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(57) ABSTRACT 

Smaller investors can create and manage on a cost-effective 
basis a complex portfolio of securities using a mechanism that 
enables the investor to provide to the system the investor’s 
preferences regarding his portfolio, to generate a portfolio, 
including fractional shares, that re?ects the investor’s prefer 
ences. The system then permits aggregation of the orders, and 
netting of orders, generated by multiple investors at various 
times during the day for execution. In addition, the structure 
of the computer-based system of the present invention alloWs 
its cost to be based on access to or usage of the system (such 
as a monthly fee) as opposed to by securities orders entered 
into the system as per common brokerage. The result is that 
the investor can create a portfolio of directly oWned securities 
With attributes, such as diversi?cation, similar to a mutual 
fund. 
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YEAR OF BIRTH: 
YEAR 0E RETIREMENT: 
MARITAL STATUS (m/s): 
NUMBER DE CHILDREN: _______ 
YEAR EIRsT CHILD ATTENDS COLLEGE: 
YEAR SECOND CHILD ATTENDS COLLEGE: 
YEAR THIRD CHILD ATTENDs COLLEGE: 
YEAR EDURTH CHILD ATTENDs COLLEGE: 
COST DE ONE YEAR OF COLLEGE:$ 

. INCOMEI$ 
LIQUID ASSETSzII 
LIABILITIES: $______ 
SPOUSE YEAR DE BIRTH: ___.___ 
ANNUAL INCOME NEEDED AT RETIREMENM 
NUMBER DE LIVING PARENTS TD CARE FOR: 
YEAR OF BIRTH OF FIRST LIVING PARENT: 
YEAR DE BIRTH DE SECOND LIVING PARENT: 
YEAR OF BIRTH OF THIRD LIVING PARENT: 
YEAR OF BIRTH 0E EDURTH LIVING PARENT: 
ANNUAL COST OF CARE FOR LIVING PARENTzI'E 
RISK FACTOR (1-10, WHERE 10 IS HIGH): 

EIG.2 

OUTPUT OF ASSET ALLOCATION MODEL 
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TO REACH YOUR ANNUAL INCOME AT RETIREMENT, GIVEN THE LIMITATIONS 
AND NEEDS YOU HAVE SPECIFIED, YOU MUST INVEST ANNUALLY IN THE 
FOLLOWING MANNER: 

I. LONG-TERM INVESTMENTS: $20,000 
2. MEDIUM-TERM INVESTMENTS: $10,000 
3. SHORE-TERM INVESTMENTS: $5,000 

FIG.3 
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PORTFOLIO SELECTION EDITOR SCREEN 

1. PRICE T0 EARNINGS (P/E) LIMIT: _ 
2. CAPIIALIZATION FLOOR (MILLIONS): _ 
3. SPECIFIC SECTORS 

TELECOMMUNICATIONS: _____ 

SOFTWARE: __. 

COMPUTER:____ 
MANUFACTURING: _ 

CHEMICAL: _ 

BANKING: ._ 

TRANSPORTATION: — 

MEDICAL: ______ 

INSURANCE. ._ 

REAL ESTATE: . __. 

ENTERTAINMENT: __ 

OIL: ____ 

. ENERGY: _ 

UTILITIES: __. 

II. RISK LIMIT RELATIVE TO S&P 500: 
I2. RATE OF RETURN LIMITATION RELATIVE TO S&P 500: _______ 

FIG.4A 
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EXCLUOE COMPANIES WITH NEGATIVE MANAGEMENT PRACTICES (SEE DEFINITION IN HELP):____ 
EXCLUDE COMPANIES WITH NEGATIVE LABOR PRACTICES (SEE DEFINITION IN HELP): ____ 
EXCLUDE COMPANIES WITHOUT ORGANIZED LABOR WORKFORCES: _____. 
INCLUDE EMPLOYEE OWNED COMPANIES: 
INCLUDE ENVIRONMENTALLY GREEN COMPANIES: _ 
INCLUDE ONLY DOMESTIC COMPANIES: 

IO. INCLUDE FOREIGN COMPANIES: 
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COMPANY RISK RELATIVE 10 S&P 500 DIFFERENTIAL RATE 
(TWELVE MONTH VALUES) 0F RETURN RELATIVE 

