PAYOUT

SUM TOTAL FROM STEPS 122, 126 AND 130 TO DETERMINE TOTAL 13
EXPECTED/ESTIMATED LIABILITY FOR THE DEFINED BENIFIT PLAN

UPDATE ESTIMATED LIABILITY IN DATABASE 154

FIC. 7 END
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DEFINED BENEFIT ALLOCATION SUMMARY

140 14)
CURRENT CASH-"" " DEATH BENEFIT ESTIMATED — 144
VALUE VALUE LIABILTY

$ 27,000 $ 1.000.000 $ 45,000

46
BENCHMARK
$ 10,000

FIG. &
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SYSTEM PROCESSES |0
CENSUS. INFORMATION

SYSTEM DETERMINES 118
PREMIUM/FACE AMOUNTS

SYSTEM CALCULATES 1112
INITIAL PREMIUM  CHARGES

SYSTEM NOTIFIES INVESTMENT i
MANAGER OF AMOUNT O INVEST

INVESTMENT MANAGER NOTIFIES 1190
SUB-ADVISOR AND WIRES MONEY

SUB-ADVISOR PURCHASES SECURITIES AND SENDS | 1194
DOCUMENTATIONS TO INVESTMENT MANAGER

SVP WRITER (IF APPLICABLE) CONTACTS
SUB-ADVISOR FOR INFORMATION REGARDING 1126
“YIELD-TO-MATURITY (YTM) OF SECURITIES

INVESTMENT MANAGER CREATES NITAL UNT — |_—149g
VALUE OF FUND, COMMUNICATES TO'SYSTEM

SYSTEM STORES INTIAL 1130
UNIT VALUE OF POLICY

FrIG. 77



Case: 4:00-cv-01073-CEJ Doc. #: 293 Filed: 06/01/09 Page: 50 of 64 PagelD #: 2633

U.S. Patent Jul. 24, 2007 Sheet 13 of 15 US 7,249,037 B2

SYSTEM CALCULATES FEES FOR MORTALITY-EXPENSE (M&E) 17204
ACCOUNT MANAGEMENT, SUB-ADMISOR AND SVP WRITER, IF APPLICABLE

SYSTEM CALCULATES CREDITS DUE TO CURRENT DAY'S VALUE
OF SVP, (NOTE: FOR NON-SVP FUNDS, THE CREDIT EQUALS 1212
YESTERDAY'S GROWTH IN' THE UNDERLYING SECURITIES

SYSTEM IMPORTS CURRENT DAY'S INVESTMENT VALUE AND VALUE | 1916
OF UNDERLYING SECURITIES FROM THE INVESTMENT MANAGER

SYSTEM NOTIFIES SVP WRITER OF CURRENT DAY'S INVESTMENT | 4918
VALUE AND VALUE OF UNDERLYING SECURITIES

SYSTEM CALCULATES POLICY VALUE, AND CALCULATES AND STORES
CURRENT DAY'S POLICY UNIT VALUE ACCORDING TO: 1219
UNIT VALUE (CURRENT DAY) = VALUE (CURRENT DAY)/UNITS

INVESTMENT MANAGER - SYSTEM ACCUMULATES M&,
REMOVES Mé&E FEES, ACCOUNT MANAGEMENT,
ACCOUNT MANAGEMENT FEES, INVESTMENT MANAGEMENT 1222
1220 —1 POLICY SUB-ADVISER FEES AND SVP FEE UNITS DALY,
AND SVP FEES FROM FOR REDEMPTION AT THE
THE VALUE OF THE END OF THE MONTH
UNDERLYING SECURITIES

FlG. 72
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CARRIER, ACCOUNT MANAGER, SVP WRITER, AND SUB-ADVISOR SELL
"FEE UNITS” TO INVESTMENT MANAGER AT THE DAY'S INVESTMENT 1304
UNIT VALUE. INVESTMENT MANAGER ADJUSTS THE NUMBER

OF INVESTMENT UNITS HELD BY EACH

INVESTMENT MANAGER REMOVES THE VALUE OF THE "FEE UNITS®
FROM THE UNDERLYING SECURITIES VALUE AND TRANSFERS CASH 0 |——1308
THE CARRIER, ACCOUNT MANAGER, SVP WRIER AND SUB-ADVISER

FIG. 75

POLICY OWNERS SELL POLICY UNTS TO SYSTEM TO PAY FOR MONTHLY |
COST FOR INSURANCE (COI) FEES AND ADMINISTRATION FEES. SYSTEM - 1404
ADJUSTS THE NUMBER OF POLICY UNTS HELD BY THE POLICY OWNER

SYSTEM SELLS EQUIVALENT DOLLAR AMOUNT OF INVESTMENT UNITS. '
INVESTMENT MANAGER ADJUSTS THE NUMBER OF THE INVESTWENT [~ 1408
UNITS THEN HELD BY THE SYSTEM

INVESTMENT MANAGER REMOVES THE VALUE OF THE
COl AND ADMIN, FEES FROM THE UNDERLYING SECURITIES — 1412
VALUE AND TRANSFERS CASH TO CARRIER

SYSTEN CALCULATES ONGOING |16
MORTALITY RESERVE. ACTMTY

FIG. 74
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SVP WRITER COLLECTS INFORMATION FROM INVESTMENT | 1504
MANAGER REGARDING BOOK AND MARKET VALUE

SYP WRITER COLLECTS INFORMATION FROM SUB-ADVISOR REGARDING | 1508
DURATION OF UNDERLYING SECURITIES AND YIELD-TO-MATURITY

FIG. 75

SVP WRITER CALCULATES TARGETED e
RETURN FOR UPCOMING QUARTER

FrIG. 76

SYSTEM PROCESSES L—1704
DEATH CLAIMS

FIG. 77
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SYSTEM FOR MANAGING A STABLE
VALUE PROTECTED INVESTMENT PLAN

BACKGROUND OF THE INVENTION

1. Field of the Invention

This invention relates to an automated system for track-
ing, reconciling and administering the values of life insur-
ance policies in separate account, including stable value
protected funds.

2. Discussion of the Background

For many years the majority of employee benefits have
been funded through the purchase of stocks, mutual funds,
corporate owned life insurance (COLI) and annuities. The
value of these assets was generally provided on a quarterly
or monthly basis, and the liabilities of these benefit plans
have generally been made available on an annual or perhaps
quarterly basis. Therefore, plan sponsors have had to wait
six fo twelve months for information about the current
funded status of a benefit plan. In addition, changes in the
tax code in the past few years have reduced benefits to
highly compensated employees (HCE), that is, persons
carning over $60,000 to $70,000 per year, as defined in the
tax code.

In response to this decrease in benefits, companies are
installing plans commonly known as Non-Qualified
Deferred Compensation (NQDC) plans which offsct some of
the benefits being lost. By deferring money tax-free from
employees and investing the deferred money in Elective
Deferral Defined Benefit plans or Elective Deferral Defined
Contribution plans, the NQDC plan helps employees regain
lost benefits. Elective Deferral Benefit plans offer various
fixed returns on the deferred salary (or other benefits) of an
employee depending upon the amount of money deferred
and the number of years the money is deferred. A deferral of
a $1,000 will be used as an example. The plan promises a
7.5% return each year until the normal retirement age of 65.
If the deferral is made at 64, then the maturity value is
$1,075, and the balance is paid out in a lump sum. If desired,
a participant may choose to retire early, at any age after
turning 5S. If a participant retires before age 65, the account
balance promised at 65 is reduced by 7% for each year prior
to age 65. If a participant leaves the company prior to
attaining age 55, the participant is given the initial deferral
plus a 5% interest credit for cach year since the initial
deferral. If a participant dies prior to retiring, the beneficiary
receives the promised age 65 balance immediately.

Elective Delerral Defined Contribution plans work like
investing in mutual funds. For example, when a deferral of
$1,000 is made, the participant elects to invest his money in
at least one of several funds sponsored by his employer.
(Employers may offer several funds, e.g., a Bond fund, a
Balanced fund, a fund which tracks the “Standard & Poor’s
500" average minus a fixed percentage, elc.). At the time of

deferral, the employee selects the Bond fund trading at s

$100/unit. The $1,000 is converted into 10 units based on the
value of the fund on the day that the deferral is made. As the
plan sponsor hold the liability for the employee/plan par-
ticipant, the unit value is then adjusted daily to reflect the net
value of the [und, plus any dividends or accruals paid. The
value of the employee’s investment is equal to the number
of units multiplied by the unit value of the fund on the day
of conversion. Therefore, if the per unit value of the Bond
fund was $175, then the investment would be worth $1,750.
Plan participants may also transfer deferred payments
between Defined Contribution and Defined Benefil plans
and between funds in the Defined Contribution plans.

