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METHOD AND APPARATUS FOR MANAGING A VIRTUAL PORTFOLIO OF 

INVESTMENT OBJECTS 

BACKGROUND OF THE INVENTION 

1. Field of the Invention 

5 This invention relates generally to the field of systems for managing financial 

transactions and more specifically to systems for managing investments made on the 

behalf of investors by investment managers.  

2. Related Art 

Conventionally, some investors in securities, such as stocks and bonds, choose 

10 not to manage their own portfolios but instead rely on professional investment managers 

to manage and diversify their portfolios. One way to access the services of a professional 

investment manager is for an investor to buy shares in a mutual fund. In doing so, the 

investor is able to take advantage of a professional manager's expertise along with other 

investors. However, an investor in a mutual fund does not directly hold the assets 

15 purchased by the professional manager, thus the investor loses some of the tax benefits 

of directly holding an asset.  

Another way that an investor can use professional investment managers and 

diversify a portfolio is by allowing a group of professional managers to directly manage 

multiple portfolios where the investor directly holds the assets in the multiple portfolios.  

20 This allows an investor to take advantage of a diversity of investment strategies and 

capture any tax benefits from directly holding an asset. However, this may create tax 

problems for the investor. For example, one manager may buy an asset too soon after 

another manager has sold the same asset, thus creating a "wash sale". Another problem 

may occur when one manager buys an asset at the same time another manager sells the 

25 same asset, thus creating a taxable event for the investor without actually generating any 

income for the investor.  

Therefore, a need exists for an investment management system that allows an 

investor to take advantage of the investment expertise from a variety of professional 

investment managers. In addition, the investment management system should allow the 

30 investor to reap the tax benefits from directly holding an asset without creating undue 

adverse tax consequences.
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Also, conventionally, there are various broad categories of securities portfolio 

management. One conventional securities portfolio management category is active 

management wherein the securities are selected for a portfolio individually based on 

economic, financial, credit, and/or business analysis; on technical trends; on cyclical 

5 patterns; etc. Another conventional category is passive management, also called 

indexing, wherein the securities in a portfolio duplicate those that make up an index. The 

securities in a passively managed portfolio are conventionally weighted by relative 

market capitalization weighting or equal weighting. Another middle ground 

conventional category of securities portfolio management is called enhanced indexing, 

10 in which a portfolio's characteristics, performance and holdings are substantially 

dominated by the characteristics, performance and holdings of the index, albeit with 

modest active management departures from the index.  

The present invention relates generally to the passive and enhanced indexing 

categories of portfolio management. A securities market index, by intent, reflects an 

15 entire market or a segment of a market. A passive portfolio based on an index may also 

reflect the entire market or segment. Often every security in an index is held in the 

passive portfolio. Sometimes statistical modeling is used to create a portfolio that 

duplicates the profile, risk characteristics, performance characteristics, and securities 

weightings of an index, without actually owning every security included in the index.  

20 (Examples could be portfolios based on the Wilshire 5000 Equity Index or on the 

Lehman Aggregate Bond Index.) Sometimes statistical modeling is used to create the 

index itself such that it duplicates the profile, risk characteristics, performance 

characteristics, and securities weightings of an entire class of securities. (The Lehman 

Aggregate Bond Index is an example of this practice.) 

25 Indexes are generally all-inclusive of the securities within their defined markets 

or market segments. In most cases indexes may include each security in the proportion 

that its market capitalization bears to the total market capitalization of all of the included 

securities. The only common exceptions to market capitalization weighting are equal 

weighting of the included securities (for example the Value Line index or the Standard 

30 & Poors 500 Equal Weighted Stock Index, which includes all of the stocks in the S&P 

500 on a list basis; each stock given equal weighting as of a designated day each year) 

and share price weighting, in which share prices are simply added together and divided 

by some simple divisor (for example, the Dow Jones Industrial Average).
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Conventionally, passive portfolios are built based on an index weighted using one of 

market capitalization weighting, equal weighting, and share price weighting.  

Most commonly used stock market indices are constructed using a methodology 

that is based upon either the relative share prices of a sample of companies (such as the 

5 Dow Jones Industrial Average) or the relative market capitalization of a sample of 

companies (such as the S&P 500 Index or the FTSE 100 Index). The nature of the 

construction of both of these types of indices means that if the price or the market 

capitalization of one company rises relative to its peers it is accorded a larger weighting 

in the index. Alternatively, a company whose share price or market capitalization 

10 declines relative to the other companies in the index is accorded a smaller index 

weighting. This can create a situation where the index, index funds, or investors who 

desire their funds to closely track an index, are compelled to have a higher weighting in 

companies whose share prices or market capitalizations have already risen and a lower 

weighting in companies that have seen a decline in their share price or market 

15 capitalization.  

Advantages of passive investing include: a low trading cost of maintaining a 

portfolio that has turnover only when an index is reconstituted, typically once a year; a 

low management cost of a portfolio that requires no analysis of individual securities; and 

no chance of the portfolio suffering a loss--relative to the market or market segment the 

20 index reflects--because of misjudgments in individual securities selection.  

Advantages of using market capitalization weighting as the basis for a passive 

portfolio include that the index (and therefore a portfolio built on it) remains continually 

'in balance' as market prices for the included securities change, and that the portfolio 

performance participates in (i.e., reflects) that of the securities market or market segment 

25 included in the index.  

The disadvantages of market capitalization weighting passive indexes, which can 

be substantial, center on the fact that any under-valued securities are underweighted in 

the index and related portfolios, while any over-valued securities are over weighted.  

Also, the portfolio based on market capitalization weighting follows every market (or 

30 segment) bubble up and every market crash down. Finally, in general, portfolio 

securities selection is not based on a criteria that reflects a better opportunity for 

appreciation than that of the market or market segment overall.
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Most commonly used stock market indices are constructed using a methodology 

that is based upon either the relative share prices of a sample of companies (such as the 

Dow Jones Industrial Average) or the relative market capitalization of a sample of 

companies (such as the S&P 500 Index or the FTSE 100 Index). The nature of the 

5 construction of both of these types of indices means that if the price or the market 

capitalization of one company rises relative to its peers it is accorded a larger weighting 

in the index. Alternatively, a company whose share price or market capitalization 

declines relative to the other companies in the index is accorded a smaller index 

weighting. This can create a situation where the index, index funds, or investors who 

10 desire their funds to closely track an index, are compelled to have a higher weighting in 

companies whose share prices or market capitalizations have already risen and a lower 

weighting in companies that have seen a decline in their share price or market 

capitalization.  

Price or market capitalization based indices can contribute to a 'herding' 

15 behavior on the behalf of investors by effectively compelling any of the funds that 

attempt to follow these indices to have a larger weighting in shares as their price goes up 

and a lower weighting in shares that have declined in price. This creates unnecessary 

volatility, which is not in the interests of most investors. It may also lead to investment 

returns that have had to absorb the phenomenon of having to repeatedly increase 

20 weightings in shares after they have risen and reduce weightings in them after they have 

fallen.  

Capitalization-weighted indexes ("cap-weighted indexes") dominate the 

investment industry today, with approximately $2 trillion currently invested.  

Unfortunately, cap-weighted indexes suffer from an inherent flaw as they overweight all 

25 overvalued stocks and underweight all undervalued stocks. This causes cap-weighted 

indexes to under-perform relative to indexes that are immune to this shortcoming. In 

addition, cap-weighted indexes are vulnerable to speculative bubbles and emotional bear 

markets which may unnaturally drive up or down stock prices respectively.  

It is a well established empirical conclusion of investment theory that cap

30 weighting is not mean-variance optimal. This conclusion holds because weighting 

schemes based on market price, including cap-weighting, overweight 100% of 

overvalued stocks and underweight 100% of undervalued stocks. Both mathematically 

and empirically, this over and under weighting problem inherent to cap-weighting leads
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to a return drag of 200 bps per year in the U.S. and more than 200 bps per year 

internationally.  

One example of the phenomenon comes from the recent stock market bubble of 

1997-2000, when, e.g., Internet network service provider Cisco comprised nearly 5% of 

5 the S&P 500. At its peak in 2000, Cisco traded at $70 per share. Since March 2000, 

Cisco has fallen to approximately 12% of its peak, dragging down S&P 500 performance 

of which it comprised 5%.  

While it is difficult or impossible to know the true fair value of a company, what 

is known is that if an overvalued company's weight in an index is determined by market 

10 capitalization, then the company will be over-weighted in the index. Conversely, if a 

company's weight is determined by market capitalization and it is undervalued, it will be 

underweighted in a capitalization-weighted index.  

Over the past 40 years, the largest stock by market capitalization in the S&P 500 

has underperformed the average stock in the index over a 10-year time period by an 

15 average of 40%. The largest 10 stocks by market capitalization have underperformed the 

average stock over the subsequent 10-year time frame by an average of 26%. Yet, cap

weighted indexes continue to invest 20-30% of their value in the largest 10 stocks by 

market cap, despite the fact that they under-perform the average stock in the index, 

because the stocks are selected and weighted using market capitalization, which by its 

20 nature over-weights over valued stocks and under-weights undervalued stocks.  

Equal-weighted indexation is a popular alternative to cap-weighting but one that 

suffers from its own shortcomings. One significant problem with equal-weighted 

indexes is that they come out of the same cap-weighted universes as cap-weighted 

indexes. For example, the S&P Equal Weighted Index simply re-weights the 500 

25 equities that comprise the S&P 500, retaining the bias already inherent to cap-weighted 

indexes.  

High turnover and associated high costs are additional problems of equal

weighted indexes. Equal-weighted indexes include small illiquid stocks, which are 

required to be held in equal proportion to the larger, more liquid stocks in the index.  

30 These small illiquid stocks must be traded as often as the larger stocks but at a higher 

cost because they are less liquid.  

What is needed then is an improved method of weighting financial objects in a 

portfolio based on an index that overcomes shortcomings of conventional solutions.
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SUMMARY OF THE INVENTION 

An exemplary embodiment of the invention may include a method of managing 

one or more financial objects, the method being executed on a data processing system, 

the method may include: managing a virtual portfolio of the financial objects wherein 

5 the virtual portfolio may include a collection of the financial objects managed 

collectively but tracked separately with separately owned lots on behalf of a plurality of 

investors; providing a computer database associating a plurality of lots owned by each of 

the plurality of investors and associating the plurality of lots as tradable regardless of 

initiator of the purchase of the plurality of lots; providing lot selection rules; receiving a 

10 requested trade; selecting a lot for trading from the plurality of lots using the computer 

database, the lot selection rules, and the requested trade; providing taxation rules; 

determining if a trade using the selected lot should be deferred using the computer 

database and the taxation rules; generating a deferred trade in a tax-managed sub

account if it is determined that the requested trade should be deferred; and selecting the 

15 deferred trade in the tax-managed sub-account for execution if it is determined that the 

deferred trade should no longer be deferred using the computer database and the taxation 

rules.  

An exemplary embodiment of the invention may include the method where the 

lot selection rules include a rule for selecting a lot with a highest cost basis for trading.  

20 An exemplary embodiment of the invention may include the method where the 

financial object may include at least one of: equity, debt, a bond, a stock, a financial 

instrument, a contract, a security, a contract, a mutual fund, an exchange traded fund 

(ETF), a fund of funds, an index fund, a passive index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

25 weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets tracking an index, a 

portfolio of assets tracking S&P indexes, Russell indexes, Dow Jones indexes, Morgan 

Stanley indexes, Lehman indexes, Wilshire indexes, composite indexes, Morgan Stanley 

Capital International indexes, a portfolio of assets tracking an ADBI weighted index, a 

30 commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, a hedge fund, and/or a negative weighting on any financial object.  

An exemplary embodiment of the invention may include the method where the 

lot selection rules comprise investment management rules.
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An exemplary embodiment of the invention may further include receiving a 

plurality of requested trades; selecting a plurality of lots for trade execution; and 

aggregating any executed trades for reconciliation.  

An exemplary embodiment of the invention may include a method of managing 

5 one or more financial objects may include: managing a plurality of virtual portfolios of 

the financial objects with separate lots owned by one or more individual investors and 

tracked separately; providing a computer-implemented lot matrix associating a plurality 

of lots with the plurality of virtual portfolios of the financial objects, each lot of the 

plurality of lots tradable regardless of initiator of purchase of the lot and associating the 

10 plurality of lots as separately owned by the one or more investors; providing lot selection 

rules; receiving a requested trade; for each of the plurality of virtual portfolios, 

performing the following: for the requested trade, selecting a lot from the plurality of 

lots for execution of the requested trade using the lot selection rules, and the lot matrix; 

determining if the requested trade should be deferred using the lot matrix, taxation rules, 

15 and the lot selection rules; generating a deferred trade in a tax-managed sub-account if it 

is determined that the requested trade should be deferred; and selecting the deferred 

trade in the tax-managed sub-account for execution if it is determined that the deferred 

trade should no longer be deferred using the lot matrix and the taxation rules.  

An exemplary embodiment of the invention may include the method where the 

20 financial object may include at least one of: equity, debt, a bond, a stock, a financial 

instrument, a contract, a security, a contract, a mutual fund, an exchange traded fund 

(ETF), a fund of funds, an index fund, a passive index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

25 accounting data based index (ADBI) fund, a portfolio of assets tracking an index, a 

portfolio of assets tracking S&P indexes, Russell indexes, Dow Jones indexes, Morgan 

Stanley indexes, Lehman indexes, Wilshire indexes, composite indexes, Morgan Stanley 

Capital International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

30 contract, a hedge fund, and/or a negative weighting on any financial object.  

An exemplary embodiment of the invention may include the method where the 

lot selection rules comprise investment management rules.
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An exemplary embodiment of the invention may further generating trades for 

execution from selected lot; and aggregating generated trades for a virtual portfolio of 

the plurality of virtual portfolios.  

An exemplary embodiment of the invention may further include aggregating tax 

5 savings across the plurality of virtual portfolios for each of the one or more individual 

investors.  

An exemplary embodiment of the invention may include a data processing 

system for managing one or more financial objects may include: a virtual portfolio of the 

financial objects wherein the virtual portfolio may include a collection of the financial 

10 objects managed collectively but tracked separately with separately owned lots on behalf 

of a plurality of investors; a computer database adapted to associate a plurality of lots of 

the plurality of investors and adapted to associate the plurality of lots as tradable 

regardless of initiator of the purchase of one of the plurality of lots; a processor; and a 

memory coupled to the processor and having program instructions stored therein, the 

15 processor being operable to execute the program instructions, the program instructions 

including: lot selection rules; instructions being adapted to receive a requested trade; and 

adapted to select a lot for trading from the plurality of lots using the computer database, 

the lot selection rules, and the requested trade; taxation rules; instructions being adapted 

to determine if a trade using the selected lot should be deferred using the computer 

20 database and the taxation rules; and adapted to generate a deferred trade in a tax

managed sub-account if it is determined that the requested trade should be deferred; and 

instructions being adapted to select a deferred trade in the tax-managed sub-account for 

execution if it is determined that the deferred trade should no longer be deferred using 

the computer database and the taxation rules.  