To S&P 500 
(LAST 12 MONTHS) 

1. COMPANY A (2.57.) 0.91 -107. 
2. COMPANY 0 2.57. 0.09 -117. 
5. COMPANY C 2.57 0.95 -57. 
4. COMPANY O 2.57. 0.94 ~07 
5. COMPANY E 2.57. 0.95 -77. 
0. COMPANY F 2.57. 0.90 -27. 
7. COMPANY C 2.57 1.10 +107. 
0. COMPANY R 2.57. 1.12 +127: 
9. COMPANY 1 (2.57.) 0.95 -47; 
10. COMPANY .1 (2.57) 0.90 -107; 
11. COMPANY K (2.57.) 0.70 -207. 
12. COMPANY L (2.5%) 1.15 +11% 
15. COMPANY M 2.57; 1.5 +207. 
14. COMPANY N 2.57. 0.0 -157. 
15. COMPANY O 2.57. 1.4 +127: 
10. COMPANY P 2.57. 1.2 +10% 
17. COMPANY 0 2.57; 1.01 +12 
10. COMPANY R 2.57; 0.99 -0.17. 
19. COMPANY s 2.57; 1.15 +127. 
20. COMPANY T (2.57.) 1.7 +257. 
21. COMPANY u (2.57.) 172 +207. 
22. COMPANY v (2.57) 1.55 +207. 
25. COMPANY w (2.57. 0.00 -107. 
24. COMPANY x 2.57; 0.77 -157; 
25. COMPANY Y 2.57: 0.99 -17. 
20. COMPANY 2 2.57; 1.22 +107; 
27. COMPANY AA (2.57. 1.55 +227. 
20. COMPANY A0 2.57. 0.00 -117 
29. COMPANY AC 2.57:. 0.9 -17. 
50. COMPANY A0 2.57. 1.14 +11% 
51. COMPANY AE 2.57. 1.9 +29% 
52. COMPANY AF 2.57; 0.0 -50% 
55. COMPANY A0 2.57. 0.77 -157. 
54. COMPANY AH 2.57. 0.9 -10% 
55. COMPANY A1 (2.57.) 0.92 -07. 
50. COMPANY A1 (2.57.) 0.91 -97 
57. COMPANY AK (2571) 0.0 -507. 
50. COMPANY AL (2.57.) 1.15 +107. 
59. COMPANY AM (2.57;) 1.55 +257. 
40. COMPANY AN 2.57. 191 +507. 
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SAMPLE RESULTS FROM 
USER SELECTIONS AND INOMOUAL PORTFOLIO PROCESSING 

AS PER FIG 10(48) 

USER BY RESULT SECURITY A SECURITY 8 SECURITY C 
DE PORTFOLIO 
AOJUSTIIENT BUY SELL BUY SELL BUY SELL 
USER A I00 200 I00 
USER B 50 SO IOO 
USER C 150 ISO 50 
NUMBER OF TRADES 2 I I 2 I 2 
UNOER TRAOITIONAL 
BROKERAGE; TOTAL=9 

FIG.11 

SAMPLE RESULTS FROM I 
AOORECATION 0F INOIvIOUAL PORTFOLIOS PROCESSED THROUGH THE 

PRESENT INvENTION'S ALCORITIIN'S USEO IN FIG 10(49) 

TOTALS 250 50 200 200 100 I50 
NET USER TRADES 200 0 50 
NUIIOER 0F TRADES I I I I I I 
wITII TIIE PRESENT 
INVENTION (N0 
NETTINO) 
NETTED=2 1 T 
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sCREEN(A EXAMPLE OF GRAPHICAL 0EsCRLPTL0N 0F PORTFOLIO 
LTFOUO RISK DESCRIPTION OF P0RTT0LL0 EXPECTED 
(VOLATILITY) INCLUDING BY LISTING STOCKS DIFFERENTIAL /\_56q 
LEVELS AS A Wm) PRQPQR'I'IONAIE IN PORTFOLIO 
FUNCTION OF WHGHHNGS |N PORIFQUQ RETURN RELATIVE 
THE S&P 500 T0 saw 500 
0R ANoTHER [INDIVIDUAL STOCKS C0L0RE0 . 
INDEX T0 MATCH THE RISK/RETURN +25% (ORANGE) ‘ 