2

However, the funds are hypothetical funds used to deter-
mine the return due to an employee and need not correspond
to any real fund directly. For example, when a deferral is
made to the bond fund, the plan sponsor may not actually
choose to buy any funds relating to bonds, the plan sponsor
may actually buy stocks, insurance policies or other annu-
ities instead. The plan sponsor only promises to provide the
return of the hypothetical fund (e.g., the rate of increase of
the “Standard and Poor’s 500™ minus some fixed percentage,
the real valuc of the “Standard and Poor’s 500” minus some
fixed dollar amount, etc.). In fact, in cases where an asset
group is overfunded (i.c., the assets exceed the liabilities),
the excess assels may be translerred to other under-funded
plans.

Furthermore, the regulations that apply to these plans
restrict the manner in which these plans can be funded. In
essence, companies may not directly fund the liabilities
created by these plans, whereas the companies can directly
fund their qualified plans. Instead of providing direct fund-
ing, a plan sponsor invests the unsecured deferrals in finan-
cial instruments of the plan sponsor’s choosing (e.g., mutual
funds, variable policy insurance policies, etc.) to cover the
liability corresponding to each participant’s investment
choices. Because plan sponsors may not actually be invest-
ing in funds similar to the funds requested by the plan
participants, plan sponsors need to have more immediate
access to information regarding their plans. This enables the
sponsor to cover its liabilities by reallocating its assets as
participants reallocate their assets. The volume and timeli-
ness of information is critical to a successful NQDC plan,
and the traditional methods of providing information quar-
terly or annually have proven to be unacceptable. Since plan
sponsors are receiving information and changes on a daily
basis, the chances of a mismatch between the values of plan
assets and liabilities have traditionally been high. Finally,
participants were previously largely uninformed as to the
value of their deferred money and benefits. Participants

traditionally received a statement once a year, with no’
projections, and little information as to how the benefit was

calculated. The dearth of information available to sponsors
and participants has caused many companics to avoid the
use of NQDC plans, thereby denying participants a chance
at benefit restoration.

1n addition to NQDC plans, corporate owned life insur-
ance policies are an efficient funding mechanism for
employee benefits. The nature of COLI allows corporations
to invest money in mutual fund-type investments and uiti-
mately receive the growth on the investment tax free.
Typically, corporations have had to account for this invest-
ment on a mark-to-market basis. This means that the under-
lying investments were valued at market each year and
therefore were subject to the volatility of the investment.
This has caused some corporations to avoid COLI pur-
chases, even though as a long-term investment it is highly
advantageous for corporations.

One solution to the above problem is to invest in a new
and useful investment division known as a Stable Value
Protected Investment. This investment smoothes the return
associated with the underlying investment. For example,
over the long term, the Standard and Poor’s 500 may be
expected to increase by 10% annually. However, during the
long term, the annual returns may be +15%, —-2%, +8%,
~5%, etc. In order to smooth the returns, the investments in
a Stable Value Protected Investment would create returns of
10%, 6%, 8%, 6%, etc. Over the long-lerm, the Stable Value
Protected Investment wouid perform equal to the underlying
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investment, less the fee for the Stable Value Protection, but
would provide smoothing along the way.

Another use for the Stable Value Protected Investment is
to reduce the impact of initial fees associated with the
purchase of COLI. First year fees include Premium Tax,
Deferred Acquisition Cost (DAC) Tax and Sales Loads. The
assessment of these fees has the effect of decreasing the
corporation’s return on its investment for the first few years.
A solution to the initial decrease is to increase the return on
the Stable Value Protected Investment initially, then use the
smoothing nature of the Stable Value Protection in future
years to “pay back™ the initial increase. For example, the
targeted return calculated by the Stable Value Protection
writer may be increased by 3% for the first year, 2% for the
second year and 1% for the third year in order to reduce the
perceived impact of the first year expenses on the cash value
of the policy.

The Stable Value Protected funds provide an initial tar-
geted return for the first period of an investment. Upon
completion of the first period, the value of the fund, the
“market value,” is compared with the “calculated” value of
the fund which is the “book value.” The “calculated” value
of the fund is calculated by multiplying the initial valuc of
the fund by (1+targeted return), wherein the targeted return
for the next period is calculated using the formula:

TR=[(MV/BY) P (1+YTM)}-1,

where CR is the targeted return, MV is the market value of
a fund, BV is the book value of a fund, D is the duration of
a fund and YTM is the current yield to market. The purpose
of this calculation is to insure that the book value and the
market value move closer together over a period of time,
namely the duration of a fund. The targeted return is reached
by investing in a security whose value fluctuates daily and
whose purpose is to make up the difference between the
actual return and the targeted return.

The duration of a fund was first described by Frederick A.
Macaulay in Some Theoretical Problems Suggested by the
Movements of Interest Rates, Bond Yields, and Stock Prices
in the United States Since 1866, published by the National
Bureau of Economic Research in 1938 and incorporated
herein by reference. The duration of security provides a
measure of both the coupon of a bond and the term to
maturity. Macaulay showed that duration was a more appro-
priate measure of the time element of a bond than term to
malturity because it takes into account not only the ultimate
recovery of capital at maturity, but also the size and timing
of coupon payments that occur prior to final maturity.
Duration is defined as the weighted average time to full
recovery of principal and interest payments, using annual
compounding. Duration (D) is defined as:

where t=the time period in which the coupon and/or prin-
cipal payment occurs, C,~the interest and/or principal pay-
ment that occurs in period t and i=the market yield on the
bond. The denominator in the equation for duration is the
price of an issue as determined by the present value model,
and the numerator is the present value of all cash flows
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weighted according to the length of time until receipt. This
concept of duration is also disclosed in ANALYSIS AND
MANAGEMENT OF BONDS, Chapter 18— PRINCIPLES
OF BOND EVALUATION, by Frank K. Reilly which is
incorporated herein by reference.

Using the concepts of duration and targeted return, the
actual performance of the underlying securities in the fund
is smoothed over time. The funds arc created on a client-
by-client basis, and therefore each client is subject to its own
past performance when its targeted return is calculated.
Consequently, each client will have a different targeted
return.

SUMMARY OF THE INVENTION

It is therefore an object of the present invention to
overcome the disadvantages of the prior art systems.

It is another object of the present invention to provide a
system capable of tracking and reporting assets and liabili-
ties on a near real-time basis, a system that can project assets
and liabilities into the future, and a system that makes the
administration of NQDC plans simple, while keeping costs
low for plan sponsors.

1t is a further object of the invention to provide a system
capable of tracking liabilities in both Defined Contribution
and Delined Benefit plans. .

It is a further object of the prescnt invention to provide
plan participants with timely access to plan information
using modem, fax or automated voice response units.

1t is yet another object of the present invention to provide
plan sponsors with timely access to liability information by
determining plan participants positions in the Defined Con-
tribution and Defined Benefit plans.

It is yet another object of the present invention o provide
plan sponsors with a means for calculating the liabilities of
a Defined Contribution plan by contacting an external data
provider by phone to determine the unit value of funds
offered by the plan.

It is an additional object of the present invention lo
provide a means for the plan sponsors to determine plan
assets by contacting external data sources (o receive the
values of insurance policies and financial instruments held
by the plan sponsor.

It is an additional object of the present invention to

s provide a means for associating liabilities with assets and

measuring an absolute dollar or percentage difference
between the liabilities and their associated assets.

It is a further object of the present invention to provide a
means of reporting 10 a plan sponsor that the assets and
liabilities of a plan have values outside of a specified ratio
or differential. )

It is a further object of the present invention lo provide a
means of reconciling charges reported by an asset manager
with internally calculaled values for what the changes
should be based on known transaction and management
costs.

It is an object of the present invention to track, reconcile
and administer the values ol life insurance policies invested
in separate accounts, including Stable Value Protected funds.

It is a further object of the present invention to provide a
system (o track, reconcile and administer life insurance
policies in Stable Value Protected funds which smooth the
return associated with the underlying investments and which
amortize the initial fees associated with each premium
paymenl over several years.