25 An exemplary embodiment of the invention may include the system where the lot 

selection rules include a rule adapted to select a lot with a highest cost basis for trading.  

An exemplary embodiment of the invention may include the system where the 

financial object may include at least one of: equity, debt, a bond, a stock, a financial 

instrument, a contract, a security, a contract, a mutual fund, an exchange traded fund 

30 (ETF), a fund of funds, an index fund, a passive index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets tracking an index, a
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portfolio of assets tracking S&P indexes, Russell indexes, Dow Jones indexes, Morgan 

Stanley indexes, Lehman indexes, Wilshire indexes, composite indexes, Morgan Stanley 

Capital International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

5 contract, a hedge fund, and/or a negative weighting on any financial object.  

An exemplary embodiment of the invention may include the system where the lot 

selection rules comprise investment management rules.  

An exemplary embodiment of the invention may include the system where the 

program instructions further including: receiving a plurality of requested trades; 

10 selecting a plurality of lots for trade execution; and aggregating any executed trades for 

reconciliation.  

Another exemplary embodiment of the invention may include a data processing 

system for managing one or more financial objects may include: a plurality of virtual 

portfolios of the financial objects with separate lots owned by one or more individual 

15 investors; a computer-implemented lot matrix database associating a plurality of lots 

with the plurality of virtual portfolios each lot of the plurality of lots tradable regardless 

of initiator of purchase of the lot; a processor; and a memory coupled to the processor 

and having program instructions stored therein, the processor being operable to execute 

the program instructions, the program instructions including: lot selection rules; 

20 instructions receiving one or more requested trades; and for each of the plurality of 

virtual portfolios, the system operative to perform the following: for the requested trade: 

the system operative to select a lot from the plurality of lots for execution of the 

requested trade using the lot selection rules, and the lot matrix; instructions determining 

if the requested trade should be deferred using the lot matrix, taxation rules; and the 

25 system operative to generate a deferred trade in a tax-managed sub-account if it is 

determined that the requested trade should be deferred; and instructions further including 

selecting a deferred trade in a tax-managed sub-account for execution if it is determined 

that the deferred trade should no longer be deferred using the lot matrix and the taxation 

rules.  

30 Another exemplary embodiment of the invention may include the system where 

the financial object may include at least one of: equity, debt, a bond, a stock, a financial 

instrument, a contract, a security, a contract, a mutual fund, an exchange traded fund 

(ETF), a fund of funds, an index fund, a passive index fund, an actively managed fund, a
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non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets tracking an index, a 

portfolio of assets tracking S&P indexes, Russell indexes, Dow Jones indexes, Morgan 

5 Stanley indexes, Lehman indexes, Wilshire indexes, composite indexes, Morgan Stanley 

Capital International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, a hedge fund, and/or a negative weighting on any financial object.  

An exemplary embodiment of the invention may include the system where the lot 

10 selection rules comprise investment management rules.  

An exemplary embodiment of the invention may include the system where the 

program instructions generating trades for execution from the selected lots; and 

aggregating the generated trades for a virtual portfolio from the one or more virtual 

portfolios.  

15 An exemplary embodiment of the invention may include the system where the 

program instructions further including aggregating tax savings across the plurality of 

virtual portfolios for each of the one or more investors.  

An exemplary embodiment of the invention may include a method of managing 

one or more financial objects, the method being executed on a data processing system, 

20 the method may include: managing a virtual portfolio of the financial objects may 

include a collection of the financial objects managed collectively but tracked separately 

with separately-owned lots on behalf of a plurality of investors; providing a computer 

database associating a plurality of holdings owned by each of the plurality of investors 

as tradable, regardless of initiator of purchase of a holding; providing holding selection 

25 rules; receiving a requested trade; selecting a holding for trading from the plurality of 

holdings using the computer database, the holding selection rules, and the requested 

trade; determining whether a trade using the holding should be deferred using the 

computer database and the holding selection rules; and generating a deferred trade in a 

tax-managed sub-account associated with one investor of the plurality of investors using 

30 the holding if it is determined that the holding should be sold in order to realize a loss for 

the one investor, wherein a manager's account is unaffected by the loss realized by sale 

of the holding.
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An exemplary embodiment of the invention may further include generating an 

offsetting purchase of the holding if it is determined that enough time has passed to 

avoid a wash-sale violation.  

An exemplary embodiment of the invention may include a previously described 

5 above method which may further include generating an offsetting purchase of a 

temporary offsetting holding; and generating a sale of the temporary offsetting holding 

when generating the offsetting purchase of the holding.  

An exemplary embodiment of the invention may include a data processing 

system for managing one or more financial objects may include: a virtual portfolio of the 

10 financial objects may include a collection of the financial objects managed collectively 

but tracked separately with separate accounts on behalf of a plurality of investors; a 

computer-implemented database associating a plurality of holdings owned by each of the 

plurality of investors, wherein a holding may be traded regardless of initiator of purchase 

of the holding; a processor; and a memory coupled to the processor and having program 

15 instructions stored therein, the processor being operable to execute the program 

instructions, the program instructions providing at least one holding selection rule; 

receiving a requested trade; selecting a holding for trading from the plurality of holdings 

using the computer-implemented database, the holding selection rule; and the requested 

trade; determining whether the trade using the holding should be deferred using the 

20 computer-implemented database and the holding selection rules; and generating a 

deferred trade in a tax-managed sub-account associated with one investor of the plurality 

of investors using the holding if it is determined that the holding should be sold in order 

to realize a loss for the one investor, wherein a manager's account is unaffected by the 

loss realized by sale of the holding.  

25 An exemplary embodiment of the invention may include the system where the 

program instructions generate an offsetting purchase of the holding if it is determined 

that enough time has passed to avoid a wash-sale violation.  

An exemplary embodiment of the invention may include the system where the 

program instructions further generating an offsetting purchase of a temporary offsetting 

30 holding; and generating a sale of the temporary offsetting holding when generating the 

offsetting purchase of the holding.  

An exemplary embodiment of the invention may include one of the previously 

discussed methods further may include providing a holdings matrix associating one or
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more managers with the plurality of virtual portfolios; and wherein in the selecting the 

lot for execution of the requested trade, further may include using the holdings matrix.  

An exemplary embodiment of the invention may include one of the methods 

discussed above, where the lot selection rules comprise a rule for selecting a lot with a 

5 highest cost basis for trading.  

An exemplary embodiment of the invention may include one of the methods 

discussed above, where the plurality of lots may include at least one of: one or more 

financial objects, wherein the financial object may include at least one of: equity, debt, a 

bond, a stock, a financial instrument, a contract, a security, a contract, a mutual fund, an 

10 exchange traded fund (ETF), a fund of funds, an index fund, a passive index fund, an 

actively managed fund, a non-capitalization weighted index fund, a capitalization 

weighted index fund, an equal weighted indexed fund, an international fund, a sector 

fund, an asset, a liability, an accounting data based index (ADBI) fund, a portfolio of 

assets tracking an index, a portfolio of assets tracking S&P indexes, Russell indexes, 

15 Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, Morgan Stanley Capital International indexes, a portfolio of assets 

tracking an ADBI weighted index, a commodity, an option, a derivative trade, a long 

hedge, a short hedge, a swap, a futures contract, a hedge fund, and/or a negative 

weighting on any financial object; a plurality of securities; and/or a group of financial 

20 objects and/or securities.  

Another exemplary embodiment of the invention may include a method of 

managing one or more financial objects, the method being executed on a data processing 

system, the method may include: managing a plurality of virtual financial objects may 

include a collection of the financial objects managed collectively but tracked separately 

25 with separately-owned lots on behalf of one or more investors; providing a computer 

database associating a plurality of holdings owned by each of the one or more investors 

to separate managers in separate manager accounts wherein a holding may be traded 

regardless of initiator of purchase of the holding; providing holding selection rules; 

receiving a requested trade; selecting the holding for trading from the plurality of 

30 holdings using the computer database, the holding selection rules, and the requested 

trade; determining whether the trade using the holding should be deferred using the 

computer database and the holding selection rules; and generating a deferred trade in a 

tax-managed sub-account associated with one investor of the one or more investors
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using the holding if it is determined that the holding should be sold in order to realize a 

loss for the investor, wherein a manager's account is unaffected by the loss realized by 

sale of the holding.  

An exemplary embodiment of the invention may further include generating an 

5 offsetting purchase of the holding if it is determined that enough time has passed to 

avoid a wash-sale violation.  

An exemplary embodiment of the invention may further include generating an 

offsetting purchase of a temporary offsetting holding; and generating a sale of the 

temporary offsetting holding when generating the offsetting purchase of the holding.  

10 Yet still, another exemplary embodiment of the invention may a method of 

managing one or more financial objects, the method being executed on a data processing 

system, the method may include: managing a plurality of virtual portfolios of financial 

objects may include a collection of the financial objects managed collectively but 

tracked separately with separately-owned lots on behalf of a plurality of investors; 

15 providing a computer database associating a plurality of holdings owned by each of the 

plurality of investors to separate managers in separate manager accounts wherein a 

holding may be traded regardless of initiator of purchase of the holding; providing 

holding selection rules; receiving a requested trade; selecting the holding for trading 

from the plurality of holdings using the computer database, the holding selection rules, 

20 and the requested trade; determining whether the trade using the holding should be 

deferred using the computer database and the holding selection rules; and generating a 

deferred trade in a tax-managed sub-account associated with one investor of the plurality 

of investors using the holding if it is determined that the holding should be sold in order 

to realize a loss for the one investor, wherein a manager's account is unaffected by the 

25 loss realized by sale of the holding.  

An exemplary embodiment of the invention may further generating an offsetting 

purchase of the holding if it is determined that enough time has passed to avoid a wash

sale violation.  

An exemplary embodiment of the invention may further generating an offsetting 

30 purchase of a temporary offsetting holding; and generating a sale of the temporary 

offsetting holding when generating the offsetting purchase of the holding.  

An exemplary embodiment of the invention may include a data processing 

system for managing one or more financial objects may include: a plurality of virtual
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portfolios of financial objects may include a collection of the financial objects managed 

collectively but tracked separately with separate accounts on behalf of one or more 

investors; a computer-implemented database associating a plurality of holdings owned 

by each of the one or more investors, wherein a holding may be traded regardless of 

5 initiator of purchase of the holding; a processor; and a memory coupled to the processor 

and having program instructions stored therein, the processor being operable to execute 

the program instructions, the program instructions providing at least one holding 

selection rule; receiving a requested trade; selecting a holding for trading from the 

plurality of holdings using the computer-implemented database, the holding selection 

10 rule; and the requested trade; determining whether the trade using the holding should be 

deferred using the computer-implemented database and the holding selection rules; and 

generating a deferred trade in a tax-managed sub-account associated with one investor of 

the one or more investors using the holding if it is determined that the holding should be 

sold in order to realize a loss for the one investor, wherein a manager's account is 

15 unaffected by the loss realized by sale of the holding.  

An exemplary embodiment of the invention may include the system, where the 

program instructions generating an offsetting purchase of the holding if it is determined 

that enough time has passed to avoid a wash-sale violation.  

An exemplary embodiment of the invention may include the system, where the 

20 program instructions further generating an offsetting purchase of a temporary offsetting 

holding; and generating a sale of the temporary offsetting holding when generating the 

offsetting purchase of the holding.  

An exemplary embodiment of the invention may a data processing system for 

managing one or more financial objects may include: a plurality of virtual portfolios of 

25 financial objects may include a collection of assets managed collectively but tracked 

separately with separate accounts on behalf of a plurality of investors; a computer

implemented database associating a plurality of holdings owned by each of the plurality 

of investors, wherein a holding may be traded regardless of initiator of purchase of the 

holding; a processor; and a memory coupled to the processor and having program 

30 instructions stored therein, the processor being operable to execute the program 

instructions, the program instructions providing at least one holding selection rule; 

receiving a requested trade; selecting a holding for trading from the plurality of holdings 

using the computer-implemented database, the holding selection rule; and the requested
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trade; determining whether the trade using the holding should be deferred using the 

computer-implemented database and the holding selection rules; and generating a 

deferred trade in a tax-managed sub-account associated with one investor of the plurality 

of investors using the holding if it is determined that the holding should be sold in order 

5 to realize a loss for the one investor, wherein a manager's account is unaffected by the 

loss realized by sale of the holding.  

An exemplary embodiment of the invention may include the system, where the 

program instructions generate an offsetting purchase of the holding if it is determined 

that enough time has passed to avoid a wash-sale violation.  

10 An exemplary embodiment of the invention may further include the system, 

where the program instructions further generating an offsetting purchase of a temporary 

offsetting holding; and generating a sale of the temporary offsetting holding when 

generating the offsetting purchase of the holding.  

An exemplary embodiment of the invention may a method of providing a 

15 computer-implemented trading platform for intercepting trades, coordinating trading 

and/or preventing offsetting trades of one or more financial objects, the method being 

executed on a data processing system, the method may include: managing a virtual 

portfolio of the financial objects wherein the virtual portfolio may include a collection of 

the financial objects managed collectively but tracked separately with separately owned 

20 lots on behalf of a plurality of investors, wherein the financial object may include at least 

one of: equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

contract, a mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, 

a passive index fund, an actively managed fund, a non-capitalization weighted index 

fund, a capitalization weighted index fund, an equal weighted indexed fund, an 

25 international fund, a sector fund, an asset, a liability, an accounting data based index 

(ADBI) fund, a portfolio of assets tracking an index, a portfolio of assets tracking S&P 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, 

Wilshire indexes, composite indexes, Morgan Stanley Capital International indexes, a 

portfolio of assets tracking an ADBI weighted index, a commodity, an option, a 

30 derivative trade, a long hedge, a short hedge, a swap, a futures contract, a hedge fund, 

and/or a negative weighting on any financial object; providing a computer database 

associating a plurality of lots owned by each of the plurality of investors and associating 

the plurality of lots as tradable regardless of initiator of the purchase of the plurality of
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lots; providing lot selection rules may include investment management rules may 

include at least one of: coordinating trades, enforcing compliance with policy, and/or 

preventing offsetting trades may include avoiding both purchasing and selling the same 

lot; receiving a requested trade; and selecting a lot for trading from the plurality of lots 

5 using the computer database, the lot selection rules, and the requested trade.  