COLORS, SO THAT STOCKS +20% 
2.00 (ORANGE) THAT ARE RISKIER THAN I:.,>+1f>% 
1.75 AVERAGE AN0 HAVE HL0HER +10% 

53 1.50 3 EXPECIED RETURNS THAN +57; _54 
0\ L25 ? AVERAGE WOULD BE C0L0RE0 0% 1 ° 
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.75 51° END OF THE SPECTRUM- —10% 

.50 SEE SCREEN 0 BELOW) 45% 

.25 , -20z 

.00 (vLoLET) 520 -25% (vloLET) 

57b 58b 56b 
57° \ > ) 

SCREEN B UETML OF sAMPLE(P0RTE0L|0 LTsTLN0(|N SCREEN A ( 
RISK RELATIVE sTUC'K 7. IN ‘ DIFFERENTIAL ‘ 

55b /__TO S&P 500 PoRT- RETURN RELATIVE 
‘ FOLIO T0 sALP 500 55c 

55°~/~-.9 (BLUE) A COMPANY COMMON 5 45% (BLUE) /‘~’ 
55d\/~.s (INDIGO) 0 COMPANY PREFERRED 5 -257. (INDIGO) 1/‘ ~56d 
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\ 1.0 (YELLow- E COMPANY coMMoN 25 +20% (YELLOW- _ 
559~’ ‘ ORANGE) ORANGE) “’ 56g 
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METHOD AND APPARATUS FOR ENABLING 
INDIVIDUAL OR SMALLER INVESTORS OR 
OTHERS TO CREATE AND MANAGE A 

PORTFOLIO OF SECURITIES OR OTHER 
ASSETS OR LIABILITIES ON A COST 

EFFECTIVE BASIS 

RELATIONSHIP TO OTHER APPLICATIONS 

[0001] This is a continuation of US. patent application Ser. 
No. 10/627,873 ?led Jul. 28, 2003, US. Pat. No. 7,546,267, 
Which is a divisional application of US. patent application 
Ser. No. 09/139,020, ?ledAug. 24, 1998, US. Pat. No. 6,601, 
044, Which is a continuation-in-part of US. patent application 
Ser. No. 09/038,158, ?led Mar. 11, 1998, US. Pat. No. 6,996, 
539, the contents of Which are incorporated herein by refer 
ence in their entirety, including the draWings. 

BACKGROUND OF THE INVENTION 

[0002] The present invention relates generally to methods 
and apparatuses for electronically trading and investing in 
securities or other assets, rights or liabilities, such as com 
modities or futures. More particularly, the present invention 
relates to a method and apparatus for electronically trading 
over Wired and Wireless netWorks, including over the Internet, 
and investing in securities or other assets, rights or liabilities 
that enables a user, at a reasonable cost, to create and manage 
a complex and diversi?ed portfolio of such securities or other 
assets, rights or liabilities. 
[0003] Currently, small investors generally have tWo 
choices With regard to making investments in securities. First, 
they can acquire directly shares or derivatives on shares (for 
example, buy 1000 shares of Microsoft or an option on 
Microsoft stock) or can acquire directly a derivative that 
derives its value from multiple securities (such as an option on 
the DoW Jones Industrials). In this instance of direct pur 
chases (through “brokerage”), the investor is the actual oWner 
of the particular security or derivative. (Where the investor 
oWns a derivative security, the investor generally has no oWn 
ership interest in the underlying securities, Which determine 
the value of the derivative). Second, these investors can pur 
chase an interest in an intermediary (Which interest could 
itself be a security), such as a trust, corporation or other 
business vehicle that derives its value from multiple other 
securities (such as a trust that contains a portfolio of stocks 
like the stocks that comprise the S&P 500, or a portfolio of 
other stocks). This second category of intermediary products 
is principally comprised of open-end mutual funds (such as 
the Fidelity, Vanguard, Scudder and other mutual funds) that 
invest in other securities, but also includes closed-end mutual 
funds, unit trusts and other vehicles, and is referred to collec 
tively herein as “funds.” In this second case Where the invest 
ing is done through an intermediary vehicle, the investor oWns 
an interest in the vehicle. That vehicle in turn oWns the under 
lying securities (as in a mutual fund). Each of these tWo 
traditional investment strategies4either (i) trading indi 
vidual securities or derivatives through brokerage, or (ii) 
investing in fundsihas disadvantages for the investor, Which 
are described beloW. 