‘The above objects and other objects are achieved accord-
ing to the present invention, by providing a computer system
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capable of tracking assets and liabilities for a NQDC plan
stored in the computer system. The computer system deter-
mines the value of assets in the plan by calling an informa-
tion warehouse (e.g., the Dow Jones Bulletin Board Service,
insurance companies, investment companies, etc.) and
requesting the current unit value of each asset held by the
plan sponsor. The number of units of each asset times the
value of cach asset determines the current total assct value
of the fund.

On the other hand, the total liabilitics are calculated so
they can be compared against the total assets. The total
liability of a Defined Contribution plan is determined by
multiplying the number of fund units held by plan partici-
pants in each fund by the unit values for the funds for that
particular day. The number of fund units a participant buys
when a user defers money is calculated in the computer
system by converting the dollar amount of a user transaction
(deferral, transfer among funds, realignment of fund alloca-
tion) into a number of fund units that the user can purchase
for that amount on the day the transaction is made.

‘The current system draws on the teachings of actuarial
statistics to estimate/predict statistically what assets are
needed to cover incurred liabilities. Additional books cov-
ering the subject of acluarial statistics/mathematics are Acru-
arial mathematics by Newton L. Bowers, Ir., et al., Society
of Actuaries’ textbook on life contingencies by Chester
Wallace Jordan, JIr. and The theory of interest and Funda-
mentals of numerical analysis, both by S. G. Kellison; the
subject matter of the books is incorporated herein by refer-
ence.

The above objects relating to tracking, reconciling and
administering the values of the life insurance policies in
separate accounts, including Stable Value Protected funds,
are achieved according to the present invention by providing
a computer system for managing an insurance product
purchase. According to the present invention, the largeted
returns are translated into unit values (UJV) on a daily basis
for each fund. To perform these functions, the present
invention calculates and stores, for each fund, the following;:
the fund duration, the portfolio allocation, the targeted return
given the market value and duration of the fund, the current
yield-to-market, and the stored book value. The invention
further tracks restrictions (e.g., timing, amount of with-
drawal and amount of reallocations) on a premium-by-
premium basis, and tracks the book value, market value,
duration and targeted return on a client-by-client basis. The
invention also calculates and tracks the payments and credits
applicable to a withdrawal or reallocation request in addition
to the liquidation schedules for each fund based on the
payment amounts and credits of specific funds. Additionally,
the present invention calculates daily unit values given a
periodic targeted return (i.e., a quarterly targeted return).

BRIEF DESCRIPTION OF THE DRAWINGS

A more complete appreciation of the invention and many
of the attendant advantages thereof will be readily obtained
as the same becomes better understood by reference to the
following detailed description when considered in connec-
tion with the accompanying drawings, wherein:

FIG. 1 is a layout diagram of the system according to an
embodiment of this invention;

FIGS. 2A and 2B are flowcharts of the daily operation of
the system of the present invention;

FIG. 3 is a flowchart showing how current assels are
updated for Defined Contribution plans;
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FIG. 4 is a flowchart showing how liabilities are updated
for an Elective Deferral Defined Contribution plan;

FIG. 5 is a report showing a hypothetical set of assets and
liabilities contained within a Deferral Defined Contribution
plan and FIG. 5 also shows the tolerance parameters defined
to indicate now closely the assets should correspond to the
liabilities;

FIG. 6 is a flowchart showing how current assets are
updated for a Defined Benefit plan;

FIG. 7 is a flowchart showing how estimated liabilities are
updated for an Elective Deferral Benefit plan;

FIG. 8 is a report showing a hypothetical set of assets and
liabilities contained within a Deferral Defined Benefit Plan;

FIG. 9 is a schematic showing devices for remotely
receiving information from the present invention by using a
telephone as an input/output device or by using a terminal/
computer as the interface to the computer system across a
telephone line;

F1G. 10 is a graphic illustration of the processing cycle
used by the present application for NQDC plans;

FiG. 11 is a flowchart showing the operation of the
present invention when a fund is created,

FIG. 12 is a flowchart showing the operation of the
present invention on a daily basis;

FIG. 13 is a flowchart showing the operation of the
present invention on a monthly basis;

FIG. 14 is a flowchart showing the operation of the
present invention on a monthly policy anniversary basis;

FIG. 15 is a flowchart showing the operation of the
present invention on a quarterly basis on the last day of the
second month of the quarter;

FIG. 16 is a flowchart showing the operation of the
present invention on a quarterly basis ten days prior to the
beginning of a quarter; and

FIG. 17 is a flowchart showing the operation of the
present invention upon the death of an insured fund partici-
pant.

DETAILED DESCRIPTION OF THE
PREFERRED EMBODIMENTS

Referring now to the drawings, wherein like reference
numerals designate identical or corresponding parts
throughout the several views, FIG. 1 is a view showing an
embodiment of the system of the present invention. Within
a computer 2, there are provided: a central processing unit
{or a memory subsyslem 6, a {ax/modem card 8, an auto-
mated voice response unit 10, a digital storage means 12, a
low density removable medium storage means (e.g., a floppy
disk drive) 14 and a high density removable medium storage
means (e.g., compact disc drive or tape drive) 16. Further-
more, keyboard 18 and monitor 20 are connected to the
computer system 2 for inputting and outputting data, respec-
tively. An additional printer 22 for printing reports 24 is also
provided.

The heart of the computer system 2 is the central pro-
cessing unit 4 which can comprise any one of the commer-
cially available central processing units (e.g., Intel 80x86,
Motorola 680x0, Power PC, etc.) to direct and coordinate
the activities of the other components of the present system.
The memory subsystem 6 comprises a combination of read
only memory (ROM) and random access memory (RAM),
and the memory’s subsystem 6 stores commands to be
executed by the central processing unit 4. Together the
central processing unit 4 and memory subsystem 6 control
the other devices of the system. A fax/modem, connects to
a telephone line (now shown) to transfer information
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between the computer system and fund managers, insurance
and annuity carriers, investment companies, plan sponsors
and plan participants. The fax half of the fax/'modem 8
additionally is used to send confirmations to plan partici-
pants when they make trades between funds or between the
Defined Contribution and Defined Benefit plans. One such
fax/modem that is commercially available is the Practical
Peripherals 144FMT, whose technical manual and opera-
tions manual are incorporated herein by relerence. The
modem half of the fax/modem 8 sends and receives infor-
mation from plan sponsors and participants’ remote com-
puters, by using an installed bulletin board service (BBS)
program which runs on the computer system 2. The BBS
program in an alternate embodiment is ron on a second
computer system 2 and exchanges information with the first
computer system 2. In another alternate embodiment (not
shown), the fax and modem are separate components of the
computer system 2. In yet another embodiment, multiple
fax/modems, ax-boards or modems are installed in the
computer system 2 to provide connections to multiple plan
participants or sponsors simultaneously.

The modem is additionally used to contact outside infor-
mation providers and asset managers. In another embodi-
ment of the present invention, the modem used to receive
census data to update internal life expectancy and carly
retirement information that is used to calculate liabilities.
Such information can be obtained from the U.S. Census
Bureau.

The automated voice response unit (VRU) 10 likewise is
connected to a telephone line (not shown) and is controlled
by voice response unit control software. In an alternate
embodiment, the VRU control software runs on a diflerent
computer and either shares information with the main com-
puter system 2 or receives a snapshot of the data to use when
providing information to plan participants and sponsors.
Edify Corporation commercially provides such software
under the tradename Electronic Workforce. Electronic
Workforce runs on IBM compatible machines running OS/2
2.1 or later. Electronic Worklforce also interacts with various
databases on the digital storage means 12. In an alternate
embodiment, a combination of fax/modem 8 and an auto-
mated response unit 10 are used to provide the requested
information. By using the automated response unit 10, a plan
sponsor or participant requests information from the com-
puter system 2. The requested information then is faxed
using the fax/modem 8 to a number entered into the auto-
mated response unit 10 when the information was requested.
This enables the delivery of reports on a near real-time basis.

Digital storage means 12 also is used to store both
programs (e.g., operating systems and user applications) and
a database 13. The programs are loaded from the digital
slorage means 12 into the memory subsystem 6, and they are
then executed by the CPU 4. The database 13 of information
describes the assets and liabilities managed by the present

invention. Currently available commercial databases such as s

DB2/2 for O8/2, Microsoft Access for Windows and Ora-
cle’s SQL server are suitable for storing asset and liability
information. Their corresponding Users Manuals are incor-
porated herein by reference. Additional programs and infor-
mation can be written to the digital storage means 12 having
been read from the low density removable medium storage
means 14 and high density removable medium slorage
means (e.g., compact-disc) 16 or having been transmitted
the computer system 2 via the fax/modem 8 or the automatic
voice response unit 10. The present invention further
includes a computer readable media (e.g., high density
removable storage means 16) for controlling a computer to
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manage a non-qualified deferred compensation plan. As is
well known, a keyboard 18 additionally is used for entering
data into the computer systems, and a computer monitor 20
is used to display both graphical and textual information
from the computer systems. A printer 22 prints reports 24
showing plan sponsors and participants their present posi-
tions, including any positions of plan sponsors which vary
outside of predetermined ranges.