An exemplary embodiment of the invention may include a method of managing 

one or more financial objects, the method being executed on a data processing system, 

the method may include: managing a plurality of virtual portfolios of the financial 

objects with separate lots owned by one or more individual investors and tracked 

10 separately; providing a computer-implemented lot matrix associating a plurality of lots 

with the plurality of virtual portfolios, each lot of the plurality of lots tradable regardless 

of initiator of purchase of the lot and associating the plurality of lots as separately owned 

by the one or more investors, wherein the financial object may include at least one of: 

equity, debt, a bond, a stock, a financial instrument, a contract, a security, a contract, a 

15 mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, a passive 

index fund, an actively managed fund, a non-capitalization weighted index fund, a 

capitalization weighted index fund, an equal weighted indexed fund, an international 

fund, a sector fund, an asset, a liability, an accounting data based index (ADBI) fund, a 

portfolio of assets tracking an index, a portfolio of assets tracking S&P indexes, Russell 

20 indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, Wilshire 

indexes, composite indexes, Morgan Stanley Capital International indexes, a portfolio of 

assets tracking an ADBI weighted index, a commodity, an option, a derivative trade, a 

long hedge, a short hedge, a swap, a futures contract, a hedge fund, and/or a negative 

weighting on any financial object; providing lot selection rules may include investment 

25 management rules may include at least one of: coordinating trades, enforcing 

compliance with policy, and/or preventing offsetting trades may include avoiding both 

purchasing and selling the same lot; receiving a requested trade; and for each of the 

plurality of virtual portfolios, performing the following: for the requested trade, selecting 

a lot from the plurality of lots for execution of the requested trade using the lot selection 

30 rules, and the lot matrix.  

An exemplary embodiment of the invention may a system for managing one or 

more financial objects may include: a virtual portfolio of the financial objects wherein 

the virtual portfolio may include a collection of the financial objects managed
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collectively but tracked separately with separately owned lots on behalf of a plurality of 

investors, wherein the financial object may include at least one of: equity, debt, a bond, a 

stock, a financial instrument, a contract, a security, a contract, a mutual fund, an 

exchange traded fund (ETF), a fund of funds, an index fund, a passive index fund, an 

5 actively managed fund, a non-capitalization weighted index fund, a capitalization 

weighted index fund, an equal weighted indexed fund, an international fund, a sector 

fund, an asset, a liability, an accounting data based index (ADBI) fund, a portfolio of 

assets tracking an index, a portfolio of assets tracking S&P indexes, Russell indexes, 

Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

10 composite indexes, Morgan Stanley Capital International indexes, a portfolio of assets 

tracking an ADBI weighted index, a commodity, an option, a derivative trade, a long 

hedge, a short hedge, a swap, a futures contract, a hedge fund, and/or a negative 

weighting on any financial object; a computer database adapted to associate a plurality 

of lots of the plurality of investors and adapted to associate the plurality of lots as 

15 tradable regardless of initiator of the purchase of one of the plurality of lots; a processor; 

and a memory coupled to the processor and having program instructions stored therein, 

the processor being operable to execute the program instructions, the program 

instructions including: lot selection rules may include investment management rules may 

include at least one of: coordinating trades, enforcing compliance with policy, and/or 

20 preventing offsetting trades may include avoiding both purchasing and selling the same 

lot; and instructions being adapted to receive a requested trade; and adapted to select a 

lot for trading from the plurality of lots using the computer database, the lot selection 

rules, and the requested trade.  

An exemplary embodiment of the invention may include a data processing 

25 system for managing one or more financial objects may include: a plurality of virtual 

portfolios of the financial objects with separate lots owned by one or more individual 

investors, wherein the financial object may include at least one of: equity, debt, a bond, a 

stock, a financial instrument, a contract, a security, a contract, a mutual fund, an 

exchange traded fund (ETF), a fund of funds, an index fund, a passive index fund, an 

30 actively managed fund, a non-capitalization weighted index fund, a capitalization 

weighted index fund, an equal weighted indexed fund, an international fund, a sector 

fund, an asset, a liability, an accounting data based index (ADBI) fund, a portfolio of 

assets tracking an index, a portfolio of assets tracking S&P indexes, Russell indexes,
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Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, Morgan Stanley Capital International indexes, a portfolio of assets 

tracking an ADBI weighted index, a commodity, an option, a derivative trade, a long 

hedge, a short hedge, a swap, a futures contract, a hedge fund, and/or a negative 

5 weighting on any financial object; a computer-implemented lot matrix database 

associating a plurality of lots with the plurality of virtual portfolios each lot of the 

plurality of lots tradable regardless of initiator of purchase of the lot; a processor; and a 

memory coupled to the processor and having program instructions stored therein, the 

processor being operable to execute the program instructions, the program instructions 

10 including: lot selection rules may include investment management rules may include at 

least one of: coordinating trades, enforcing compliance with policy, and/or preventing 

offsetting trades may include avoiding both purchasing and selling the same lot; and 

instructions receiving one or more requested trades; and for each of the plurality of 

virtual portfolios, being adapted to perform the following: for the requested trade: the 

15 system operative to select a lot from the plurality of lots for execution of the requested 

trade using the lot selection rules, and the lot matrix.  

An exemplary embodiment of the invention may include any of the above 

systems, methods and/or computer program products where the financial object may 

include: at least one unit of interest in at least one of: an asset; a liability; a tracking 

20 portfolio; a financial instrument and/or a security, wherein the financial instrument 

and/or the security denotes a debt, an equity interest, and/or a hybrid; a derivatives 

contract, including at least one of: a future, a forward, a put, a call, an option, a swap, 

and/or any other transaction relating to a fluctuation of an underlying asset, 

notwithstanding the prevailing value of the contract, and notwithstanding whether such 

25 contract, for purposes of accounting, is considered an asset or liability; a fund; and/or an 

investment entity or account of any kind, including an interest in, or rights relating to: a 

hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual fund, a closed end 

fund, an investment vehicle, and/or any other pooled and/or separately managed 

investments.  

30 Further features and advantages of the invention, as well as the structure and 

operation of various embodiments of the invention, are described in detail below with 

reference to the accompanying drawings.
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BRIEF DESCRIPTION OF THE DRAWINGS 

The foregoing and other features and advantages of the invention will be 

apparent from the following, more particular description of exemplary embodiments of 

the invention, as illustrated in the accompanying drawings wherein like reference 

5 numbers generally indicate identical, functionally similar, and/or structurally similar 

elements. The left most digits in the corresponding reference number indicate the 

drawing in which an element first appears.  

FIG. I is a block diagram of a virtual mutual fund management system in 

accordance with an exemplary embodiment of the present invention; 

10 FIG. 2 is a deployment diagram of a virtual mutual fund management system in 

accordance with an exemplary embodiment of the present invention; 

FIG. 3 is a diagram of a holdings matrix in accordance with an exemplary 

embodiment of the present invention; 

FIG. 4 is a diagram of a lot matrix in accordance with an exemplary embodiment 

15 of the present invention; 

FIG. 5 is a block diagram of the associations between a plurality of virtual 

mutual funds, a plurality of managers, and a plurality of tax-managed sub-accounts in 

accordance with an exemplary embodiment of the present invention; 

FIG. 6 is a block diagram of the associations between a plurality of managers and 

20 a single virtual mutual fund in accordance with an exemplary embodiment of the present 

invention; 

FIG. 7 is a block diagram of the associations between a manager and a plurality 

of virtual mutual funds in accordance with an exemplary embodiment of the present 

invention; 

25 FIG. 8 is a process flow diagram of a trading process used by a virtual mutual 

fund manager in accordance with an exemplary embodiment of the invention; 

FIG. 9 is a process flow diagram of a trade determination process used by a 

virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention; 

30 FIG. 10 is a process diagram of a deferred trade determination process used by a 

virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention;
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FIG. 11 is a process diagram of a deferred trade execution process used by a 

virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention; 

FIG. 12 is a block diagram of an example of an initial state for a plurality of sub

5 accounts before a trade as used by a virtual mutual fund manager in accordance with an 

exemplary embodiment of the invention; 

FIG. 13 is a block diagram of an example of a final state for a plurality of sub

accounts after a trade as used by a virtual mutual fund manager in accordance with an 

exemplary embodiment of the invention; 

10 FIG. 14 is a block diagram of an example of states for a plurality of sub-accounts 

and a tax-managed sub-account during a deferred buy order as used by a virtual mutual 

fund manager in accordance with an exemplary embodiment of the invention; 

FIG. 15 is a block diagram of an example of a final state for a plurality of sub

accounts and a tax-managed sub-account after a deferred buy order is executed as used 

15 by a virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention; 

FIG. 16 is a block diagram of an example of states for a plurality of sub-accounts 

during a deferred sell order as used by a virtual mutual fund manager in accordance with 

an exemplary embodiment of the invention; 

20 FIG. 17 is a block diagram of an example of a final state for a plurality of sub

accounts after a deferred sell order is executed as used by a virtual mutual fund manager 

in accordance with an exemplary embodiment of the invention; 

FIG. 18 is an architecture diagram for a host for a virtual mutual fund manager in 

accordance with an exemplary embodiment of the invention; 

25 FIG. 19 is a process flow diagram of a loss-harvesting process in accordance 

with an exemplary embodiment of the present invention; 

FIG. 20 is a deployment diagram of an index generation and use process in 

accordance with an exemplary embodiment of the present invention; 

FIG. 21 is a process flow diagram of an index generation process in accordance 

30 with an exemplary embodiment of the present invention; 

FIG. 22 is a process flow diagram of an index use process in accordance with an 

exemplary embodiment of the present invention;
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FIG. 23 is a process flow diagram of a method of creating a portfolio of financial 

objects; and 

FIG. 24 is a process flow diagram of a method of constructing an ADBI and a 

portfolio of financial objects using the ADBI.  

5 DETAILED DESCRIPTION OF EMBODIMENTS OF THE PRESENT INVENTION 

An exemplary embodiment of the invention is discussed in detail below. While 

specific exemplary embodiments are discussed, it should be understood that this is done 

for illustration purposes only. A person skilled in the relevant art will recognize that 

other components and configurations can be used without parting from the spirit and 

10 scope of the invention.  

An exemplary embodiment of the invention may be implemented on a computing 

device(s), processor(s), computer(s) and/or communications device(s).  

The computer, in an exemplary embodiment, may comprise one or more central 

processing units (CPUs) or processors, which may be coupled to a bus. The processor 

15 may, e.g., access main memory via the bus. The computer may be coupled to an 

input/output (I/O) subsystem such as, e.g., but not limited to, a network interface card 

(NIC), or a modem for access to a network. The computer may also be coupled to a 

secondary memory directly via bus, or via a main memory, for example. Secondary 

memory may include, e.g., but not limited to, a disk storage unit or other storage 

20 medium. Exemplary disk storage units may include, but are not limited to, a magnetic 

storage device such as, e.g., a hard disk, an optical storage device such as, e.g., a write 

once read many (WORM) drive, or a compact disc (CD), or a magneto optical device.  

Another type of secondary memory may include a removable disk storage device, which 

may be used in conjunction with a removable storage medium, such as, e.g. a CD-ROM, 

25 a floppy diskette or flash drive, etc. In general, the disk storage unit may store an 

application program for operating the computer system referred to commonly as an 

operating system. The disk storage unit may also store documents of a database (not 

shown). The computer may interact with the I/O subsystems and disk storage unit via 

bus. The bus may also be coupled to a display for output, and input devices such as, but 

30 not limited to, a keyboard and a mouse or other pointing/selection device.  

In this document, the terms "computer program medium" and "computer 

readable medium" may be used to generally refer to media such as, e.g., but not limited
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to, a removable storage drive, a hard disk installed in hard disk drive, and signals, etc.  

These computer program products may provide software to the computer system. The 

invention may be directed to such computer program products.  

References to "one embodiment," "an embodiment," "example embodiment," 

5 "various embodiments," etc., may indicate that the embodiment(s) of the invention so 

described may include a particular feature, structure, or characteristic, but not every 

embodiment necessarily includes the particular feature, structure, or characteristic.  

Further, repeated use of the phrase "in one embodiment," or "in an exemplary 

embodiment," do not necessarily refer to the same embodiment, although they may.  

10 In the following description and claims, the terms "coupled" and "connected," 

along with their derivatives, may be used. It should be understood that these terms are 

not intended as synonyms for each other. Rather, in particular embodiments, 
"connected" may be used to indicate that two or more elements are in direct physical or 

electrical contact with each other. "Coupled" may mean that two or more elements are in 

15 direct physical or electrical contact. However, "coupled" may also mean that two or 

more elements are not in direct contact with each other, but yet still co-operate or 

interact with each other.  

An algorithm is here, and generally, considered to be a self-consistent sequence 

of acts or operations leading to a desired result. These include physical manipulations of 

20 physical quantities. Usually, though not necessarily, these quantities take the form of 

electrical or magnetic signals capable of being stored, transferred, combined, compared, 

and otherwise manipulated. It has proven convenient at times, principally for reasons of 

common usage, to refer to these signals as bits, values, elements, symbols, characters, 

terms, numbers or the like. It should be understood, however, that all of these and 

25 similar terms are to be associated with the appropriate physical quantities and are merely 

convenient labels applied to these quantities.  

Unless specifically stated otherwise, as apparent from the following discussions, 

it is appreciated that throughout the specification discussions utilizing terms such as 
"processing," "computing," "calculating," "determining," or the like, refer to the action 

30 and/or processes of a computer or computing system, or similar electronic computing 

device, that manipulate and/or transform data represented as physical, such as electronic, 

quantities within the computing system's registers and/or memories into other data
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similarly represented as physical quantities within the computing system's memories, 

registers or other such information storage, transmission or display devices.  

In a similar manner, the term "processor" may refer to any device or portion of a 

device that processes electronic data from registers and/or memory to transform that 

5 electronic data into other electronic data that may be stored in registers and/or memory.  

A "computing platform" may comprise one or more processors.  

Embodiments of the present invention may include apparatuses for performing 

the operations herein. An apparatus may be specially constructed for the desired 

purposes, or it may comprise a general purpose device selectively activated or 

10 reconfigured by a program stored in the device.  

A financial object, as discussed herein, may include at least one unit of interest in 

an asset; a liability; a tracking portfolio; and/or a financial instrument and/or a security, 

where the financial instrument and/or security denotes a debt, an equity interest, and/or a 

hybrid. A financial object, as discussed herein, may also include at least one unit of 

15 interest in a derivatives contract, including but not limited to at least one of: a future, a 

forward, a put, a call, an option, a swap, or other financial instrument whose price is 

derived from the price of the underlying financial asset, and/or any other transaction 

relating to a fluctuation of an underlying asset, notwithstanding the prevailing value of 

the contract, and notwithstanding whether such contract, for purposes of accounting, is 

20 considered an asset or liability. A financial object, as discussed herein, may also include 

at least one unit of interest in a fund; and/or in an investment entity or account of any 

kind, including an interest in, or rights relating to: a hedge fund, an exchange traded fund 

(ETF), a fund of funds, a mutual fund, a closed end fund, an investment vehicle, and/or 

any other pooled and/or separately managed investments.  