A. Chief Among the Structural Disadvantages Inherent in the 
Fund Product are: 

[0004] 1 . Inability to Select Securities or Monitor Selection 
of Securities. An investor in a fund is precluded from select 
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ing the individual securities (or derivatives, Which unless 
otherWise noted are hereinafter included in “securities”) to be 
included in, or excluded from, the fund’s portfolio. 
[0005] An investor can attempt to select the general type of 
securities to be included in the investor’s overall asset alloca 
tion by investing in a targeted fund that, for example, states it 
Will invest exclusively in companies Whose business is pri 
marily computer softWare. But that selection still provides the 
manager of the selected fund With Wide discretion to select 
from hundreds of securities. 
[0006] In addition, except for some targeted funds, it is not 
possible for the investor to express any preferences4even 
general onesiregarding matters such as social or moral 
issues (such as not Wanting to, or only Wanting to, invest in 
companies that engage in business With certain governments 
or have operations in certain sectors, such as defense). Even in 
those feW instances Where a targeted fund exists for those 
types of preferences, the preferences that the investor can 
have re?ected are, at best, very general With the investor 
having no ability to select speci?c stocks, either to include or 
exclude, from the portfolio. 
[0007] It is also not possible for the investor to control What 
speci?c securities a fund Will hold in its portfolio, or With 
What Weighting or amounts. An investor could select a fund 
that re?ects, for example, an index, but the fund then invests 
in Whatever securities, and With Whatever Weighting, com 
prises the index. Consequently, When the investor invests in a 
fund, the investor may be investing in securities in Which the 
investor Would otherWise prefer not to have an interest, or not 
as much of an interest. In addition, an investor that invests in 
multiple funds or that holds other investment securities other 
than solely one fund, Will likely be overWeighted or under 
Weighted in particular industries or stocks frequently Without 
his knoWledge, and Without any mechanism to correct the 
allocation. 
[0008] 2. Inability To Control Tax Effects. An investor in a 
fund receives ordinary income distributions at the discretion 
(subject to certain legal constraints), and depending on the 
management style, of the fund. Funds that churn portfolios 
generate more transactions than funds that do not, but the 
taxable distributions are dependent on the fund’s activitiesi 
not the investor’s. 

[0009] In most funds, such as typical open-end mutual 
funds (Which account for the overWhelming bulk of all diver 
si?ed investment vehicles With such funds holding a remark 
able $4 trillion of investor money), net tax gains “?oW 
through” to the investor. In other Words, an investor is saddled 
With Whatever ?oW through tax gain the manager’s activities 
have generatediand such gains are taxed at ordinary income 
rates. The investor has no control over these effects Whatso 
ever, and can be in a position of having to pay tax on gains 
earned by the fund even Where the investor has engaged in no 
transaction in the fund during the year. Moreover, taxable 
loses cannot be distributed by a fundionly taxable gains. 
Consequently, an investor can only receive a tax liability from 
the fund, not a tax bene?t. 

[0010] To attempt to avoid these problems, some investors 
With suf?ciently large holdings to make it WorthWhile can 
engage in complex tax strategies to obtain some ?exibility, 
but those strategies are expensive to implement and not useful 
for smaller investors. 
[0011] Alternatively, an investor can invest in a fund that 
attempts to limit the fund’s uncontrollable tax effects. For 
example, a fund that engages in no selection of stocksisuch 
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as an index fund or a fund that simply invests in the largest 500 
or 1000 corporationsiWould have little turnover from a 
manager buying or selling securities in order to adjust the 
portfolio’s holdings. Even in these funds, hoWever, there are 
purchases and sales by the fund to re?ect redemptions or cash 
contributions by investors. As more investors buy into the 
fund, the manager buys more of the speci?ed securities. As 
redemptions occur, the manager sells some of the securities to 
obtain cash to pay to the fund holders Who are redeeming their 
interests in the fund. Consequently, if there Was a net gain on 
those transactions, holders in these funds, Which are generally 
tax ?oW-through funds, Will receive a taxable gain, regardless 
of their desire. (While such a fund has net in?oWs of invest 
ments from investors, there Will be no or little tax effect 
because the fund Will, almost exclusively, be acquiring secu 
rities. When the fund eventually has net out?oWs, hoWever, 
limiting the tax effects Will be far more di?icult.) 
[0012] 3. Inability To Manage Tax Effects. Invariably, some 
securities in a fund Will have depreciated While the fund 
overall has appreciated (or vice-versa). It is not possible for 
the investor in an appreciated fund to make the choice to 
obtain a capital loss by selling depreciated securities (and the 
fund itself cannot pass through losses). Conversely, it is also 
not possible for an investor to make the choice to obtain a 
capital gain by selling the appreciated assets in a fund that has 
depreciated overall. Those transactions in particular securi 
ties are made at the discretion of the fund manager for the 
fund as a Whole and affect all investors in the fund. 