Moving now to FIGS. 2A and 2B, the operation of the
system will be described in terms of a daily schedule. In the
morning, the computer system 2 performs step 30 and uses
the fax/modem 8 to call an information provider (e.g., the
Dow Jones Bulletin Board Service, an investment clearing-
house, a money manager, etc.) and downloads the previous
night’s net asset values for all hypothetical funds provided
by the plan sponsor in the Defined Contribution plan (i.e.,
“Standard & Poor’s 500", Stock and Bonds). In step 31, the
downloaded information is used to update the liability side
of the database stored on the digital storage medium 12. In
step 32, outstanding plan sponsor buy and sell instructions
are settled with the appropriate clearing houses by sending
requests made by the plan sponsor from the computer
system 2 to the clearing houses. These requests keep the plan
sponsor’s asset allocation matched to the participants’ liabil-
ity allocations. Steps 30 and 32 will be shown in FIGS. 4 and
7 in more detail. In step 33, new balances are calculated for
each participant based on the per unit values downloaded
from the information providers. These balances are provided
to the VRU control software to enable the VRU to provide
balance information to plan participants and sponsors.
Although the data is a snap-shot of a participant’s position,
the snap-shot can be updated as frequently during the day as
desired in order to reflect changes caused by trades, etc, The
computer system, in step 34, then calls the Asset Manager
and downloads the previous night's net asset values for all
asset funds, confirms the previous day’s trades and calcu-
lates a number of units per asset fund and their cash values.
In step 35, additional data on charges incurred by the plan
sponsor (0 cover management of funds and trade costs are
also downloaded, and the downloaded values are reconciled
with internal calculations of what the changes should be.
The computer system 2 then updates the asset side of the
database 13 for the Defined Contribution and Define Asset
plans, in step 36. Steps 34 and 36 are shown in more detail
in FIGS. 3 and 6 for the Defined Contribution and Defined
Benefit plans, respectively. In step 40, the assets and corre-
sponding labilities are compared with preset limits to deter-
mine if the asset allocation indicates that the differences are
beyond preset limits. If any allocations are outside of their
limits, the plan sponsor is notified in step 42 about the
current asset levels. Whether the plan sponsor is notified or
not, the system continues with normal processing in step 43.
Step 43 pgenerates any daily payment instructions which
would enable a plan participant to receive benefits from
either the Defined Contribution or Defined Benefit plans. To
keep plan participants informed about their investments, in
step 44 fax confirmation of trades are sent to participants; the

faxed information provides the participants’ new numbers of’

units and account balances. To keep plan sponsors informed

aboul the status of the offered plans, fax confirmations of

plan participant trades are also sent to the plan sponsor in
slep 44. Electronic reports showing asset and liabilities for
each asset group are sent monthly via fax/modem transfer to
plan sponsors that can receive such information, and printed
reports and copies of reports on removable digital storage
are senl by mail in step 46 (o other plan sponsors. In step 46,
at the end of a day’s transactions, the account information is

2639
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converted into a format for a commercial database system,
and the database is updated with new participant information
and mutual fund information in step 56. To help with
calculating liability in the future and to calculate expected
returns, census and other information can be retrieved from
remote sources in step 51 and stored into the database 13. In
addition, the asset manager and database 13 are updated in
step 52 with data received throughout the day from the
Bulletin Board Service and the automaled voice response
unit 10.

The flowchart of FIG. 3 depicts one implementation of
how the current assets are calculated in the computer system
of the present invention for Defined Contribution plans, A
first asset group is read in step 60 from a list of asset groups
stored in a database 13 on the digital storage means 12. The
asset manager is then contacted in step 62 to determine the
present cash value of the assets (i.e., stocks, mutual funds,
annuities) held by the plan sponsor which are linked to the
first asset group. In step 64, the number of each type of
investment is also read from the database 13. The number of
units of each asset is multiplied by the corresponding unit
value to create a value of the assets held. In the next step,
step 68, the assct value stored in the database 13 is updated
with the calculated value so that it can be compared with the
corresponding liabilitics of the asset group, as was explained
{or step 40. This process of updating and storing asset values
for an asset group is performed for each uncalculated asset
group if step 70 determines that some asset groups have not
been updated.

‘The flowchart of FIG. 4 depicts a method of calculating
the liability of deferrals for each hypothetical fund in an
asset group for Defined Contribution plan as was performed
in steps 30 and 31. In step 80, the computer system selects,
from the database 13 stored on the digital storage means 12,
one of the hypothetical funds being offered by the plan
sponsor as a current fund. In step 82, the computer system
uses the fax/modem to contact an information service pro-
vider to determine the current selling price of the current
hypothetical fund offered by the plan sponsor. In step 84, the
number of outstanding units for the current hypothetical
fund is read [rom the database 13. This number of units is
multiplied in step 86 by the current per unit selling price of
the current hypothetical units to determine the present
liability of the Defined Contribution plan for the current
fund. Step 88 stores the calculated value in the database 13
to be compared in step 40 with a corresponding asset value.
Step 90 continues the updating process again at step 80 if
there are more funds which have not been updated. When all

funds have been updated, step 90 ends the updating process.

The report of FIG. 5 is an Allocation Summary for a
Defined Contribution plan showing how three sets of assets
in an asset group are linked to their corresponding funds. As
an cxample of a fund link 100, the Income Link has an assct
102 indicated by the name “the XYZ's [ixed income™ with
a current value of $1,932,315.03, which is 30.05% of the
assel group’s total assets. This assel is used 1o secure a plan
sponsor’s position for four funds 104: Priority Bond, Super
Leveraged, Income & Growth and Balanced, (otaling
$5,250,827.90, which constitutes 47.32% of the liability for
the whole asset group. The benchmark 106 for the fund link
100 is shown as 5%; therefore, a report will be generated and
sent 1o the plan sponsor to indicate that the current liability
of 47.32% of the fund link is not within 5% of the current
assel allocation of 30.05% of the fund lor the defined asset
group. In this way, the dollar value of an asset for a fund link
need not match the dollar value used to secure the liabilities
of a fund link. As long as the percentage allocation of total
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assets for a link match the percentage allocation of total
liabilities for the link, the link is considered to be within the
benchmark. In this way, if the liability of an asset link of an
asset group grows, the corresponding assets of the asset
group can grow proportionally,

‘The flowchart of FIG. 6 shows how the insurance policy
asset values of an Elective Deferral Defined Benefit plan are
updated in the present system. The computer contacts the
asset manager of the Defined Benefit plan in step 110, and
in step 112 requests the current cash values of insurance
policies covering employees if the equity were to be
removed on the current day. In step 114, the computer
further requests the current cash value of each policy to
determine the value of the policy if each employee were to
die. Using the information of steps 112 and 114, the com-
puter system generates an asset range in step 116 which
indicates the immediate and potential values of the Defined
Benefit plan based on the outstanding insurance policics
held by the plan sponsors. The asset range is then stored in
the database 13 so the asset value can be compared with the
Defined Benefit Liability to determine if there is a mismatch
in fund allocation.

The flowchart of FIG. 7 depicts how estimated liabilities
are calculated for an Elective Deferral Defined Benefit plan
as was performed in steps 30 and 31. The liability is
calculated as an estimated liability based on the probabilities
of dying, withdrawing or retiring at each age up to age 65.
In the first step of computing an estimated liability, step 120,
the computer system determines the payout for each deferral
for a given interest rate if the corresponding participant
removes his money at age 65. The payout at age 65 is also
the payout should the plan participant prematurely die
before removing his money. In step 122, the age 65 payout
is multiplied by the probability of the corresponding par-
ticipant reaching age 65, thus calculating an expected full
payout. Likewise, the age 65 payout is multiplied by the
probability of the corresponding participant dying at each
age before 65 to determine an expected premature payout. In
step 124, the computer system determines the payout for
each age before 55 for each deferral if the corresponding
participant withdraws [rom the program. By multiplying in
step 126 the withdrawal payout by the probability of with-
drawal at each age before age 55, an early withdrawal
payout is calculated. Furthermore, in step 128 an early
retirement payout is calculated for each age after 55 and
before 65 of a corresponding participant for each deferral.
The early retirement payout is multiplied in step 130 by the
probability of early retirement for each age after 55 and
before 65 to determine the expected/estimated early retire-
menl payoul. In step 132, all expected payouts are summed
to determine a total expected/estimated liability for the
Defined Benefit plan. This value is updated in the database
13 in step 134.