25 Virtual Portfolio of Financial Objects 

FIG. I is a block diagram of an exemplary virtual mutual fund management 

system in accordance with an exemplary embodiment of the present invention. Although 

referred to herein as a virtual mutual fund management system, the term VIRTUAL 

MUTUAL FUND.TM., available from Research Affiliates, LLC of Pasadena, Calif., 
30 USA, refers to a virtual portfolio of financial objects. As discussed above, an exemplary 

financial object may include securities, such as, e.g. but not limited to, stocks. An 

exemplary embodiment of the virtual portfolio of financial objects may include any
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other financial object. Indeed, an exemplary embodiment contemplates a virtual 

portfolio holding accounts and/or sub-accounts, which may include, in an exemplary 

embodiment, an interest in a fund, such as, e.g., but not limited to, a portfolio created 

and/or weighted based on accounting data, such as, e.g., but not limited to, a 

5 RESEARCH AFFILIATES FUNDAMENTAL INDEX.TM.(RAFI.TM.), available from 

Research Affiliates, LLC of Pasadena, Calif, USA. The virtual mutual fund 

management system 2 manages trades of securities such as stocks made on behalf of one 

or more investors, as exemplified by investors 4a and 4b, by one or more managers, as 

exemplified by managers 6a and 6b. The investors may include individuals and 

10 institutional investors such as pension funds, trusts, corporations, etc. The managers 

make trade requests, as exemplified by trade request 12, of securities on behalf of the 

investors and the virtual mutual fund management system determines if the trades should 

be made in consideration of the tax consequences for each investor. If the virtual mutual 

fund management system determines that a requested trade should take place, the virtual 

15 mutual fund management system requests the trades from one or more trading houses, as 

exemplified by trading house 8, or one or more custodians, as exemplified by custodian 

10. In making the trade, the virtual mutual fund management system determines which 

of several lots of securities held by an investor should be used to make the trade so as to 

minimize any adverse tax consequences of the trade. If a trade should not take place 

20 because of an avoidable adverse tax consequence to an investor, the virtual mutual fund 

management system creates a deferred "paper" trade for the investor in a tax-managed 

sub-account 12a. The virtual mutual fund management system monitors the status of the 

deferred paper trade and consummates the deferred trade with an actual trade when the 

trade no longer creates an adverse tax consequence for the investor. The virtual mutual 

25 fund management system transmits back to the managers reconciliations of the 

managers' positions as exemplified by reconciliation 14.  

FIG. 2 is a deployment diagram of a virtual mutual fund management system in 

accordance with an exemplary embodiment of the present invention. A virtual mutual 

fund management system 2 includes a virtual mutual fund host 100 and software objects 

30 101 implementing the features of the virtual mutual management system. The collective 

software objects are herein after termed a "virtual mutual fund manager". The virtual 

mutual fund manager is operably coupled to a database of tax-managed sub-accounts 

102 and a tracking database 104. As previously described, a tax-managed sub-account is
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an sub-account held in an investor's name where paper trades are held for actual trades 

deferred because of adverse tax consequences. The tracking database includes a holdings 

matrix 106 associating exemplary managers 6a and 6b with a virtual mutual fund. The 

tracking database further includes a tax lot matrix associating specific lots of securities 

5 held in the name of investors to a virtual mutual fund.  

The virtual mutual fund manager is operably coupled through a communications 

network 109 to one or more trading houses, as exemplified by trading house 8, or one or 

more custodians, as exemplified by custodian 10. The trading houses and custodians 

manage actual investor sub-accounts, 111 and 112 respectively, for an investor or 

10 investors participating in the virtual mutual fund. The managers use manager 

workstations, as exemplified by manager workstations I1 4a and 144b, to transmit trade 

requests to the virtual mutual fund manager via the communications network.  

FIG. 3 is a diagram of a holdings matrix in accordance with an exemplary 

embodiment of the present invention. A holding matrix 106 is a paper portfolio 

15 including the lot matrix less deferred trades. The holdings matrix associates one or more 

managers with the holdings of one or more investors. The holdings matrix is used to 

generate investor aggregates 300 for reconciliation with a trading house or custodian. As 

each manager has a separate portfolio base, the holdings matrix is also used to generate 

manager aggregates 302 for reconciliation by the managers of their respective positions 

20 in their respective portfolio bases. The holdings matrix is also used to determine the 

aggregate holdings of a particular asset 304. The holdings matrix may also associate an 

investor with one or more tax-managed sub-accounts 102.  

In one embodiment of a holdings matrix in accordance with an exemplary 

embodiment of the present invention, the holdings matrix is realized in a database. For 

25 example, a database record may contain fields for an investor identifier, a manager 

identifier, an asset identifier, and the number of units of the asset held on sub-account 

for the investor. The database can then be queried to aggregate the holdings of a 

particular investor or of a particular manager.  

FIG. 4 is a diagram of a lot matrix in accordance with an exemplary embodiment 

30 of the present invention. A lot matrix 108 associates individual lots of assets 400 with 

investors. Once associated, a virtual mutual fund manager can determine which lots of 

assets to trade or defer for an investor based on the tax consequences of trading the lot 

for the investor's sub-account. Additionally, the lots can be reconciled (404) with a
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trading house or custodian or aggregated (402) in order to determine the investor's 

holdings at any time.  

In an embodiment of a lot matrix in accordance with an exemplary embodiment 

of the present invention, the lot matrix is realized in a database. For example, a database 

5 record may contain fields for an investor identifier, an asset identifier, a date of 

purchase, number of units of the asset that were purchased, and the purchase price per 

unit of the asset. The database can then be queried in a variety of ways such as by 

investor identifier to create aggregations of holdings, by investor identifier and asset id 

to determine purchase prices, and investor identifier and asset id to determine purchase 

10 dates.  

FIG. 5 is a block diagram of the associations between virtual mutual funds, a 

plurality of managers, and a plurality of tax-managed sub-accounts in accordance with 

an exemplary embodiment of the present invention. One or more managers, as 

exemplified by managers 6a and 6b, are associated with one or more investors, as 

15 exemplified by investors 4a and 4b, by sub-accounts, as exemplified by sub-accounts 

502a, 502b, 504a, and 504b.  

A single manager manages one or more sub-accounts, such as manager 6a 

managing sub-accounts 502a and 504a thus creating a "virtual mutual fund". In a 

conventional mutual fund, a group of investors make small investments into the mutual 

20 fund and a professional manager manages the mutual fund. However, the investors do 

not directly hold the assets of the mutual fund, thereby missing some of the tax 

advantages associated with holding an asset directly. A virtual mutual fund allows a 

group of investors to directly hold assets in sub-accounts, thereby capturing any tax 

benefits from the direct holdings, and have the benefit of a professional manager. In 

25 return, the virtual mutual fund allows a professional manager to have a group of 

investors with small investments aggregated into a single virtual mutual fund, thus 

making it economically feasible for the professional manager to manage investments for 

smaller investors. Each manager manages their virtual mutual fund as a separate 

portfolio base independently of the other managers with the virtual mutual fund manager 

30 resolving conflicts between manager requests for trades within the sub-accounts.  

A manager makes trades using the investors' sub-accounts with each manager 

making trades for one or more investors. To determine a manager's position, investor 

sub-accounts managed by the manager are aggregated. For example, to determine
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manager 6a's position, sub-account 502a belonging to investor 4a and sub-account 504a 

belonging to investor 4b are aggregated. In this example, manager 6a is shown with only 

two investors. In other embodiments, manager 6a may manage many more sub-accounts, 

and thus many more investors, as indicated by ellipses 506.  

5 To determine the aggregate holdings of an investor, the separate sub-accounts of 

an investor are aggregated. For example, to determine the holdings of investor 4a, sub

account 502a managed by manager 6a is aggregated with sub-account 502b managed by 

manager 6b. In this example, investor 4a is shown with only two sub-accounts. In other 

embodiments, investor 4a may have many more sub-accounts as indicated by ellipses 

10 508. By having multiple sub-accounts managed by multiple managers, an investor can 

participate in multiple virtual mutual funds.  

An investor may also be associated with a tax-managed sub-account as 

exemplified by tax-managed sub-account 12a associated with investor 4a and tax

managed sub-account 12b associated with investor 4b. A tax-managed sub-account is 

15 used to generate deferred trades on an investor's behalf if a requested trade will have an 

adverse tax consequence for an investor. For example, manager 6a may make a trade 

request that requires investor 4a and 4b to sell a particular asset. For investor 4a, this 

may have no adverse tax consequence and the trade is consummated using assets held in 

investor 4a's sub-account 502a. However, the requested trade may have adverse tax 

20 consequences for investor 4b. In this case the trade is replaced by a paper trade 

transferring assets from investor 4b's sub-account 504a to investor 4b's tax-managed 

sub-account 12b. In this example, manager 6a sees that all of the sub-accounts the 

manager manages have made the requested trade. However, investor 4b still holds the 

asset specified in the requested trade thus avoiding the adverse tax consequence for 

25 investor 4a.  

FIG. 6 is a block diagram of the associations between a plurality of managers and 

a single virtual mutual fund in accordance with an exemplary embodiment of the present 

invention. An investor 4a is associated with one or more managers, as exemplified by 

managers 6a and 6b, through one or more sub-accounts as exemplified by sub-accounts 

30 502a and 502b. The investor is also associated with a tax-managed sub-account 12a. The 

lots of assets held by the investor in each sub-account and the tax-managed sub-account 

are tracked using the previously described lot matrix 108 and holdings matrix 106. The
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sub-accounts for the investor can be aggregated using the holdings matrix to generate an 

aggregate sub-account 602 for the investor.  

FIG. 7 is a block diagram of the associations between a manager and a plurality 

of, virtual mutual funds in accordance with an exemplary embodiment of the present 

5 invention. A manager 6a manages one or more sub-accounts, as exemplified by sub

account 502a associated with investor 4a and sub-account 504a associated with investor 

4b. The associated sub-accounts are tracked using holdings matrix 106. Using the 

holdings matrix, a manager aggregate sub-account 700 can be generated for the 

manager.  

10 FIG. 8 is a process flow diagram of a trading process used by a virtual mutual 

fund manager in accordance with an exemplary embodiment of the invention. The 

virtual mutual fund manager receives trades 800 requested by managers. The virtual 

mutual fund manager allocates (802) the requested trades to the investors. For each 

investor (804) the virtual fund manager determines (806) which trades should be 

15 processed from the investor's sub-accounts in a to-be-described process. The trades to be 

processed are aggregated into trade aggregates 808 for transmission to a trading house or 

a custodian. The collected trade aggregates are used to execute (810) the requested 

trades by transmitting the trade aggregates to a trading house or a custodian. The virtual 

fund manager updates (812) the investor's sub-accounts 814, the holdings matrix 104, 

20 and the lot matrix 106.  

FIG. 9 is a process flow diagram of a trade determination process 806 used by a 

virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention. The virtual fund manager uses taxation rules 900, lot matrix 108, and holdings 

matrix 106 in a tax decision engine 902 to determine whether or not a requested trade 

25 will result in adverse tax consequences for the investor. If the virtual fund manager 

determines (904) that a requested trade will result in adverse trade consequences for the 

investor, the virtual fund manager generates (906) a deferred trade for the investor in a 

to-be-described process.  

Deferred trades allow an investor to use multiple managers while avoiding some 

30 conflicts between the multiple managers. For example, a first manager may want to sell 

an asset from the investor's portfolio and a second manager may want to buy the same 

asset for the same investor's portfolio. Making the actual trades causes the second
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manager's trade to reverse the first manager's trade. By deferring both trades, sales 

commissions can be saved and potential adverse tax consequences can be avoided.  

In another example, a trade may be deferred because the trade will result in a 

"wash sale". A wash sale occurs when an investor buys replacement assets within 30 

5 days before or after the sale of substantially the same asset. If a wash sale occurs, the 

investor is prevented from claiming a loss on a sale of the asset and the basis for tax 

purposes of the replacement asset is readjusted to the basis of the sold asset.  

In another example, a trade is deferred if the requested trade will increase the 

investor's capital gains tax burden because the asset that is the subject of the requested 

10 trade has not been held long enough by the investor to qualify for a lower capital gains 

rate.  

If the virtual fund manager determines (904) that a trade is allowable, the virtual 

fund manager uses a lot decision engine 908, a set of lot selection rules 909, the lot 

matrix, and the holding matrix to determine which lot held by the investor in the 

15 investor's sub-accounts to trade. For example, the lot decision engine will choose to 

trade a lot with the highest basis in order to generate the smallest amount of capital gains 

from the sale of an asset. This reduces the adverse tax consequences to the investor from 

the trade. The virtual fund manager generates a trade aggregate 910 for the investor that 

is added to the previously described trade aggregates used by the virtual fund manager to 

20 execute non-deferred trades. The virtual fund manager also determines 912 if any 

deferred trades should now been executed on behalf of the investor in a to-be-described 

process. If any deferred trades are to be executed, the trades are added to the trade 

aggregate generated for the investor.  

In another exemplary embodiment, other adverse consequences other than tax 

25 consequences, may be avoided, such as, e.g., but not limited to, uncoordinated trades, 

avoiding trades which are noncompliant with management strategy, trades failing to 

meet investment management rules, etc. As will be understood, in an exemplary 

embodiment, a trading platform may be provided which may avoid offsetting trades of 

one or more financial objects. The trading platform, in an exemplary embodiment, may 

30 be provided an umbrella-like view of trading, which may include intercepting trades 

prior to execution, determining which trades may make sense, coordinating trades that 

make sense based on a set of rules, where the trades may come from multiple managers 

with one or more portfolios, and/or multiple portfolios with one or more managers. The
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trading platform according to an exemplary embodiment, may take investment 

management strategy, formulate the strategy into rules, and may then take the rules and 

may intercept trades, in one exemplary embodiment, intercepting all trades, and may 

enforce the rules so as to, e.g., but not limited to, allow, prevent, defer, and/or modify a 

5 trade according to the rules, in an exemplary embodiment. In one exemplary 

embodiment, tax implications may be considered in the rules. In another exemplary 

embodiment, other investment management rules may be enforced.  

In another exemplary embodiment, e.g., but not limited to, an energy company, 

for example, may wish to manage trading of financial objects at a company, or 

10 subsidiary level. In an exemplary embodiment, the energy company may desire to trade 

to hedge risk in the areas of commodities. The energy company, in the exemplary 

embodiment, could have certain trading rules requiring, e.g., that managers stay within 

particular limits of trading, perhaps another rule could require that the manager cannot 

be a market maker, etc. In an exemplary embodiment, trading may include use of 

15 derivative trades, commodities, options, calls, puts, futures contracts, hedges, long and 

short hedges, etc. In an exemplary embodiment, categories of trade like transactions may 

also be coordinated.  

In another exemplary embodiment, imagine that a trading company has, e.g., but 

not limited to, 50 traders, all incurring brokerage and mediation fees, in an exemplary 

20 embodiment, internal trading within the company may occur so as to avoid external 

transaction costs related to markets, etc.  