[0013] In those feW types of diversi?ed investment vehicles 
Where the tax effects do not ?oW through, the investor does 
not obtain any gain or loss from the appreciation or deprecia 
tion in the underlying assets. The investor can only sell part or 
all of his interest in the entire fund, Which Will either result in 
a gain or a loss depending on Whether the fund has appreci 
ated or depreciated as a Whole relative to the investor’s tax 
basis in the fund. 
[0014] In all instances, ?oW through or not, the investor 
cannot sell some of the securities in the fund, and therefore 
has no ability to manage for his oWn bene?t the various tax 
effects that originate from the underlying securities in the 
fund. 

[0015] 4. Inability to Exercise Shareholder Rights or Rights 
Regarding Reinvestment or Distributions, Etc. As noted, 
securities held in a fund are oWned by the fund, not the 
investor Who merely holds an interest in the fund. Conse 
quently, the investor in a fund has no right to vote the under 
lying securities, tender (or not tender) them in a takeover 
contest, elect to receive a reinvestment of dividends, elect to 
receive a dividend as stock instead of cash, exercise any 
preemptive rights, or otherWise exercise any other share 
holder franchise or other shareholder right that may exist With 
regard to the securities held in the fund. 
[0016] 5. Inability to Modify or Control Costs. With funds, 
there are tWo types of charges: Charges levied upon an inves 
tor directly for buying, selling or holding interests in the fund, 
and charges levied against the fund for managing, advising 
and providing other services to the fund. Although an investor 
may be in a position to regulate to some degree the charges 
directly incurred, either by buying or selling less frequently, 
or by buying directly from a fund as opposed to through a 
broker or other intermediary (such as a bank or insurance 
company) that charges a fee or load, the investor cannot affect 
or control the charges levied against the fund. Those charges 
Which frequently are based on a percentage of assets under 
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management, are paid by the fund and serve to reduce the 
returns, or increase the losses, of the fund. 
[0017] 6. Inability to Make Intra Day Modi?cations. An 
investor in a fund can make only one investment decisioni 
namely to buy or sell interests in the fund. Because of the 
structure of open-end mutual funds (the overWhelmingly 
dominant type of fund), that decision is effective only once 
per day. For example, an investor Who believes the market is 
going doWn, or Who believes it may be going doWn during the 
morning but then believes it is going up in the afternoon has 
no mechanism, through an open-end mutual fund, to buy 
based on intra-day prices. All open-end mutual funds are 
priced as of the close of businessiin fact prices are available 
for such funds only once per day; and all investorsiWhether 
buying or selling and regardless of When their order Was 
placed during the dayireceive a price as of the close of 
business. This lack of execution ?exibility is an important 
consideration for some investors and one that forces them to 
use brokerage or other vehicles as opposed to mutual funds 
for their investing. 
[0018] Certain funds other than open-end mutual funds, 
such as closed-end funds or some trusts, as Well as derivative 