The report of FIG. 8 shows a current cash value ol a
Defined Benefit plan as calculated in FIGS. 6 and 7. The
current cash value 140 is determined in FIG. 6, step 112,
whereas the death benefit value is calculated in FIG. 6, step
114. The estimated liability 144 is calculated according 1o
the method of FIG. 7, with the final result being stored in
step 134 of FIG. 7. In addition, because the benchmark 146
for the Defined Benefit plan is indicated to be $10,000, the
computer system, when implementing the process of FIG.
2A, would determine that an asset allocation is outside of
preset limits in step 40 and notify the plan sponsor about the

s asset level using step 42.

As shown in FIG. 9, deferrals and changes to a plan
participant’s funds can be made remotely using a telephone
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150 or a computer terminal 152. Likewise, the plan sponsor
can get information about the status of asset groups using the
telephone 150 or the computer terminal 152. When connect-
ing to the computer system 2 using the telephone 150, a plan
participant or sponsor is audibly provided with a series of
choices in a menu. The plan participant or sponsor responds
to the menu items uvsing the keypad on the telephone 150.
Illustrative rcmote .operations which can be performed by
plan parlicipants using the telephone 150 include checking
the current value of deferrals, trading units between funds in
a Deferral Defined Contribution plan, requesting projections
about the future value of investments and requesting his-
torical information on plan performance over a period of
time. Illustrative remote operations that can be performed by
the plan sponsor using the telephone 150 are checking
current asset values in an asset group, checking unit values
for hypothetical funds linked to the assets in the correspond-
ing asset group, determining the total liability of each
hypothetical Tund in the cormresponding assel group and

calculating if the values of the liabilities and assets are 2

within the range specified by the benchmark.

Using the computer terminal 152 to correct to the fax/
modem 8, the plan participant or sponsor likewise receives
information from the computer system 2. The information is
displayed on the monitor of the computer terminal 152 and
data 10 be sent to the compuler system 2 is inpul using the
keyboard of the samec computer terminal 52. Unlike the
menu system of the telephone 150, the computer terminal
152 displays a series of prompts (i.e., menus, dialogue
boxes, input screens) for the plan participant or sponsor
instead of prompting using voice commands. Informational
responses are sent {rom the compulter terminal 152 to the
computer system 2, The computer system 2 responds to
requests by the plan participants or sponsor by sending a
reply from the fax/modem 8 across the telephone wire, and
the results are displayed on the monitor of the computer
terminal 152. The computer terminal 152 can either be a
stand-alone or networked computer, capable of general
purpose compuling but running sofiware 1o connect to the
computer system 2, or a “dumb” terminal, only capable of
terminal interactions. In another embodiment where the
terminal is a stand-alone or networked computer, prompts
from the computer system are converted from text to speech
by the computer terminal and voice recognition software
converts voice responses of the plan participant or sponsor
into text to be sent to the computer system 2.

Additional information to help calculate liabilities and
assets may be received from remote terminals and informa-
tion resource providers 154 (i.e., the U.S. Census Bureau
and insurance/actuarial data providers) as in step 51. This
information is used to update the database 13 and change the
values used in steps 122, 126 and 130. Received information
(i.¢., economic indicators) is used in another embodiment to
help plan sponsors predict the value of assets and liabilities
in the future.

Another system designed according (o the present inven-
tion is used to track, reconcile and administer the values of
lile insurance policies in separate accounts, including Stable
Value Protected funds. Each separate account contains divi-
sions which correspond to the investment choices of a
particular company, and each insurance policy for each of
the employees working for the company making the invest-
ment may choose an investment. The system gathers infor-
mation when a fund is created to ensure that the insurance
policies issued by an insurance carrier to cover a fund
participant conform to government and insurance regula-
tions. As shown in FIG. 11, in step 1104, initially the system

<

-
w

o4

55

60

65

12

processes census information about a fund participant,
including the participant’s birth data, name, sex and social
security number. Based on this information, tax information
and the specific parameters of the selected insurance policy,
in step 1108, the system determines premiums for. the
participant and a face amount for the policy assigned to the
participant. The system of the present invention calculates
the face amount for the assigned policy, as well as 7 Pay
premiums and guideline premiums for 7702 and 7702A
compliance.

In step 1112, the system also calculates initial premium
charges based on premium taxes, DAC taxes, DAC refunds,
loads, administration fees and the cost of the insurance. The
premium and DAC taxes and the loads are calculated as a
percentage of the premium, and the DAC refunds are
calculated as a percentage of current and previous premiums
paid. In addition, administration costs and cost of insurance
amounts are calculated. Typically, the administration costs
are flat costs per policy, while the cost of insurance is a
factor times the Net amount of Risk. This factor is based on
the mortality rate for the employees who are covered by the
insurance policies in the fund, and this factor is a published
factor which the system can use to track investments.
Typically, this factor includes both the percentage needed to
cover the policy value when an insured person dies and an
extra percentage which represents potential profit for the
insurance provider.

In step 1116, after the above calculations have been made,
the system receives a notification from the insurance carrier
of the payment required to cover the policy, and notifies the
investment manager of an amount to invest. Processing then
continues with step 1120. In step 1120, the syslem notifies
any sub-advisers and transfers the payment to the sub-
advisers. Then the sub-advisers purchase securities and
report the result back to the system of the present invention
in step 1124. Documentation, e.g., confirmations of buy
and/or sell requests, are sent to the investment manager to
indicate that the securities have been purchased or sold as
requested.

When investing in an SVP fund in which an SVP writer
is used, the SVP writer contacts the sub-adviser Lo request
information regarding yield-to-maturity (YTM) of the pur-
chased securities, as shown in step 1126. Using the YTM
information, the SVP writer can set the initial targeted return
to the YTM plus any adjustments agreed upon by the policy
owner and the SVP writer. The system then imports the
YTM from the sub-adviser and imports the initial credit rate
information and the adjusted credit rate information from the
SVP writer in addition to receiving the agreed upon adjust-
ments from the investment manager. The system uses this
information 1o calculate and compare the targeted return and
applicable time period versus what was reporied by the SVP
writer. Any discrepancies are reported to the SVP writer and
conlirmation of the correct targeted return is reported to the
policy owner.

Based on these calculations and comparisons, in step
1128, an initial unit value of the new fund is set and, in step
1130, the system stores the initial unit value of the policy.

"In addition to the processing steps required to create or
initialize a fund, processing is required at regular intervals to
track existing funds. The processing steps shown-in FIG. 12
are repeated frequently, e.g., daily, 1o support all of the
available funds, including the Stable Value Protected funds,
but the actual time between processing steps may be
adjusted on a frequent or daily basis, step 1204 is performed
o calculate the actual fees for Mortality and Expense
(M&E) account management by the investment manager,
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sub-adviser and SVP writer, if applicable. The investment
manager, sub-adviser and SVP writer and other cntities that
help to manage a fund each are members of a group called
collectively hereafter a management group. The number of
members of the management group depends on how the
fund is managed. The M&E fee is calculated as W basis
points per year divided by 365 multiplied by the investment
value of the prior day. The account management fee is
calculated as X basis points per year divided by 365 mul-
tiplied by the investment value of the prior day. The sub-
adviser’s fee is calculated as Y basis points per year divided
by 365 multiplied by the investment value of the prior day,
and the SVP writer’s fee is calculated as Z basis points per
year divided by 365 multiplied by the investment value of
the prior day. These values are calculated by the system of
the present invention to track the daily value of the funds.

In steps 1212 and 1216, the system calculates credits due
to the targeted return and a present daily investment value.
The system imports the daily investment value from the
investment manager and compares it with the investment
value due according to the policy. Any discrepancies are
reported, In step 1218, the system notifies the SVP writer of
the current day’s investment value and the valuc of the
underlying securities.