FIG. 10 is a process diagram of a deferred trade generation process 906 used by a 

virtual mutual fund manager in accordance with an exemplary embodiment of the 

invention. The virtual fund manager generates 1000 a paper position in a sub-account 

25 1002 of the investor and the virtual fund manager also generates (1004) an offsetting 

paper position in a tax-managed sub-account 1006 maintained by the investor. The 

positions are paper positions because the investor still holds the asset, but the asset has 

been transferred from one sub-account, the sub-account, to another sub-account, the tax

managed sub-account, both of which are held by the investor. To continue to track the 

30 asset as it is moved between sub-accounts, the virtual fund manager updates (1008) 

holdings matrix 104 and lot matrix 106.  

FIG. II is a process diagram of a deferred trade execution determination process 

912 used by a virtual mutual fund manager in accordance with an exemplary
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embodiment of the invention. The virtual fund manager uses a deferred trade decision 

engine 1102 and a set of taxation rules in order to determine when a deferred trade 

should be executed. For example, if the investor can take advantage of lower capital 

gains rate by waiting for two weeks before a lot of assets are sold, the virtual fund 

5 manager waits for two weeks before the lot is sold. In another example, if a manager has 

requested that some assets should be acquired for an investor's sub-account but the 

acquisition would violate a wash rule, the virtual fund manager waits until the wash rule 

no longer applies and the investor may acquire the asset before actually executing the 

trade. If the virtual fund manager determines (1104) from the results of the deferred 

10 trade decision engine that a deferred trade should be executed, the virtual fund manager 

authorizes the trade by adding the deferred trade to the investor's aggregated trade 808 

for execution by a trading house or custodian.  

The use of deferred trades also allows a crossing trade. Crossing is related to any 

rule that results in a paper trade followed by an actual trade deferred to a later date. For 

15 example, assume that a rule is in place where 100 shares of stock A cannot be purchased 

during a current month, so the trade of stock A is deferred until next month. A paper 

trade is created indicating to the portfolio manager that 100 shares of stock A were 

purchased at the current market price. It is recorded that 100 shares of stock A will be 

bought in a following month.  

20 During the following month, a request may come in by another manager or even 

the same manager to sell 100 shares or less of stock A. Since stock A was never actually 

purchased, the sale would have to be put on hold until the stock was actually bought in 

order to sell it. Instead of actually proceeding with the purchase and sale, the current 

trade is crossed with the deferred trade, creating another paper trade indicating that 100 

25 shares of stock A were sold at a current market price and the deferred trade is canceled 

trade.  

There are two advantages to crossing. Crossing may minimize wash sale 

exposure since crossing reduces actual trade volume. Crossing may also improve the 

quality of execution since no broker fees are incurred and the deferred trade volume is 

30 reduced. Crossing is the cancellation of one or more deferred trades or a portion of those 

trades where the net position change that would have resulted is negated by one or more 

new trades. The new trades or a portion of the new trades is also canceled according to 

the amount, which matches one or more deferred trades.
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FIG. 19 is a process flow diagram of a loss-harvesting process in accordance 

with an exemplary embodiment of the present invention. A loss-harvesting process 1900 

implements a method whereby an holding from an investor's portfolio is sold when the 

current value of the holding is lower than the holding's purchase price by some pre

5 established threshold. The investor may then realize a loss and claim the loss for tax 

purposes. For instance, if stock A is purchased at $40, and a loss harvest threshold is 

established at 10 percent, the loss harvest process sells the holding when the price goes 

to $36. This is similar to a stop sell order. When the holding is sold off, a deferred trade 

is created to buy back the holding in 31 days. The 31 day wait is required to avoid a 

10 wash sale as previously described. The sale and repurchase of the holding is done to 

avoid reconstituting the portfolio and to create a loss sale transaction. In another 

embodiment, another temporary holding is purchased and held for the wash-sale period 

such as the next 30 days. The temporary holding is then sold to raise cash to regain the 

old holding. In addition to monitoring the price of the holding, the loss-harvesting 

15 process confirms whether there will be a wash-sale exposure in that holding. If there is a 

wash-sale exposure then the loss can not be claimed for the current year.  

A loss-harvesting process determines (1902) if a position, such as a held stock, 

has declined in value to the point that its value drops below the loss-harvesting 

threshold. If so, the loss-harvesting process uses the previously described tax decision 

20 engine 902, taxation rules 900, lot matrix 108, and holdings matrix 106, to determine 

(1904) if the position can be sold. If the position can be sold, the loss-harvesting process 

sells (1906) the position and generates (906) a deferred trade. The deferred trade is 

deferred for a period of time sufficient to avoid a wash sale as previously described. The 

loss-harvesting process then determines (1910) if a new position should be bought to be 

25 held during the wash sale period for the position that was sold. If a new position should 

be bought, such as another stock, the loss-harvesting process buys (1912) a new position.  

In summary, loss-harvesting is the selling of a position to capture a capital loss in 

the current year that can be used to offset capital gains. Since the purpose of the sale is 

to capture a capital loss, it is only done when the wash sale rule does not apply. After 31 

30 days, the position is repurchased. During the 31-day interim, the money raised may or 

may not be used to purchase a substitute investment. If a substitute investment is 

purchased it is sold after 30 days to repurchase the original investment or at such other 

time when the wash sale rule is not in effect.
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FIG. 12 is a block diagram of an example of an initial state for a plurality of sub

accounts before a trade as used by a virtual mutual fund manager system in accordance 

with an exemplary embodiment of the invention. Manager 6a manages sub-account 502a 

for an investor as previously described. Manager 6b manages sub-account 502b for the 

5 same investor as previously described. Included in sub-account 502a, are two lots of 

assets. Lot 1201 includes 500 shares of ALPHA bought at $100 per share is tracked in a 

data set of tracked lots 1203 through the previously described holdings and lot matrices.  

The matrices include a record 1202 pointing to lot 1201 in sub-account 502a. The price 

of $ 100 per share is thus the basis of the lot ALPHA held by the investor in sub-account 

10 502a. Sub-account 502a further includes lot 1204 including 500 shares of BETA bought 

at $5 per share. Lot 1204 has a corresponding data record 1206 in the holding and lot 

matrices. Sub-account 502a further includes a cash on hand amount 1207, currently at 

$0.  

Sub-account 502b includes lot 1209 including 500 shares of BETA purchased for 

15 $100 per share. Lot 1209 is tracked using data record 1210 included in the holding and 

lot matrices. Sub-account 502b further includes a cash on hand amount of $60,000. This 

is the initial state of the sub-accounts in this example before any trades take place.  

In operation, manager 6a makes a trade request that 500 shares of ALPHA and 

500 shares of BETA are to be sold from sub-account 502a As ALPHA is now trading at 

20 $70 per share, the investor will take a loss through the sale of ALPHA. As BETA is 

selling at $120 per share, the investor will realize a gain through the sale of BETA. Since 

the investor holds 500 shares of BETA with a basis of $5 per share in lot 1204 of sub

account 502a and 500 shares of BETA in sub-account 502b with a basis of $100 per 

share, it would be more advantageous from a tax view point to sell the 500 shares of 

25 BETA from sub-account 502b and move the 500 shares of BETA from sub-account 

502a to sub-account 502b. Using the set of tracked lots in the holding and lot matrices, a 

virtual fund manager can execute such a transaction as shown in FIG. 13.  

FIG. 13 is a block diagram of an example of a final state for a plurality of sub

accounts after a trade as used by a virtual mutual fund manager in accordance with an 

30 exemplary embodiment of the invention. The virtual fund manager generates a trade 

request to sell 500 shares of ALPHA at $70 per share from sub-account 502b. The sale is 

recorded in the set of tracked lots 1203 by updating the records in the holdings and lot 

matrices. As the investor has actually sold the assets, the assets are no longer tracked
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into the sub-accounts. The virtual fund manager also executes the sale of 500 shares of 

BETA. However, rather than sell lot 1204 in sub-account 502a, the virtual fund manager 

sells the lot in sub-account 502b and transfers lot 1204 from sub-account 502a to sub

account 502b, thus creating a new lot 1302 in sub-account 502b. The virtual fund 

5 manager updates the record 1206 in tracked lots 1203 maintained in the holdings and lot 

matrices in order to continue tracking the lot. At the end of the trade, sub-account 502a 

includes $95,000 in cash from the sale of the assets and sub-account 502b includes lot 

1302 of 500 shares of BETA with a basis of $5 per share.  

FIG. 14 is a block diagram of an example of states for a plurality of sub-accounts 

10 and a tax-managed sub-account during a deferred buy order as used by a virtual mutual 

fund manager in accordance with an exemplary embodiment of the invention. As 

illustrated in the FIG. 12 and FIG. 13, manager 6a requested the sale of 500 shares of 

ALPHA with a basis of $100 per share for $70 per share, thus generating a loss of $30 

per share. If the manager 6b now wants to purchase shares of ALPHA, manager 6b may 

15 be precluded by wash rules from making the purchase too close to manager 6a's sale of 

ALPHA. The virtual fund manager may accommodate the purchase of ALPHA by 

making a paper trade in a tax-managed sub-account 1400 and an offsetting paper trade in 

sub-account 502b as follows. The virtual fund manager transfers the purchase price from 

sub-account 502b to a cash sub-account 1406 included in the tax-managed sub-account.  

20 The virtual fund manager then creates a paper short 1404 in the tax-managed sub

account and offsetting lot 1401 in sub-account 502b. Both lot 1401 and the paper short 

1404 are tracked in a set of tracked lots 1203 through record 1402 maintained in the 

holdings and lot matrices. At the end of the transaction, manager 6b has effectively 

"purchased" 500 shares of ALPHA, the purchase price has been deducted from sub

25 account 502b and placed into the tax-managed sub-account, and the investor has avoided 

a wash sale.  

FIG. 15 is a block diagram of an example of a final state for a plurality of sub

accounts and a tax-managed sub-account after a deferred buy order is executed as used 

by a virtual mutual fund manager in accordance with an exemplary embodiment of the 

30 invention. The virtual fund manager defers executing the buy until the wash rule no 

longer applies. The virtual fund manager then buys the shares of ALPHA and the paper 

positions are reconciled in the tax-managed sub-account 1400 and the sub-account 502b.  

Sub-account 502b now contains a lot 1401 including 500 shares of ALPHA with a basis
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of $120 as requested by manager 6b. The lot is tracked using a record entry 1402 in a set 

of tracked lots 1203 maintained in the holdings and lot matrices.  

FIG. 16 is a block diagram of an example of states for a plurality of sub-accounts 

during a deferred sell order as used by a virtual mutual fund manager in accordance with 

5 an exemplary embodiment of the invention. Manager 6a may request the sale of 500 

shares of ALPHA from sub-account 502b. However, it may be more advantageous from 

a tax view point for the investor to hold on to the shares until the investor can take 

advantage of a reduced long-term capital gains tax rate. The virtual fund manager can 

make the sale from sub-account 502b by making a paper trade in a tax-managed sub

10 account 1400. The virtual fund manager transfers the shares of ALPHA from sub

account 502b to a lot 1600 in the tax-managed sub-account. At the same time, the virtual 

fund manager credits sub-account 520b with the sale price 1601 and debits the tax

managed sub-account with the sale price 1602. The lot of shares of ALPHA is tracked 

using the set of tracked lots including a record 1402 maintained in the holding and lot 

15 matrices.  

FIG. 17 is a block diagram of an example of a final state for a plurality of sub

accounts after a deferred sell order is executed as used by a virtual mutual fund manager 

in accordance with an exemplary embodiment of the invention. The virtual fund 

manager waits as previously described until the sale of the shares held in the tax

20 managed sub-account no longer creates adverse tax consequences for the investor. The 

virtual fund manager then authorizes the sale of the shares of ALPHA and credits the 

tax-managed sub-account erasing the sale price debit 1602 and replaces the paper sale 

price position in sub-account 502b with an actual credit 1700. The virtual fund manager 

updates a record 1402 in a set of tracked lots 1203 maintained in the holding and lot 

25 matrices to indicate that the sale has been executed.  

FIG. 18 is an architecture diagram for a host for a virtual mutual fund 

management system in accordance with an exemplary embodiment of the invention. A 

microprocessor 1800, including a Central Processing Unit (CPU) 1810, a memory cache 

1820, and a bus interface 1830, is operatively coupled via a system bus 1835 to a main 

30 memory 1840 and a I/O control unit 1845. The I/O interface control unit is operatively 

coupled via a I/O local bus 1850 to a disk storage controller 1895, and a network 

controller 1880.



-36

The disk storage controller is operatively coupled to a disk storage device 1855.  

Computer program instructions 1897 for implementing a virtual fund manager are stored 

on the disk storage device until the microprocessor retrieves the computer program 

instructions and stores them in the main memory. The microprocessor then executes the 

5 computer program instructions stored in the main memory to implement the features of a 

virtual fund manager.  

Virtual Portfolio of Financial Objects Including Accounting Data Based Indexes 

As noted above, a virtual portfolio of financial objects may include a portfolio of 

financial objects which may include, in an exemplary embodiment, an accounting data 

10 based index, which may be created and/or weighted based on accounting data, which 

may include financial accounting data. Accounting data based indexes and portfolios 

based on these indexes.  

FIG. 20 depicts an exemplary deployment diagram 2000 of an index generation 

and use process in accordance with an exemplary embodiment of the present invention.  

15 According to the exemplary embodiment, an analyst may use a computer system 2002 to 

generate an index 2010. The analyst may do so by using analysis software 2014 to 

examine data 2006 about entities offering different kinds of financial objects that may be 

traded by investors. An example of an entity that may be offering financial objects may 

be a publicly held company whose shares trade on an exchange. However, the present 

20 invention also applies to any entity that may have any type of financial object that may 

be traded where information about the entity and/or its financial objects is available (or 

capable of being made available) for analysis.  

In an exemplary embodiment, once index 2010 has been generated by an analyst 

using the entity data 2006, index 2010 may be used to build investment portfolios. An 

25 investor, advisor, manager or broker may then manage the purchased financial objects as 

a mutual fund, an electronic traded fund, a hedge fund or other portfolio or account of 

assets for one or for a plurality of individual and/or institutional investors. The investor, 

advisor, manager or broker may use a trading computer 2004 with trading software 2016 

to manage one or more trading accounts 2008. Alternatively, the purchased financial 

30 objects may be managed for one or more investors. In the latter case, financial objects 

may be purchased based on the index for inclusion in an individual or an institutional
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investor's portfolio. One or more trades may be effected or closed in cooperation with 

and via communication with an exchange host 2012.  

FIG. 21 depicts an exemplary process flow diagram 2100 of an index generation 

process in accordance with an exemplary embodiment of the present invention. In an 

5 exemplary embodiment, starting at block 2102, to generate index 2010, an analyst using 

analysis software 2014 may access entity data 106 about various entities that have 

financial objects that are traded. For example, publicly traded companies must disclose 

information about certain financial aspects of their operations. This information may be 

aggregated for a plurality of entities. Market sectors and corresponding indices may then 

10 be identified and generated using the aggregate data.  