securities, do trade during the day and therefore can re?ect 
intra-day price movements. Each of these other vehicles, 
hoWever, has negative characteristics that have made them 
unpopular With investors, including discounts to fair market 
value of the underlying securities, less transparency than 
open-end mutual funds or relatively unchangeable, static 
portfolios, and they are not generally vieWed as substitutes for 
an open-end mutual fund. In addition, in these vehicles as 
Well, the investor buys or sells only an interest in the fund, not 
the securities oWned by the fund. 
[0019] 7. Inability to Monitor and Control Risk Levels and 
“Styles” of Investing. An investor in a fund can receive his 
torical information as to risk and returns for the fund. Mutual 
funds that are actively managedias opposed to passively 
managed indexed funds or static portfolio trustsiare man 
aged by individuals, and frequently by teams of individuals, 
making buy and sell decisions. When some of those individu 
als depart the fund, the “style” of investing of the fund may 
change. Even if those individual managers never depart the 
fund, the market may present them With feWer or greater 
opportunities to buy or sell securities under a particular 
“style” than they had before. Or their vieWs as to the market 
may change and With it their investment mix. Some investors 
in these funds accept these changes in style and direction and 
vieW that as part of What they are paying for With the man 
agement fee. Others, hoWever, attempt to select funds based 
on the funds’ supposed risk, sector of interest and other fac 
tors (including previous returns or returns relative to an 
index). It is not possible to control those factors in these funds 
in advance, hoWever, unless the fund commits to a mechanical 
style of investing With extremely limited dISCI‘BIIOIIiWhICh 
is typical for an index fund but very rare for an actively 
managed fund. 
[0020] 8. Inability to SWitch Fund Families or Funds With 
out Consequences. Because funds are organiZed and man 
aged by particular investment company advisers, they are 
proprietary to a particular fund complex. Consequently, if for 
example, an investor Were in invested in a Fidelity S&P 500 
fund and Wished to sWitch to a Vanguard S&P 500 fund 
because, for example, the fees Were loWer or because for 
example the investor sWitched jobs and her employer Was 
offering Vanguard instead of Fidelity, then the investor Would 



US 2009/0276372 A1 

have to sell all her interest in the Fidelity fund and buy an 
interest in the Vanguard fund. Unless the interests Were held 
in tax advantaged accounts like a 401 (k) account, that trans 
action Would be taxable. Indeed, even switching from one 
Fidelity fund to another Fidelity fund is taxable (unless the 
interests Were held in tax advantaged accounts). 
[0021] 9. Inability to Manage Multiple Investments As a 
Whole. When an investor is invested in multiple funds, it is 
very dif?cult for the investor to understand the overall port 
folio characteristics of their investment. In other Words, many 
investors may have one or a feW investments in funds in 
401(k) or other retirement accounts, and then a feW other fund 
investments or individual stock investments outside of their 
retirement accounts. These investors generally do not manage 
their overall portfolio of multiple funds and individual stock 
holdings as a Whole managed portfolio, because it is very 
dif?cult to discern the overall risk and return of the integrated 
portfolio of multiple funds and individual stocks. Of course, 
it is that integrated portfolio that Will, ultimately, provide 
returns for the investor. Some investors pay to have multiple 
funds managed by investing in “funds of funds” that attempt 
to do that for them. Even here, the investor’s portfolio does 
not include, for purposes of determining Whether the inves 
tor’s overall portfolio is being managed Well, those funds that 
are not part of the “fund of funds” complex, or individual 
stocks held by the investor. 