After step 1219, the system can pass control to either step
1220 or 1222 depending on how the system is configured.
Step 1220 provides the management group with their credits
right away, and step 1222 delays payment for a given period.
In step 1220, the investment manager removes M&E fees,
account management fees, “policy™ sub-adviser fees and
SVP fees, when applicable, from the value of the underlying
securities for the present day and then moves the money o
funds designated by fee recipients. The system also imports,
in step 1220, the value of the underlying securities from the
investment manager, that is the value before and after the
reduction due to fecs. The system additionally calculates an
independent estimate of the value of the securities and
compares it with the imported value. Discrepancics are
reported to the policy owner. Alternatively, [rom step 1219,
control could be passed to step 1222 so that each fee
receiving entity may purchase “fee units” each day and
accumulate them for a given period, e.g., until the end of the
month.

In step 1219, the system calculates a policy value accord-
ing to the formula: policy value for the present day equals
policy value of the previous day multiplied by (investment
unit value for the present day divided by investment unit
value for the previous day). The system stores the policy
value for the present day. Further, in step 1219, the system
calculates the policy unit value for the present day according
to the formula: policy unit value for the present day equals
policy value of the present day divided by the number of
units held. The system stores the policy unit value.

As shown in FIG. 13, at the end of a first time period, e.g.,
at the end of each month, the accumulated M&E fee units
which were aggregated are processed. In step 1304, the
system sells accumulated M&E fee units to the investment
manager at the investment unit value for the present day on
behalf of the carrier, Account Manager, SVP writer and
sub-adviser, and the investment manager adjusts the number
of investment units held by the system. The system imports
the units adjusted from the investmen! manager and inde-
pendently calculates the number of units to be sold. The
reported units and independently calculated units are com-
pared and any discrepancies are reported to the investment
manager. Furlher, if “fee units™ were accumulated above in
step 1222, then the account manager, SVP writer and sub-
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advisor sell “fee units” to the investment manager at the
investment unit value for the present day. In step 1308, the
investment manager then adjusts the number of investment
units held by each (i.e., the carrier, the account manager,
SVP writer and sub-advisor collect their accrued fees). Also,
if fee units were purchased, then the investment manager
removes the value of the “fee units” from the value of the
underlying securities and transfers cash to the account
manager, SVP writer. and sub-advisor. The system imports
the value of the securities transferred and independently
calculates the value of the securities transferred. The system
compares the reported and independently calculated values
of the securities and reports any discrepancies to the invest-
ment manager.

As shown in FIG. 14, various accounting procedures need
to be performed at the end of a second time period, ¢.g., on
the monthly anniversary of the creation of the policy. In step
1404, the policy owners sell policy units to the system to pay
for monthly Costs of Insurance (COl) fees and administra-
tion fees. Based on the policy units sold, the system adjusts
the number of policy units held by the policy holder. The
system stores the COl value along with the amount of the
administration fees and the number of policy units adjusted.
In step 1408, the system sells an equivalent dollar amount of
investment units to the investment manager, and the system
adjusts the number of investment units held by the system.
The system imports the adjusted number of units from the
investment manager and independently calculates the num-
ber of units according to the value of the fees. The calculated
units are compared with the reported units and any discrep-
ancies are reported to the investment manager.

In step 1412, the account manager (insurance carrier)
removes the value of the COI and administration fees from
the value of the underlying securities and transfers cash to
the system. The system imports the value of the underlying
securities prior to and subsequent to removal of fees by the
investment manager, and the system calculates the value of
the underlying securities after the fees have been removed.
The system then compares the reported value of the under-
lying securities with the calculated value of the underlying
securities and any discrepancies are reported to the invest-
ment manager.

1n step 1416, the system calculates an ongoing mortality
reserve activity including cost of insurance, retention and
contribution to mortality reserve. The system calculates the
cost of insurance, retention and contribution to mortality
reserve. )

As shown in FIG. 15, at the end of a third time period,
e.g., on the last day of the second month of the quarter, the
system of the present invention collects and processes
additional information from the investment manager and any
sub-advisors. In step 1504, from the invesiment manager,
the SVP writer collects information regarding the book value
and market value of funds, the value of underlying securities
and the investment value of the funds. This information is
imported by the system of the present invention, and the
system then compares the stored value of the underlying
securities with the investment value. Any discrepancies are
reported to the investment manager. In step 1508, the SVP
writer collects information from a sub-advisor regarding
duration of the underlying securities and the yield-to-matu-
rity. The system then imports the duration of securities and
yield-to-maturity from the SVP writer. The system indepen-
dently calculates the duration and yield-to-maturity of the
stored securities and compares the calculated and reported
duration and YTM. Any discrepancies are reported to the
SVP writer.
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As shown in FIG. 16, at the end of a third time period,
e.g., ten days prior to the beginning of the quarter, additional
processing is performed for SVP funds. As shown in step
1604, the SV writer calculates targeted return for the
upcoming quarter, and the system imports the calculated rate
from the SV’ writer. The system then calculates the targeted
return based on the stored duration and YTM, and the
calculated targeted return is compared with the reported
targeted return. Any discrepancies between the two targeled
refurns are reported to the SVP writer.

FIG. 17 is a flowchart which shows the single processing
step, 1704, involved upon the death of an insured fund
participant. The system processes the death claim by calcu-
lating the net amount at risk, the cash values released, the
interest from date of death, the adjustments to cach indi-
vidual fund (with aggregate policies) including COI charges
from date of death and administration charges. The system
stores the policy data.

Obviously, numerous modifications and variations of the
present invention are possible in light of the above teachings
(i.c., types of assets arc interchangeable between the Defined
Contribution and Defined Benefit plans). It is therefore to be
understood that within the scope of the appended claims, the
invention may be practiced otherwise than as specifically
described herein.

What is claimed is:

1. A life insurance policy management system compris-

ing:

a policy generator for generating a life insurance policy
including a stable value protected investment with an
initial value based on a value of underlying securities of
the stable value protected investment;

a fee calculator for calculating fees for members of a
management group which manage the life insurance
policy;

a credit calculator for calculating credits for the stable
value protected investment of the life insurance policy;

an investment calculator for determining an investment
value and a value of the underlying securities of the
stable value protected investment for the current day;

a policy calculator for calculating a policy value and a
policy unit value for the current day;

digital storage for storing the policy unit value for the
current day; and

a debitor for removing a value of the fees for members of
the management group which manages the life insur-
ance policy.

2. The system according to claim 1, wherein the policy

generator comprises:

a premium calculator for determining premium amounts
and additional premivm charges;

an investor for investing a specified amount of money;
and

an initial value calculator for calculating an initial unit
value of the life insurance policy, wherein the initial
unit value of the life insurance policy is stored in the
digital memory.

3. The system of claim 2, further comprising:

means for notifying an investment manager of an amount
of money 1o invest;

means for notifying a sub-adviser of the amount to invest;

means for wiring money to the sub-adviser;

means for purchasing securities; and

means for sending documentation to the investment man-
ager.
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4. The system of claim 1, further comprising:

notifying means for notifying a stable value protected
investment writer of the investment value and the value
of the underlying securities of the stable value pro-
tected investment for the current day.

5. The system of claim 1, further comprising:

a cash transferrer for transferring cash to the members of
the management group based on fees due to the mem-
bers of the management group.

6. The system according to claim 1, further comprising:

selling means for selling policy units held by a policy
owner to the investment manager system to pay for cost
of insurance fees and administration fees;

adjusting means for adjusting a number of policy units
held by the policy owner; selling means for selling the
number of policy vnits adjusted by the adjusting means;

removing means for removing from the underlying secu-
rities a value equivalent to the number of policy units
adjusted by the adjusting means;

transferring means for transferring cash to a carrier; and

mortality calculating means for calculating ongoing mor-
tality reserve activity.

7. The system according to claim 1, further comprising:

a data collector for collecting information from sub-
advisers on a duration and yield-to-maturity of the
underlying securities of the stable value protected
investment.

8. A system according to claim 1, further comprising a
calculator for calculating a targeted return for an upcoming
time period.

9. A method for managing a life insurance policy com-
prising:

generating a life insurance policy including a stable value
protected investment with an initial value based on a
value of underlying securities of the stable value pro-
tected investment;

calculating fees for members of a management group
which manage the life insurance policy;

calculating credits for the stable value protected invest-
ment of the life insurance policy;

determining an investment value and a value of the
underlying securities of the stable value protected
investment for the current day;

calculating a policy value and a policy unit value for the
current day;

storing the policy unit value for the current day; and

removing a value of the fees for members of the man-
agement group which manage the life insurance policy.

10. The method according to claim 9, wherein the step of
generating a policy comprises:

determining premium amounts;

determining additional premium charges;

investing a specified amount of money;

calculating an initial unit value of the life insurance
policy; and

storing the initial unit value of the life insurance policy.