In slightly more detail, an index 2010 may be generated by normalizing entity 

data for a particular non-market capitalization metric in block 2104. The normalized 

entity data may be used to generate a weighting function, in block 2106, describing the 

contribution of each entity to a business sector as defined by the metric, in an exemplary 

15 embodiment. Index 2010 may be generated using the weighting function in block 2108.  

The process ends at block 2110. Once index 2010 is generated, according to an 

exemplary embodiment, index 2010 may be used to track the business sector defined by 

the metric or to create a portfolio of financial objects offered by the entities whose 

information was used to generate the index.  

20 For example, in an exemplary embodiment of the invention a method of 

constructing a non-capitalization weighted portfolio of financial objects may include, 

e.g., gathering data about various financial objects; selecting a group of financial objects 

to create the index of financial objects; and weighting each of the group of financial 

objects selected in the index based on an objective measure of scale of each member of 

25 the group of financial objects, where the weighting may include weighting all or a subset 

of the group of financial objects, and weighting based on other than market 

capitalization, equal weighting, or share price weighting.  

In one exemplary embodiment, the weighting of each member of the group of 

financial objects, may include weighting financial objects of any of various types.  

30 Examples of various types of financial objects may include, e.g., but not limited to, a 

stock type; a commodity type; a futures contract type; a bond type; a mutual fund type; a 

hedge fund type; a fund of funds type; an exchange traded fund (ETF) type; a derivative 

type asset, and any other portfolio or account of financial objects. The weighting may
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also include, e.g., but not limited to, a negative weighting on any of the various types of 

financial objects.  

According to exemplary embodiments of the present invention, the index 110 

may be weighted based on an objective measure of scale, where the objective measure of 

5 scale may include a measure relating to an underlying asset itself. The financial object 

may include a municipality, a municipality issuing bonds, or a commodity. An objective 

measure of scale associated with the financial object may include any combination or 

ratios of: revenue, profitability, sales, total sales, foreign sales, domestic sales, net sales, 

gross sales, profit margin, operating margin, retained earnings, earnings per share, book 

10 value, book value adjusted for inflation, book value adjusted for replacement cost, book 

value adjusted for liquidation value, dividends, assets, tangible assets, intangible assets, 

fixed assets, property, plant, equipment, goodwill, replacement value of assets, 

liquidation value of assets, liabilities, long term liabilities, short term liabilities, net 

worth, research and development expense, accounts receivable, earnings before interest, 

15 taxes, dividends, and amortization (EBITDA), accounts payable, cost of goods sold 

(CGS), debt ratio, budget, capital budget, cash budget, direct labor budget, factory 

overhead budget, operating budget, sales budget, inventory method, type of stock 

offered, liquidity, book income, tax income, capitalization of earnings, capitalization of 

goodwill, capitalization of interest, capitalization of revenue, capital spending, cash, 

20 compensation, employee turnover, overhead costs, credit rating, growth rate, dividends, 

dividends per share, dividend yields, tax rate, liquidation value of company, 

capitalization of cash, capitalization of earnings, capitalization of revenue, cash flow, 

and/or future value of expected cash flow.  

Ratios too may be used. In an exemplary embodiment, the weighting of financial 

25 objects in the index based on objective measures of scale may include a ratio of any 

combination of the objective measures of scale of the financial object other than ratios 

based on weighting the financial objects based on market capitalization, equal 

weighting, or share price weighting. For example, the ratio of any combination of the 

objective measures of scale may include, e.g., but not limited to, current ratio, debt ratio, 

30 overhead expense as a percent of sales, or debt service burden ratio.  

In an exemplary embodiment, the portfolio of financial objects may include, e.g., 

but not limited to, one or more of, a fund; a mutual fund; a fund of funds; an asset
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account; an exchange traded fund (ETF); a separate account, a pooled trust; a limited 

partnership or other legal entity, fund or account.  

In an exemplary embodiment, a measure of company size may include one of, or 

a combination of one or more of, gross revenue, sales, income, earnings before interest 

5 and tax (EBIT), earnings before interest, taxes, depreciation and amortization 

(EBITDA), number of employees, book value, assets, liabilities, net worth, cash flow or 

dividends.  

In one exemplary embodiment, the measure of company size may include a 

demographic measure of the financial object. The demographic measure of the financial 

10 object may include, e.g., one of, or any combination of one or more of a non-financial 

metric, a non-market related metric, a number of employees, floor space, office space, or 

other demographics of the financial object.  

In an exemplary embodiment, weighting may be based on the objective measure 

of scale, where the measure may include a geographic metric. The geographic metric in 

15 an exemplary embodiment may include a geographic metric other than gross domestic 

product (GDP) weighting.  

FIG. 22 depicts an exemplary process flow diagram 2200 of an index use process 

in accordance with an exemplary embodiment of the present invention. The process 

starts at block 2202. An index 2210 may be received from an index generation process 

20 and may be used to determine the identity and quantity of securities to purchase for a 

portfolio in block 2204, according to an exemplary embodiment. The securities may be 

purchased, in block 2206, from an exchange 2214 or other market and may be held on 

account for an investor or group of investors in trading accounts 2208. The index 2210 

may be updated on, e.g., but not limited to, a periodic basis and may be used as a basis to 

25 rebalance the portfolio, according to an exemplary embodiment. According to another 

exemplary embodiment, the portfolio can be rebalanced when, e.g., a pre-determined 

threshold is reached. In this way, a portfolio may be created and maintained based on a 

non-market capitalization index.  

Rebalancing can be based on financial objects reaching a threshold condition or 

30 value. For example, but not limited to, rebalancing may occur upon reaching a threshold 

such as, e.g., 'when the portfolio of financial objects increases in market value by 20%,' 

or 'when the financial objects on a sub-category within the portfolio exceed 32% of the
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size of the portfolio,' or 'when a U.S. President is elected from a different party than the 

incumbent,' etc. Rebalancing may take place periodically, e.g., quarterly, or annually.  

The present invention, in an exemplary embodiment, may be used for investment 

management, or investment portfolio benchmarking.  

5 Another exemplary embodiment of the present invention may include an 

Accounting Data Based Index (ADBI) such as, e.g., but not limited to, a 

FUNDAMENTAL INDEX.TM. and Index Fund or Funds.  

This exemplary embodiment may utilize a new series of accounting data based 

stock market indices in which the index weightings may be determined by company 

10 accounting data such as, e.g., but not limited to, the relative size of a company's profits, 

or its pre-exceptional profits, or sales, or return on investment or any accounting data 

based accounting item, or ratio, may help to address some of the issues raised above. An 

index that is weighted based on company accounting data, rather than the share price, or 

market capitalization or equal weighting, may have a stabilizing element within it that 

15 can help to remove excess volatility generated by indices constructed on the basis of 

price or market capitalization alone. Over the medium to longer term, such accounting 

data based indices have the potential to outperform price or market capitalization-based 

indices, and may do so with less volatility.  

The exemplary inventive method may create a new class of stock market indices 

20 and index funds that may be implemented on, e.g., but not limited to, a computing 

device or a processor, or as a computer software or hardware, or as an algorithm. This 

new class of stock market indices may base its weightings on the accounting data of the 

companies that make up that index. One possible version of an accounting data based 

stock market index may be an index that is based on the relative size of a sample of the 

25 companies' pre-exceptional profits. If the chosen sample of companies was determined 

to be one hundred and the accounting data based criteria that the index manager decided 

to use was to be 'largest pre-exceptional profits,' then the index may contain, e.g., the 

one hundred largest companies as defined by the size of their pre-exceptional profits. As 

an example, if the total pre-exceptional profits of the largest one hundred companies, as 

30 measured by their pre-exceptional profits, was 100 dollars, pound, or other currency, in a 

defined time period (such as a quarter or year) and in the same time period the pre

exceptional profits of theoretical company 'A' were $2, then theoretical company A 

would be allocated a 2% weighting in the accounting data based index, in an exemplary
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embodiment. If theoretical company B had pre-exceptional profits of $1.5 in over the 

same time period then it would have a weighting of 1.5% in the accounting data based 

index according to an exemplary embodiment.  

The index weightings may be managed based on how the fundamentals of the 

5 companies within, or outside, the chosen index sample may change. As an example, the 

index manager could choose to rebalance the weightings from time to time such as, e.g., 

but not limited to, periodically, aperiodically, quarterly, as company pre-exceptional 

profits change, and/or on an annual basis, etc., and enter their choice into, e.g., a 

computing device. If, for instance, by the time of the next rebalancing period the total 

10 pre-exceptional profits of the largest one hundred companies, as measured by their pre

exceptional profits, had grown to $120, and theoretical company A now had pre

exceptional profits of $1.2, the computing device may calculate the weighting of 

company in the accounting data based index such as, e.g., the accounting data based 

index down to 1% from 2% in the previous period. Creating such accounting data based 

15 indices may give an investor the opportunity to follow, or invest, passively in an index 

which may be anchored to the economic realities of the companies within it. This new 

accounting data based index construction technique by a computing device may produce 

an index and related index fund products with increased stability and with increased 

economically rational behavior as compared with known methods of investing.  

20 Accounting Data Based Indexation 

In one exemplary embodiment, a computing device may create an accounting 

data based stock market index (ADBI) such as, e.g., an accounting data based stock 

market index by using any of the accounting data based data points regarding a company 

or a group of companies that can be found in a company's annual report and accounts. In 

25 one exemplary embodiment, the computing device may create an index of companies 

based on the relative size of the companies' sales, assets, profits, cash flow or the 

shareholders equity. In addition, the computing device can also create the ADBI by 

using a ratio of any of the data concerning a company or group of companies that may 

be contained in a company report and accounts. In one exemplary embodiment, this 

30 could include the relative size of the return on financial objects of a selection of 

companies, their return on investment, or their return on capital compared to their cost of 

capital.
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Once the index manager has decided and entered which accounting data based 

criteria to use and how many constituents the manager may decide that he or she wants 

to include in the index, the computing device may create the index in the following way.  

If, for example, the index manager decides to construct an accounting data based stock 

5 market index of one hundred constituent members and decides to use pre-exceptional 

profit as the chosen accounting data based criteria, the computing device may create the 

index as follows. First, the computing device may perform a search to find which are the 

largest one hundred listed companies as defined by the size of their pre-exceptional 

profits. Once the computing device has identified this information, the computing device 

10 may be ready to construct the index. Companies may be accorded index weightings 

based on the relative size of their pre-exceptional profits. If the combined pre

exceptional profits of the one hundred companies is $100 and theoretical company A has 

pre-exceptional profits of $2, then it may have an index weighting of 2%. Once the one 

hundred companies may have been accorded their weightings, the computing device 

15 may begin to calculate future index performance as the share prices of the different 

companies in the index changes from day to day. This may be achieved by assuming a 

starting value for the index, or index portfolio, and then calculating how each of the 

index constituents may perform going forward.  

The computing device may then rebalance the index weightings as the 

20 accounting data based data points change over time as desired by the investor. For 

instance, if at the end of the next company reporting season the combined pre

exceptional profits of the one hundred largest companies had grown from $100 to $120 

and the pre-exceptional profits of theoretical company A had declined from $2 to $1.2, 

the computing device may determine its weighting in the index would decline from 2% 

25 in the prior period to 1% in the current period. Also, some of the original companies in 

the first one hundred may be eliminated from the index if their pre-exceptional profits 

fall below a certain level while new companies that were not in the original sample may 

be included. The computing device, under the direction of an investor, may choose to 

rebalance the weightings in the index, e.g., but not limited to, as individual companies 

30 report their pre-exceptional profits on a quarterly basis, and/or waiting until the majority 

of companies have reported their pre-exceptional profits and then adjusting them all at 

once. Also, the computing device, under the direction of an investor, could choose to
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determine the weightings based on, e.g., but not limited to, either the total nominal 

amount of pre-exceptional profit each quarter or on a cumulative rolling basis.  

Constructing a stock market index according to an exemplary embodiment using 

accounting data based company accounts data or a ratio, or manipulation of that data 

5 may provide a series of genuine alternatives for investors who want to invest in a passive 

style while focusing on fundamentals that they believe are important. For instance, 

according to an exemplary embodiment an investor may always want to own an index of 

U.S. or foreign equities that are, e.g., the largest five hundred companies as measured by 

sales, or by profits, or by growth in sales, or by return on investment, or any accounting 

10 data based company accounts data or ratio of that data.  

Long-Short Equity Strategies 

An exemplary embodiment of the present invention may take long and short 

positions based on an extent to which accounting data based indexation suggests that 

equities are under or over valued.  

15 FIG. 23 illustrates an exemplary process flow diagram 2300 of a method of 

creating a portfolio of financial objects according to an embodiment of the present 

invention. In block 2302 the process starts. In block 2304, a determination is made of 

overlapping financial objects that appear in both an accounting data based index (ADBI) 

2310 and a conventional weighted index 2312. In block 2306, the weightings of the 

20 overlapping financial objects in the ADBI are compared with the weightings of the 

overlapping financial objects in the conventionally weighted index. Then, in block 2308, 

one or more of the overlapping financial object may be purchased based on the result of 

the comparison.  

In the alternative, exemplary embodiments of the present invention may 

25 determine non-overlapping financial objects appearing in only one of either an 

accounting data based index (ADBI) or a conventional weighted index by comparing 

financial objects in an ADBI with financial objects in a conventionally weighted index.  

Non-overlapping financial objects appearing only in the ADBI may be weighted by 

accounting data based weighting. Non-overlapping financial objects appearing only in 

30 the conventionally weighted index may be weighted by the conventional weighting.  

Financial objects may then be purchased based on the resulting weightings.
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In an exemplary embodiment, an index of the largest 1,000 U.S. equities, 

weighted by accounting data, may overlap an index of the largest 1,000 U.S.  

capitalization-weighted companies by approximately 80%. The 20% of non-overlapping 

companies may drive the 2.0% increase in return of an accounting data based index such 

5 as, e.g., but not limited to, RESEARCH AFFILIATES FUNDAMENTAL 

INDEX.TM.(RAFI.TM.) available from Research Affiliates, LLC of Pasadena, Calif., 

versus a cap-weighted index. A long-short strategy according to an exemplary 

embodiment is designed to leverage this 20% of companies that do not overlap, and may 

capture the expected alpha from the accounting data based indexation. An exemplary 

10 long-short U.S. equity strategy may be approximately beta and dollar neutral and can 

replace or complement market neutral or long-short strategies, or as part of a portfolio's 

alternative strategies bucket.  

Accounting data based indexation may use economic measures of company size 

in constructing indexes. Using accounting data based economic measures of firm size 

15 may create an index that is indifferent to price. Accounting data based indexes may 

avoid flaws inherent in capitalization (price)-weighted indexes. Capitalization-weighted 

indexes naturally overweight overvalued stocks and underweight undervalued stocks.  