B. Chief Among the Structural Disadvantages Inherent in the 
Brokerage Service are: 

[0022] l. Inability to Create a Diversi?ed Portfolio on a 
Cost Effective Basis. Under portfolio theory, an investor 
should seek to create a diversi?ed portfolio When investing. 
Diversi?cation provides an investor With a similar return With 
loWer risk, or a higher return With the same level of risk, as a 
non-diversi?ed portfolio. Simply put, portfolio theory dic 
tates that there is no advantage to an ordinary investor in 
holding a non-diversi?ed portfolio of publicly-traded securi 
ties as opposed to a diversi?ed portfolio. Nevertheless, feW 
smaller investors are able to create a diversi?ed portfolio. The 
obstacles to creating such a portfolio for the smaller investor 
have been the inability of the ordinary investor to be able to 
craft such a portfolio on his oWn, combined With the costs of 
engaging in the trading necessary to create and maintain such 
a portfolio, and the inability to consummate trades in small 
quantities needed to create such a portfolio. Consequently, 
most investors Who have understood the bene?ts, or at least 
understood that there is a bene?t, from diversi?cation have 
turned to mutual funds. And that desire for diversi?cation has 
been a primary factor in the explosive groWth of such funds, 
notWithstanding all of the disadvantages of investing in 
mutual funds as described above. Simply put, the concept 
underlying brokerage has been the selection of individual 
stocks, not the creation of an interacting portfolio of securities 
(something Which has been left to the funds). 
[0023] Costs 
[0024] The costs for an individual or smaller investor, or an 
investor seeking to invest a smaller amount, in attempting to 
create and maintain a diversi?ed portfolio stem, in part, from 
the cost of brokerage. An investor buys or sells individual 
securities by employing a broker. The broker purchases the 
selected securities for the investor directly or from a dealer or 
on an exchange. The costs to a retail investor of purchasing or 
selling a security are re?ected in charges that fall generally 
into tWo categories. (For larger institutional orders, these tWo 
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costs generally are far loWer on a percentage basis relative to 
the investment as compared to a smaller order, but there are 
signi?cant, additional other costs to these larger orders stem 
ming, for example, from the market impact of the order 
itselfiin other Words the ability of the existence of a very 
large buy or sell order to affect the price at Which the order 
Will be effected by moving the applicable bid-ask quotes. 
Other systems (the OptiMarkTM trading system, ITG-Posit, 
noted beloW) have attempted to address this problem for these 
large institutional investors.) 
[0025] The ?rst set of costs are those charged directly to the 
investor in the form of the broker’s trading commission and 
fees. The second are charges levied upon the transaction itself 
(in terms of a “mark up” or “spread”) betWeen the cost at 
Which the security Was acquired by the dealer or the exchange 
specialist from another investor and the cost of the security as 
it is sold to the investor. This is a cost that frequently is 
“hidden” from investors: Investors do not alWays realiZe that 
there is, frequently, a spread even When they are being 
charged a commission. But it can be a signi?cant cost4even 
exceeding by multiples the explicit commission charges. 
[0026] Through technology, increased ef?ciencies and pro 
ductivity, competition, etc., these costs have been decreasing 
over time. Nevertheless, all in all costs (including the mark-up 
or spread) are still on the order (for the deepest discount 
broker and for the smallest round-lot of 100 shares) of at least 
tens of dollars per security traded. This is true even Where the 
explicit commissions have been reduced, in some cases to 
Zero, because the broker-dealer is extracting a high “spread” 
from the investor that the investor usually is not aWare of. 
Moreover, the current vieW is that the costs have reached a 
price ?oor, and Without neW systems for engaging in trading, 
such as the present invention, the costs Will not be reduced 
much further. 

[0027] To create and maintain a diversi?ed portfolio of 
individual stocks, an investor Would have to purchase at least 
tWenty to ?fty stocks, and be in a position to add to that 
securities portfolio on a proportionate basis as neW dollars are 
received to make additional investments, and to re-balance 
the portfolio periodically as the markets and the securities 
change. In other Words, an investor Would ?rst have to create 
a diversi?ed portfolio by purchasing say ?fty stocks, and then 
continue to purchase stocks in appropriate proportions With 
any additional amounts sought to be invested on, say, a 
monthly basis, and also re-balance the portfolio periodically. 
Obviously, the basic brokerage costsieven employing the 
deepest discounted brokerage servicesiWould be prohibi 
tive for the ordinary investor. For example, to create and 
maintain a diversi?ed portfolio, an investor seeking to invest 
$2,000 per month (a relatively high amount for the ordinary 
investor), Would likely incur minimum all-in transaction costs 
for an initial ?fty stock purchase of at least (and this Would be 
optimistic) $5004or fully 25% of the initial invested amount. 
Such charges are obviously prohibitive. 
[0028] The best that an investor can do With $2,000 per 
month to invest Who does not Wish to invest in a fund or a 
derivative product Would be to try to build such a portfolio for 
loWer costs by buying one or tWo separate stocks each month 
and thereby, over a number of years, create a diversi?ed 
portfolio. Such a strategy has a number of draWbacks as Well 
as taking years to implement. An investor could also add to an 
already diversi?ed portfolio for a loWer cost by making sub 
sequent monthly purchases of just one or tWo stocks. The 
draWbacks in terms of lack of ?exibility, inability to modify 














