11. The method of claim 10, wherein the step of investing
comprises: '

notifying an investment manager of an amount of money
to invest;

notifying a sub-adviser of the amount to invest;

wiring money 1o the sub-advisers;

purchasing securities; and

sending documentation to the investment manager.

12. The method of claim 9, [urther comprising the step of
notifying a stable value protected investment writer of the
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investment value and the value of the underlying securities
of the stable value protected investment for the current day.
13. The method of claim 9, wherein removing the value
of the fees comprises:
transferring cash to the members of the management
group based on the fees owed to the members of the
management group.
14. The method according to claim 9, further comprising
the steps of:
selling policy units held by a policy owner to the invest-
ment manager to pay for cost of insurance fees and
administration fees;
adjusting a number of policy units held by the policy
owner;
selling the number of policy units adjusted in the adjust-
ing step;
removing from the underlying securities a value equiva-
lent to the number of policy units adjusted in the
adjusting step;
transferring cash to a carrier; and
calculating ongoing mortality reserve activity.
15. The method according to claim 9, further comprising
the step of:
collecting information from sub-advisers on a duration
and yield-to-maturity of the underlying securities of the
stable value protected investment.
16. The method for according to claim 9, further com-
prising the step of calculating a targeted return for a time
period.

17. The method according to claim 9, wherein the steps of

claim 9 arc performed by a computer.

18. A computer readable media for controlling a computer
1o perform the steps of:

generating a life insurance policy including a stable value

profecled investment with an initial value based on a
value of underlying securities of the stable value pro-
tected investment;

calculating fees for members of a management group

which manage the life insurance policy;

calculating credits for the stable value protected invest-

ment of the life insurance policy;

determining an investment value and a value of the

underlying securities of the stable value protected
investment for the current day;

calculating a policy value and a policy unit value for the

current day;

storing the policy unit value for the current day; and

removing the fees for members of the management group

which manage the life insurance policy.

19. A computer system for administering an existing life
insurance policy, including a stable value protected invest-
ment based on underlying securities of the stable value
protected investment, the computer system comprising:

a credit calculator for calculating credits for the stable

value protected investment of the life insurance policy;
an investment calculator for determining an investment
value and a value of the underlying securities of the
stable value protected investment for the current day;
a policy valuc calculator for calculating a policy valuc and
a policy unit value for the current day; and

digital storage for storing at least one of the policy value

and the policy unit value for the current day.

20. The system as claimed in claim 19, further comprising
a fee calculator for calculating fees for members of a
management group which manage the life insurance policy.
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21. The system as claimed in claim 20, further comprising
a debitor for removing a value of the fees for members of the
management group which manages the life insurance policy.

22. The system as claimed in claim 20, further comprising
an accumulator for accumulating fees on behalf of the
management group.

23. The system as claimed in claim 19, further comprising
notifying means for notifying a stable value protected
investment writer of the investment value and the value of
the underlying securities of the stable value protected invest-
ment for the current day.

24. The system as claimed in claim 20, further comprising
a cash transferrer for transferring cash to the members of the
management group based on the fees owed to the members
of the management group.

25. The system as claimed in claim 20, further compris-
ing:

selling means for selling policy units held by a policy
owner to an investment manager system to pay for cost
of insurance fees and administration fees;

adjusting means for adjusting a number of policy units
held by the policy owner;

selling means for selling the number of policy units
adjusted by the adjusting means;

removing means for removing from the underlying secu-
rities a value equivalent to the number of policy units
adjusted by the adjusting means;

transferring means for transferring cash to a carrier; and

moriality calculating means for calculating ongoing mor-
tality reserve activity.

26. The system as claimed in claim 19, further comprising
means for collecting information from sub-advisers on a
duration and yield-lomaturity of the underlying securities of’
the stable value protected investment.

27. A system as claimed in claim 19, further comprising
a calculator for calculating a targeted return for an upcoming
time period.

28. A method for managing a life insurance policy,
including a stable value protected investment based on
underlying securities of the stable value protected invest-
ment, the method comprising the steps of:

(a) calculating credits for the stable value protected

investment of the life insurance policy;

(b) determining an investment value and a value of the
underlying securities of the stable value protected
investment for the current day;

(c) calculating a policy value and a policy unit value for
the current day; and

(d) storing at least one of the policy value and the policy
unit value for the current day.

29. The method as claimed in claim 28, further compris-
ing calculating fees for members of a management group
which manage the life insurance policy.

30. The method as claimed in claim 29, further compris-
ing removing the fees for members of the management
group which manage the life insurance policy.

31. The method as claimed in claim 29, further compris-
ing accumulating fees on behalf of the management group.

32. The method as claimed in claim 29, further compris-
ing the step of notifying a stable value protected investment
writer of the investment value and the value of the under-
lying securities ol the stable value protected investment for
the current day.

33. The method as claimed in claim 29, further compris-
ing:
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transferring cash to the members of the management
group based on fees owed to the members of the
management group.

34. The method as claimed in claim 28, further compris-

ing the steps of:

selling policy units held by a policy owner to an invest-
ment manager to pay for cost of insurance fees and
administration fees;

adjusting a number of policy units held by the policy
owner;

selling the number of policy units adjusted in the adjust-
ing step;

removing from the underlying securities a value equiva-
lent to the number of policy units adjusted in the
adjusting step;

transferring cash to a carrier; and

calculating ongoing mortality reserve activily.

35. The method as claimed in claim 28, further compris-
ing the step of collectling information [rom sub-advisers on
a duration and yield-to-maturity of the underlying securities
of the stable value protected investment.

36. The method as claimed in claim 28, further compris-
ing the step of calculating a targeted return for a time period.

37. The method as claimed in claim 28, wherein the steps
(a)-(d) are performed by a computer.

38. The method according to claim 9, wherein the step of
determining the investment value and a value of the under-
lying securities of the stable value protected investment for
the current day comprises adjusting the investment value to
amortize for at least one initial fee.

39. The method according to claim 38, wherein the at least
one [ee comprises at least one of a premium tax, a DAC tax,
and a load.

40. The method according to claim 28, wherein the step
of determining the investment value and a value of the
underlying securitics of the stable value protected invest-
ment for the current day comprises adjusting the investment
value to amortize for at least one initial fee.

41. The method according to claim 40, wherein the at least
one fee comprises at least one of a premium tax, a DAC tax,
and a load.

42. A life insurance policy management system compris-
ing:

a policy generator for generating a life insurance policy
including a stable value protected investment with an
initial value based on a value of underlying securities of
the stable value protected investment;

a fee calculator for calculating fees for members of a
management group which manage the life insurance
policy:

a credit calculator for calculating credits for the stable
value protected investment of the life insurance policy;

an investment calculator for determining an investment
value and a value of the underlying securities of the
stable value protected investment for the current day;

a policy calculator for calculating a policy value and a
policy unit value for the current day;

digital storage for storing the policy unit value for the
current day; and

an accumulator lor accumulating fees on behalf of the
management group.

43. The system according lo claim 42, wherein policy

generator comprises:

a premium calculator for delermining premium amounts
and additional premium charges;

an investor for invesling a specified amount of money;
and
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an initial value calculator for calculating an initial unit
value of the life insurance policy, wherein the initial
unit value of the life insurance policy is stored in the
digital memory.

44, The system of claim 43, further comprising:

means for notifying an investment manager of an amount
of money to invest;

means for notifying a sub-adviser of the amount to invest;

means for wiring money to the sub-adviser;

means for purchasing securities; and

means for sending documentation to the investment man-
ager.

45. The system of claim 42, further comprising:

notifying means for notifying a stable value protected
investment writer of the investment value and the value
of the underlying securities of the stable value pro-
tected investment for the current day.

46. The system of claim 42, further comprising:

a cash transferrer for transferring cash to the members of
the management group based on fees due to the mem-
bers of the management group.

47. The system according to claim 42, further comprising:

selling means for selling policy units held by a policy
owner to the investment manager system to pay for cost
of insurance fees and administration fees;

adjusting means for adjusling a number of policy units
held by the policy owner;

selling means for selling the number of policy units
adjusted by the adjusting means;

removing means for removing from the underlying secu-
rities a value equivalent to the number of policy units
adjusted by the adjusting means;

transferring means for transferring cash to a carrier; and

mortality calculating means for calculating ongoing mor-
tality reserve activity.

48. 'The system according to claim 42, further comprising:

a data collector for collecting information from sub-
advisers on a duration and yield-to-maturity of the
underlying securities of the slable value protecied
investment.