Accounting data based indexes may more accurately estimate a true fair value of a 

company, allowing the weight of a company's stock in the index to rise or fall only to the 

20 extent that the underlying economic value of the issuing company may rise or fall.  

ADBI Portfolio Construction 

FIG. 24 illustrates an exemplary flow process diagram 2400 of a method of 

constructing an ADBI and a portfolio of financial objects using the ADBI, starting at 

block 2402. In block 2404, the ADBI 510 is created. Creating the ADBI may include, in 

25 block 2406, selecting a universe of financial objects, and, in block 2408, selecting a 

subset of the universe based on the accounting data to obtain the ADBI 2410. Then, in 

block 2412, a portfolio of financial objects is created using the ADBI 2410, including 

weighting the financial objects in the portfolio according to a measure of value of a 

company associated with each financial object in the portfolio.  

30 To construct an exemplary accounting data based index (ADBI), such as, e.g., 

but not limited to, the RESEARCH AFFILIATES FUNDAMENTAL 

INDEX.TM.(RAFI.TM.), some number of financial objects, e.g., 1000 US equities, may
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be selected and/or weighted based on the following four accounting data based measures 

of firm size: book equity value, free cash flow, sales, and gross dividends.  

An exemplary embodiment of an accounting data based index such as, e.g., but 

not limited to, the RAFI.TM. index may first weight all US equities by each of the four 

5 accounting data based measures of firm size detailed above. According to an exemplary 

embodiment, an optimal relative weighting between the four factors may differ by 

geography of the stock market from which the equities are selected such as, e.g., an 

equal weighting may be optimal in one country or industry sector, while a different 

relative weighting between the factors may make sense in another country or industry 

10 sector. The index may then compute an overall weight for each holding by equally

weighting each of the four accounting data based measure of firm size according to an 

exemplary embodiment. For example, assume that a company has the following weights: 

2.8% of total US book values, 2% of total US cash flow, 3% of total US sales, and 2.2% 

of total US dividends.  

15 Equally-weighting these four accounting data based measures of firm size (i.e., 

book value, cashflow, sales and dividends) may produce a weight of2.5%. According to 

an exemplary embodiment, for companies that have never paid dividends, one may 

exclude dividends from the calculation of the company's accounting data based weight.  

Finally, in an exemplary embodiment, the 1000 equities with the highest accounting data 

20 based weights may be selected and may be assigned a weight in the RAFI.TM. portfolio 

equal to its accounting data based weight.  

According to another exemplary embodiment, an accounting data based index 

such as, e.g., but not limited to, RAFI.TM. may be constructed using aggregate (not per

share) measures of firm size. For example, RAFI.TM. may use total firm cash flow 

25 instead of cash flow per share and total book value instead of book value per share in its 

construction.  

In an exemplary embodiment, the accounting data may include the following 

four factors, book value, sales/revenue, cash flow and dividends. In another exemplary 

embodiment, only one or more of these factors may be used. In another exemplary 

30 embodiment, additional factors may be used, such as, e.g., any other accounting data. In 

one exemplary embodiment, the weightings of each of these factors may be equal 

relative to one another, i.e., 25% of each of book value, sales/revenue, cash flow and 

dividends. In one exemplary embodiment, if there are no dividends, then the other three
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factors may be weighted in equal parts, i.e., 33% each to book value, sales/revenue, and 

cash flow. In another exemplary embodiment, dividends may be weighted in a greater 

part such as, e.g., but not limited to, weighting dividends at 50% and book value, 

sales/revenue, and cash flow at 1/6th each, etc. In one exemplary embodiment, 

5 weightings may be the same, depending on the country or sovereign of origin or the 

industry sector of the stock or other financial object. In another exemplary embodiment, 

weightings may vary depending on the country or sovereign of origin or the industry 

sector of the stock or other financial object. In another exemplary embodiment, 

weightings may vary based on other factors, such as, e.g., but not limited to, types of 

10 assets, industry sectors, geographic sectors, sizes of companies, profitability of 

companies, amount of revenue generated by the company, etc.  

An accounting data based index may be available in several varieties to meet the 

unique needs of different classes of retail and institutional investors, including, e.g., but 

not limited to, as enhanced portfolios, Exchange Traded Funds (ETFs), open-end mutual 

15 funds, tax managed portfolios, a collection of financial objects managed collectively but 

tracked separately, and closed-end mutual funds. Various US and international 

investment managers may offer, e.g., but not limited to, a suite of products.  

A limited partnership or other fund or account investing in assets based on an 

Accounting Data Based Index, such as, e.g., Research Affiliates Fundamental Index, 
20 L.P. (RAFI LP) may increase the alpha generated by accounting data based indexation in 

the US through improvements or enhancements, including, e.g., but not limited to, 

monthly cash rebalancing and quality of earnings and corporate governance screens. The 

additional enhancements available through the LP may be expected to add an additional 

40-70 bps of annual outperformance above the 200 basis points (bps) of annual out 

25 performance that may be achieved through the use of accounting data based indexing in 

portfolio construction.  

A limited partnership or other fund or account investing in assets based on an 

ADBI international LP such as, RAFI International LP (RAFI.TM.-I may apply 

accounting data based indexation to the international equity space in an exemplary 

30 embodiment to create an enhanced portfolio of, e.g., but not limited to 1000 international 

(ex-US) equities. RAFI-I may be expected to outperform capitalization weighted indexes 

by approximately 250 bps per year. Like the other RA Fundamental Index LP's, RAFI-I 

is an enhanced portfolio that may use monthly cash rebalancing and quality ofearnings
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and corporate governance screens to improve upon the performance of the RAFI 

International index.  

Open-end mutual funds may manage financial objects employing a fixed income 

strategy and portable alpha using the Accounting Data Based Index (ADBI) according to 

5 an exemplary embodiment.  

An Exchange Traded Fund (ETF) of the ADBI such as, e.g., but not limited to, 
POWERSHARES FTSE RAFI US 1000 Portfolio ETF (ticker symbol: PRF) may meet 

needs of retail and institutional investors interested in a low-cost means of accessing the 

power of accounting data based indexing in another exemplary embodiment.  

10 Another exemplary embodiment includes a closed-end fund implementing 

accounting data based indexing such as, e.g., Canadian Fundamental Income 100, a 

closed-end mutual fund of the largest 100 accounting data based equities in Canada 

which attracted investments from retail and institutional investors in 2005, one of the 

most difficult closed end markets in recent history, demonstrating the strength of the 

15 accounting data based indexation strategy.  

Accounting Data Based Indexation Long-Short (ADBI-LS) 

Accounting data based indexation long-short (ADBI-LS) such as, e.g., but not 

limited to, RAFI-LS, is a long-short U.S. equity strategy that leverages ADBI such as 

RAFI.TM. innovation. The RAF] U.S. 1000 portfolio is designed to outperform the 

20 Russell 1000 (and the S&P 500) by about 200 bps per annum. By going long in stocks 

that have greater weight in the RAFI U.S. 1000 portfolio relative to the Russell 1000 and 

short in the stocks that are underweight in the RAFI U.S. 1000 relative to the Russell 

1000, the RAFI-LS strategy captures the RAFI alpha process and enhances that alpha 

source.  

25 ADBI-LS such as, e.g., RAFI-LS according to an exemplary embodiment, is 

designed to be roughly dollar and beta neutral, but not sector neutral. The sector bet can 

be significant if the ADBI strategy determines that a sector is substantially overvalued.  

In general the overlap between ADBI RAFI U.S. 1000 and capitalization based 

index Russell 1000 may be about 75%. This may give 25% weights for the long 

30 portfolio and 25% weights for the short portfolio. The portfolio may be applied to 300% 

long and 300% short, which may magnify the RAFI alpha and the portfolio volatility.
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Leverage may be applied tactically, and can range from about 200% long/short to about 

400% long/short according to exemplary embodiments.  

ADBI-LS such as, e.g., RAFI-LS according to an exemplary embodiment may be 

designed to achieve an annual volatility of 15-25%. Volatility of the exemplary RAFI

5 LS, since inception, has been about 15%.  

According to an exemplary embodiment, ADBI-LS, such as, e.g., RAFI-LS may 

use leverage in both its short and long positions. On average, $100 invested in RAFI-LS 

may result in a $300 notional long position and a $300 notional short position.  

Implementation of an ADBI-LS's Long and Short Positions 

10 According to an exemplary embodiment, one does not necessarily directly need 

to hold long or short positions in the underlying stocks, nor does it need to access a 

direct line of credit for the portfolio leverage. Instead, according to an exemplary 

embodiment, derivatives, such as a total return swaps may be used to implement the long 

and short positions. It may be possible to achieve minimal counterparty default risk 

15 exposure by entering into swaps with large Wall Street firms in an exemplary 

embodiment. Investors in an ADBI-LS may not be physically shorting any U.S. equities; 

rather, investors may merely hold OTC derivative contracts. This may provide both tax 

benefits and efficiency in investment logistics.  

ADBI-LP such as, e.g., RAFI-LP.TM., may be a full-market ADBI. ADBI-LS 

20 such as, e.g., RAFI-LS.TM., may be a fund that uses the differences between company 

weights in ADBI such as, e.g., RAFI.TM. and in a capitalization-weighted index to 

establish long and short positions according to an exemplary embodiment.  

ADBI-LS may be designed to be dollar neutral and equity beta neutral in an 

exemplary embodiment. Therefore, one may expect ADBI-LS returns to be largely 

25 uncorrelated with the equity market return in an exemplary embodiment. However, 

ADBI may not be market neutral in the traditional sense as it is not industry sector 

neutral in an exemplary embodiment.  

ADBI-LS does not pair positions, and thus is different from traditional equity 

long-short strategies whereby e.g., but not limited to, a short General Motors (GM) 

30 position is paired with a long Ford position. Instead, ADBI-LS may acquire both long 

and short positions based on the relative difference between the ADB Index such as, e.g.,
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FUNDAMENTAL INDEX.TM. weights and those of a cap-weighted index, such as, 

e.g., but not limited to the Russell 1000.  

An exemplary embodiment of ADBI-LS may rebalance periodically and/or 

aperiodically. For example, on average, the ADBI-LS, such as, e.g., RAFI-LS portfolio 

5 may hold its long-short bets for about one year. The cash flow from new capital 

contributed to the strategy may be used to rebalance the portfolio to create new or alter 

existing long-short bets according to an exemplary embodiment.  

In an exemplary embodiment, the present invention may be a method of 

constructing a portfolio of financial objects, may include: purchasing a portfolio of a 

10 plurality of mimicking financial objects to obtain and/or create a mimicking portfolio, 

wherein performance of the portfolio of mimicking financial objects substantially 

mirrors the performance of the accounting data based index based portfolio without 

substantially replicating the accounting data based index based portfolio. The method 

may further obtain and/or use a risk model for the portfolio where the risk model mirrors 

15 a risk model of the accounting data based index. The risk model may be substantially 

similar to the Fama-French factors, wherein the Fama-French factors may comprise at 

least one of size effect (e.g., where small cap beats large cap), value effect (e.g., where 

high B/P beats low B/P), and/or momentum effect (e.g. where strong momentum beats 

weak momentum in very long run, e.g. 10 or more years). The performance of the 

20 portfolio of mimicking financial objects may substantially mirror the performance of the 

accounting data based index based portfolio without substantially replicating financial 

objects and/or weightings in the accounting data based index based portfolio.  

In another exemplary embodiment, the present invention may include purchasing 

a plurality of financial objects according to weightings substantially similar to the 

25 weightings of an accounting data based index (ADBI), where performance of the 

financial objects substantially mirrors the performance of the ADBI without using 

substantially the same financial objects in the ADBI.  

While various embodiments of the present invention have been described above, 

it should be understood that they have been presented by way of example only, and not 

30 limitation. Thus, the breadth and scope of the present invention should not be limited by 

any of the above-described exemplary embodiments, but should instead be defined only 

in accordance with the following claims and their equivalents.
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THE CLAIMS DEFINING THE INVENTION ARE AS FOLLOWS:

1. A computer-implemented method of managing one or more financial 

objects, the method being executed on a data processing system, the method comprising: 

managing a virtual portfolio of the financial objects by at least one computer 

5 wherein said virtual portfolio comprises a collection of the financial objects 

managed collectively but tracked separately with separately owned lots on 

behalf of a plurality of investors; 

providing a computer database associating by the at least one computer, a 

plurality of lots owned by each of said plurality of investors and associating 

10 by the at least one computer, said plurality of lots as tradable regardless of an 

initiator of the purchase of said plurality of lots; 

providing by the at least one computer, lot selection rules; 

receiving by the at least one computer, a requested trade; 

selecting by the at least one computer, a lot for trading from said plurality of lots 

15 using said computer database, said lot selection rules, and said requested 

trade; 

providing by the at least one computer, taxation rules; 

determining by the at least one computer, if a trade using said selected lot should 

be deferred using the computer database and said taxation rules; 

20 generating by the at least one computer, a deferred trade in a tax-managed sub

account if it is determined that said requested trade should be deferred; and 

selecting by the at least one computer, said deferred trade in said tax-managed 

sub-account for execution if it is determined that said deferred trade should 

no longer be deferred using said computer database and said taxation rules.  

25 2. The method of claim 1, wherein said lot selection rules comprise a rule 

for selecting by the at least one computer, a lot with a highest cost basis for trading.  

3. The method of claim 1, wherein the financial object comprises at least 

one of: equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

derivative contract, a mutual fund, an exchange traded fund (ETF), a fund of funds, an 

30 index fund, a passive index fund, an enhanced index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal
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weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets, a portfolio of assets 

tracking an index, a portfolio of assets tracking at least one of S&P indexes, FTSE 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, 

5 Wilshire indexes, composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, or a hedge fund.  

4. The method of claim 1, wherein said lot selection rules comprise 

10 investment management rules.  

5. The method of claim 1, further comprising: receiving by the at least one 

computer, a plurality of requested trades; selecting by the at least one computer, a 

plurality of lots for trade execution; and aggregating by the at least one computer, any 

executed trades for reconciliation.  

15 6. The method according to claim 1, wherein said plurality of lots comprises 

at least one of: 

one or more financial objects, 

wherein the financial object comprises at least one of: 

equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

20 derivative contract, a mutual fund, an exchange traded fund (ETF), a fund of 

funds, an index fund, a passive index fund, an enhanced index fund, an 

actively managed fund, a non-capitalization weighted index fund, a 

capitalization weighted index fund, an equal weighted indexed fund, an 

international fund, a sector fund, an asset, a liability, an accounting data 

25 based index (ADBI) fund, a portfolio of assets, a portfolio of assets tracking 

an index, a portfolio of assets tracking at least one of S&P indexes, FTSE 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, 

Lehman indexes, Wilshire indexes, composite indexes, international indexes, 

or Morgan Stanley Capital International indexes, a portfolio of assets 

30 tracking an ADBI weighted index, a commodity, an option, a derivative
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trade, a long hedge, a short hedge, a swap, a futures contract, or a hedge 

fund; 

a plurality of securities; 

a group of financial objects; or 

5 a group of securities.  