49. A system according to claim 42, further comprising a
calculator for calculating a targeted return for an upcoming
time period.

50. The system according to claim 42, wherein the invest-
ment calculator comprises an adjuster for adjusting the
investment value to amortize for at least one initial fee.

51. The system according to claim 50, wherein the at least
one fee comprises al least one of a premium tax, a DAC tax,
and a load.

52. A method for managing a life insurance policy com-
prising:

generating a life insurance policy including a stable value
protected investment with an initial value based on a
value of underlying securities of the stable value pro-
tected investment;

calculating fees for members of a management group
which manage the life insurance policy;

calculating credits for the stable value protected invest-
ment of the life insurance policy;

determining an investment value and a value of the
underlying securities of the stable value protected
investment for the current day;

calculating a policy value and a policy unit value for the
current day;

storing the policy unit value for the current day; and

accumulating fees on behall of the management group for
managing the life insurance policy.
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53. The method according to claim 52, wherein the step
of genecrating a policy comprises:

determining premium amounts;

determining additional premium charges;

investing a specified amount of money;

calculating an initial unit value of the life insurance

policy; and

sloring the initial unit value of the life insurance policy.

54. The method of claim 53, wherein the step of investing
comprises:

notifying an investment manager of an amount of money

10 invest;

notilying a sub-adviser of the amount to invest,

wiring money to the sub-advisers;

purchasing securilies; and

sending, documentation to the investment manager.

55. The method of claim 52, further comprising, the step
of notifying a stable vatue protected investment writer of the
investment value and the value of the underlying securitics
of the stable value protected investment for the current day.

56. The method of claim 52, wherein removing the value
of the fees comprises:

transferring cash to the members of the management

group based on the fees owed to the members of the
management group.

57. The method according 1o claim 52, further comprising
the steps of:

selling policy units held by a policy owner to the invest-

ment manager o pay for cost of insurance fees and
administration fees;

adjusting a number of policy units held by the policy

owner,

selling the number of policy units adjusted in the adjust-

ing step;

removing from the underlying securities a value equiva-

lent to the number of policy units adjusted in the
adjusting step;

transferring cash to a carrier; and

calculating, ongoing mortality reserve activity.

58. The method according to claim 52, further comprising
the step of:

collecting information from sub-advisers on a duration

and yield-to-maturity of the underlying securities of the
stable value protected investment.

59. The method for according to claim 52, further com-
prising the step of calculating a targeted return for a time
period.

60. The method according to claim 52, wherein the steps
of claim 52 are performed by a computer.

61. The method according to claim 52, wherein the
investment calculator comprises an adjuster for adjusting the
investment value to amortize for at least one initial fee,

62. The method according to claim 61, wherein the at least

one fee comprises at least one of a premium tax, a DAC tax,
and a load.
63. A computer readable media for controlling a computer
to perform the steps of:
generating a lile insurance policy including a stable value
protected investment with an initial value based on a
value of underlying securities of the stable value pro-
tected investment;
calculating fees for members of a management group
which manage the life insurance policy;
calculating credits for the stable value protected invest-
ment of the life insurance policy;
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determining an investment value and a value of the
underlying securities of the stable value protected
investment for the current day;

calculating a policy value and a policy unit value for the

current day;

storing the policy unit value for the current day; and

accumulating fees on behalf of the management group for

managing the life insurance policy.

64. The computer readable medium according to claim
63, wherein the step of determining the investment value and
a value of the underlying securities of the stable value
protected investment for the current day comprises adjusting
the investment value to amortize for at least one initial fee.

65. The computer readable medium according to claim
64, wherein the at least one fee comprises at least one of a
premium tax, a DAC tax, and a load.

66. The system according to claim 8, wherein the targeted
return is adjusted to amortize at least one initial fee.

67. The system according to claim 1, further comprising
a receiver for receiving a targeted return for an upcoming
time period.

68. The system according to claim 67, wherein the tar-
geted return is adjusted to amortize at least one initial fee.

69. The method according to claim 16, wherein the
targeted return is adjusted to amortize at least one initial fee.

70. The method according to claim 9, further comprising
receiving a targeted return for an upcoming time period.

71. The method according to claim 70, wherein the
targeted return is adjusted to amortize at least one initial fee.

72. The computer readabie media according, to claim 18,
further controlling the computer to perform the step of
calculating a targeted return for an upcoming time period,
wherein the targeted return is adjusted to amortize at least
one initial fee.

73. The computer readable media according to claim 18,
further controlling the computer to perform the step of
receiving a targeted return for an upcoming time period.

74. The computer readable media according to claim 73,
wherein the targeted return is adjusted to amortize at least
one initial fee.

75. The system according to claim 27, wherein the tar-
geted retum is adjusted to amortize at least one initial fee.

76. The system according to claim 19, further comprising
a receiver [or receiving a targeted return for an upcoming
time period.

77. The system according to claim 76, wherein the tar-
geted return is adjusted to amortize at least one initial fee.

78. The method according to claim 36, wherein the
targeted return is adjusted to amortize at least one initial fee.

79. The method according 1o claim 28, further comprising
receiving a targeted return for an upcoming time period.

80. The method according to claim 79, wherein the
targeted return is adjusted to amortize at least one initial fee.

81. The system according to claim 49, wherein the tar-
geted return is adjusted to amortize at least one initial fee.

82. The system according to claim 42, further comprising
a receiver lor receiving a targeted return for an upcoming
time period.

83. The system according to claim 82, wherein the tar-
geted return is adjusted to amortize at least one initial fee.

84. The method according to claim 59, wherein the
tarpeted return is adjusted to amortize at least one initial fee.

85. The method according to claim 52, further comprising
receiving a targeted return for an upcoming time period.

86. The method according to claim 85, wherein the
targeted return is adjusted to amortize at least one initial fee.
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87. The system according to claim 1, wherein the invest-
ment calculator comprises an adjuster for adjusting the
investment value to amortize for at least one initial fee,

88. The system according to claim 87, wherein the at least
one fee comprises at least one of a premium tax, a DAC tax,
and a load.

89. The computer readable media according to claim 18,
wherein the step of determining the investment value and a
value of the underlying securities of the stable value pro-
tected investment for the cufrent day comprises adjusting the
investment value to amortize for at least one initial fee.

90. The computer readable media according to claim 89,
wherein the at least one fee comprises at least one of a
premium tax, a DAC tax, and a load.

91. The system according to claim 19, wherein the invest-
ment calculator comprises an adjuster for adjusting the
investment value to amortize for at least one initial fee.

92. The system according to claim 91, wherein the at least
one fee comprises al least one of a premium tax, a DAC tax,
and a load.

93. The computer readable media according to claim 63,
further controlling the computer to perform the step of
calculating a targeted return for an upcoming time period,
wherein the targeted retum is adjusted to amortize at least
one initial fee.

94. The computer readable media according to claim 63,
further controlling the computer to perform the step of
receiving a targeted return for an upcoming time period.

95. The computer readable media according to claim 94,
wherein the targeted return is adjusted to amortize at least
one initial fee.

96. The system according to claim 1, further comprising
a receiver for receiving an investment value.

97. The system according to claim 96, wherein the
received investment value is adjusted to amortize at least
one initial fee.

98. The method according to claim 9, further comprising
receiving an investment value.
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99. The method according to claim 98, wherein the
received investment value is adjusted to amortize at least
one initial fee.

100. The computer readable media according to claim 18,
further controlling the computer to perform the step of
receiving an investment value.

101. The computer readable media according lo c¢laim
100, wherein the received investment value is adjusted to
amortize at least one initial fee.

102. The system according to claim 19, further compris-
ing a receiver for receiving an investment value.

103. The system according to claim 102, wherein the
received investment value is adjusted to amortize at least
one initial fee.

104. The method according to claim 28, further compris-
ing receiving an investment value.

105. The method according to claim 104, wherein the
received investment value is adjusted to amortize at least
one initial fee.

106. The system according to claim 42, further compris-
ing a receiver for receiving an investment value.

107. The system according lo claim 106, wherein the
received investment value is adjusted to amortize at least
one initial fee.

108. The method according to claim 52, further compris-
ing receiving an investment value,

109, The method according to claim 108, wherein the
received investment value is adjusted to amortize at least
one initial fee.

110. The computer readable media according to claim 63,
further controlling the computer to perform the step of
receiving an investment value.

111. The computer readable media according to claim
110, wherein the received investment value is adjusted to
amortize at least one initial fee.
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