7. The method of claim 1, wherein said financial object comprises: 

at least one unit of interest in at least one of: 

an asset; 

a liability; 

10 a tracking portfolio; 

a financial instrument or a security, wherein said financial instrument or said 

security denotes at least one of a debt, an equity interest, or a hybrid; 

a derivatives contract, comprising at least one of: 

a future, a forward, a put, a call, an option, a swap, or any other transaction 

15 relating to a fluctuation of an underlying asset, notwithstanding the 

prevailing value of the contract, and notwithstanding whether such 

contract, for purposes of accounting, is considered an asset or liability; 

a fund; or 

an investment entity or account of any kind, comprising an interest in, or 

20 rights relating to at least one of: 

a hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual 

fund, a closed end fund, an investment vehicle, or any other pooled or 

separately managed investments.  

8. The method of claim 1, wherein said plurality of lots comprises at least 

25 one of one or more financial objects, wherein said financial object comprises: 

at least one unit of interest in at least one of: 

an asset; 

a liability; 

a tracking portfolio; 

30 a financial instrument or a security, wherein said financial instrument or said 

security denotes a debt, an equity interest, or a hybrid; 

a derivatives contract, comprising at least one of:
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a future, a forward, a put, a call, an option, a swap, or any other transaction 

relating to a fluctuation of an underlying asset, notwithstanding the 

prevailing value of the contract, and notwithstanding whether such 

contract, for purposes of accounting, is considered an asset or liability; 

5 a fund; or 

an investment entity or account of any kind, comprising an interest in, or 

rights relating to at least one of: 

a hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual fund, a 

closed end fund, an investment vehicle, or any other pooled or separately 

10 managed investments.  

9. The method of claim 1, further comprising: 

managing a virtual portfolio of the financial objects by the at least one computer, 

wherein said virtual portfolio comprises a collection of the financial objects 

managed collectively but tracked separately with separately owned lots on 

15 behalf of a plurality of investors, 

wherein the financial object comprises at least one of: equity, debt, a bond, a 

stock, a financial instrument, a contract, a security, a derivative contract, a 

mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, 

a passive index fund, an enhanced index fund, an actively managed fund, a 

20 non-capitalization weighted index fund, a capitalization weighted index 

fund, an equal weighted indexed fund, an international fund, a sector fund, 

an asset, a liability, an accounting data based index (ADBI) fund, a portfolio 

of assets, a portfolio of assets tracking an index, a portfolio of assets tracking 

at least one of S&P indexes, FTSE indexes, Russell indexes, Dow Jones 

25 indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, 

a commodity, an option, a derivative trade, a long hedge, a short hedge, a 

swap, a futures contract, or a hedge fund; 

30 providing the at least one computer database associating a plurality of lots owned 

by each of said plurality of investors and associating by the at least one
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computer said plurality of lots as tradable regardless of an initiator of the 

purchase of said plurality of lots; 

providing lot selection rules comprising investment management rules 

comprising at least one of: coordinating trades, enforcing compliance with 

5 policy, or preventing offsetting trades comprising avoiding both purchasing 

and selling the same lot; 

receiving by the at least one computer, a requested trade; and 

selecting by the at least one computer, a lot for trading from said plurality of lots 

using said computer database, said lot selection rules, and said requested 

10 trade.  

10. The method of claim 9, further comprising: 

managing a plurality of virtual portfolios of the financial objects by the at least 

one computer, with separate lots owned by one or more individual investors 

and tracked separately; 

15 receiving by the at least one computer, investments by the one or more individual 

investors; 

purchasing the plurality of virtual portfolios of the financial objects by the at 

least one computer, using said investments, wherein the plurality of virtual 

portfolios of the financial objects are purchased according to an index of the 

20 financial objects which is constructed without influence of prices of the 

financial objects, said index constructed by a construction method 

comprising: 

i) determining by the at least one computer, at least one selection rule, and at 

least one weighting rule; 

25 ii) receiving data by the at least one computer comprising: 

receiving data by the at least one computer, regarding publicly traded 

financial objects, 

receiving data by the at least one computer, regarding a plurality of 

entities, each associated with the publicly traded financial objects, 

30 and 

receiving data by the at least one computer, regarding at least one 

accounting data about the plurality of entities,
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wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

5 annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends; 

iii) selecting by the at least one computer, constituent selected financial 

10 objects of said index based upon said at least one selection rule 

comprising said at least one accounting data about each of the entities 

associated with the publicly traded financial objects, 

wherein said at least one accounting data comprises at least one of: data 

found within an annual report, data found within a generally 

15 accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional 

profits, sales, assets, cash flow, shareholders' equity, a return on 

investment of the entity, revenue, book value, cash flow, or any 

20 dividends; 

wherein said selecting is exclusive of a market price of the financial 

object and a market capitalization of the entity associated with the 

financial object; and 

iv) weighting by the at least one computer, said constituent selected financial 

25 objects of said index to obtain constituent weightings based upon said at 

least one weighting rule comprising weighting said constituent selected 

financial objects as a function of at least one accounting data regarding 

the entities associated with said constituent selected financial objects, 

wherein said at least one accounting data comprises at least one of: data 

30 found within an annual report, data found within a generally 

accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional
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profits, sales, assets, cash flow, shareholders' equity, a return on 

investment of the entity, revenue, book value, cash flow, or any 

dividends, 

wherein said weighting is exclusive of a market price of the financial 

5 object and is not based on any of equal weighting, weighting in 

proportion to price of the financial object, or weighting in 

proportion to market capitalization of the entity associated with the 

financial object; and 

providing a computer-implemented lot matrix associating a plurality of lots with 

10 said plurality of virtual portfolios, each lot of said plurality of lots tradable 

regardless of an initiator of purchase of said lot and associating said plurality 

of lots as separately owned by said one or more investors, 

wherein the financial object comprises at least one of: equity, debt, a bond, a 

stock, a financial instrument, a contract, a security, a derivative contract, a 

15 mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, 

a passive index fund, an enhanced index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index 

fund, an equal weighted indexed fund, an international fund, a sector fund, 

an asset, a liability, an accounting data based index (ADBI) fund, a portfolio 

20 of assets tracking an index, a portfolio of assets, a portfolio of assets tracking 

at least one of S&P indexes, FTSE indexes, Russell indexes, Dow Jones 

indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, 

25 a commodity, an option, a derivative trade, a long hedge, a short hedge, a 

swap, a futures contract, or a hedge fund; 

providing lot selection rules comprising investment management rules 

comprising at least one of: coordinating trades, enforcing compliance with 

policy, or preventing offsetting trades comprising avoiding both purchasing 

30 and selling the same lot; 

receiving by athe ai least one computer, a requested trade; 

for each of said plurality of virtual portfolios, performing the following: for said 

requested trade, selecting by arhe at least one computers a lot from said
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plurality of lots for execution of said requested trade using said lot selection 

rules, and said lot matrix; and 

altering the plurality of virtual portfolios by the at least one computer, 

comprising at least one of buying or selling the financial objects, according 

5 to changes in said index over time.  

11. The method of claim 1, further comprising: 

a) managing the portfolio of the financial objects by the at least one computer, 

the financial objects owned by one or more investors; 

b) receiving by the at least one computer investments by the one or more 

10 investors; 

wherein said managing comprises: 

managing a virtual portfolio of the financial objects by the at least one 

computer wherein said virtual portfolio comprises a collection of 

the financial objects managed collectively but tracked separately 

15 with separately owned lots on behalf of the one or more investors; 

providing a computer database associating by the at least one computer 

a plurality of lots owned by each of said one or more investors and 

associating by the at least one computer said plurality of lots as 

tradable regardless of an initiator of the purchase of said plurality of 

20 lots; 

providing by the at least one computer, lot selection rules; 

receiving by the at least one computer a requested trade; 

selecting by the at least one computer a lot for trading from said 

plurality of lots using said computer database, said lot selection 

25 rules, and said requested trade; 

providing by the at least one computer, taxation rules; 

determining by the at least one computer if a trade using said selected 

lot should be deferred using the computer database and said taxation 

rules; 

30 generating by the at least one computer a deferred trade in a tax

managed sub-account if it is determined that said requested trade 

should be deferred; and
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selecting by the at least one computer said deferred trade in said tax

managed sub-account for execution if it is determined that said 

deferred trade should no longer be deferred using said computer 

database and said taxation rules; 

5 c) purchasing the portfolio of the financial objects by the at least one computer 

using said investments, wherein the portfolio of the financial objects is 

purchased according to an index of financial objects which is constructed 

without influence of prices of the financial objects, said index constructed by 

a construction method comprising: 

10 i) determining by the at least one computer at least one selection rule, and at 

least one weighting rule; 

ii) receiving data by the at least one computer comprising: 

receiving by the at least one computer, data regarding publicly traded 

financial objects, 

15 receiving by the at least one computer data, regarding a plurality of 

entities, each associated with the publicly traded financial objects, 

and 

receiving by the at least one computer data, regarding at least one 

accounting data about the plurality of entities, 

20 wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

25 profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends; 

iii) selecting by the at least one computer, constituent selected financial 

objects of said index based upon said at least one selection rule 

30 comprising said at least one accounting data about each of the entities 

associated with the publicly traded financial objects, 

wherein said at least one accounting data comprises at least one of: data 

found within an annual report, data found within a generally
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accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional 

profits, sales, assets, cash flow, shareholders' equity, a return on 

5 investment of the entity, revenue, book value, cash flow, or any 

dividends, 

wherein said selecting is exclusive of both a market price of the 

financial object and a market capitalization of the entity associated 

with the financial object; and 

10 iv) weighting by the at least one computer, said constituent selected financial 

objects of said index to obtain constituent weightings based upon said at 

least one weighting rule comprising weighting said constituent selected 

financial objects as a function of at least one accounting data regarding 

the entities associated with said constituent selected financial objects, 

15 wherein said at least one accounting data comprises at least one of: data 

found within an annual report, data found within a generally 

accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional 

20 profits, sales, assets, cash flow, shareholders' equity, a return on 

investment of the entity, revenue, book value, cash flow, or any 

dividends, 

wherein said weighting is exclusive of a market price of the financial 

object and is not based on any of equal weighting, weighting in 

25 proportion to price of the financial object, or weighting in 

proportion to market capitalization of the entity associated with the 

financial object; and 

d) altering the portfolio by the at least one computer, comprising at least one of 

buying new financial objects for the portfolio or selling current financial 

30 objects in the portfolio, according to changes in said index over time, 

wherein said changes in said index over time are determined according to an 

altering method yielding an altered index, the altering method 

comprising:
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i) receiving new data by the at least one computer comprising: 

receiving by the at least one computer, new data regarding the publicly 

traded financial objects, receiving by the at least one computer, new 

data regarding the plurality of entities, each associated with the 

5 publicly traded financial objects, and 

receiving by the at least one computer, new data regarding at least one 

accounting data about the plurality of entities, 

wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

10 generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders equity, a return on investment of the entity, 

15 revenue, book value, cash flow, or any dividends; 

iii) re-selecting by the at least one computer, constituent selected financial 

objects of said altered index based upon said at least one selection rule 

comprising said at least one accounting data about each of the entities 

associated with the publicly traded financial objects, 

20 wherein said at least one accounting data comprises at least one of: data 

. found within an annual report, data found within a generally 

accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional 

25 profits, sales, assets, cash flow, shareholders' equity, a return on 

investment of the entity, revenue, book value, cash flow, or any 

dividends, 

wherein said re-selecting is exclusive of both a market price of the 

financial object and a market capitalization of the entity associated 

30 with the financial object; and 

iv) re-weighting by the at least one computer, said constituent selected 

financial objects of said altered index to obtain constituent re-weightings 

based upon said at least one weighting rule comprising weighting said
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constituent selected financial objects of said altered index as a function 

of at least one accounting data regarding the entities associated with said 

constituent selected financial objects of said altered index, 

wherein said at least one accounting data comprises at least one of: data 

5 found within an annual report, data found within a generally 

accepted accounting principles (GAAP) annual report, data found 

within a standard U.S. GAAP company annual report and accounts 

(GAAP reports), relative size of profit of an entity, pre-exceptional 

profits, sales; assets, cash flow, shareholders' equity, a return on 

10 investment of the entity, revenue, book value, cash flow, or any 

dividends, 

wherein said re-weighting is exclusive of a market price of the financial 

object and is not based on any of equal weighting, weighting in 

proportion to price of the financial object, or weighting in 

15 proportion to market capitalization of the entity associated with the 

financial object; and 

v) determining by the at least one computer, said new financial objects of the 

portfolio to purchase based on said altered index; and 

vi) determining by the at least one computer, said current financial objects of 

20 the portfolio to sell based on said altered index.  

12. The computer-implemented method of claim 11, wherein the financial 

object comprises at least one of: equity, debt, a bond, a stock, a financial instrument, a 

contract, a security, a derivative contract, a mutual fund, an exchange traded fund (ETF), 
a fund of funds, an index fund, a passive index fund, an enhanced index fund, an actively 

25 managed fund, a non-capitalization weighted index fund, a capitalization weighted index 

fund, an equal weighted indexed fund, an international fund, a sector fund, an asset, a 

liability, an accounting data based index (ADBI) fund, a portfolio of assets tracking an 

index, a portfolio of assets, a portfolio of assets tracking at least one of S&P indexes, 

FTSE indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman 

30 indexes, Wilshire indexes, composite indexes, international indexes, or Morgan Stanley 

Capital International indexes, a portfolio of assets tracking an ADBI weighted index, a
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commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, or a hedge fund.  

13. A computer-implemented method of managing one or more financial 

objects comprising: 

5 managing a plurality of virtual portfolios of the financial objects by at least one 

computer, with separate lots owned by one or more individual investors and 

tracked separately; 

providing a computer-implemented lot matrix associating by the at least one 

computer, a plurality of lots with said plurality of virtual portfolios of the 

10 financial objects, each lot of said plurality of lots tradable regardless of an 

initiator of purchase of said lot and associating by the at least one computer, 

said plurality of lots as separately owned by said one or more investors; 

providing by the at least one computer, lot selection rules; 

receiving by the at least one computer, a requested trade; 

15 for each of said plurality of virtual portfolios, performing the following: for said 

requested trade, selecting by the at least one computer, a lot from said 

plurality of lots for execution of said requested trade using said lot selection 

rules, and said lot matrix; 

determining by the at least one computer, if said requested trade should be 

20 deferred using said lot matrix, taxation rules, and said lot selection rules; 

generating by the at least one computer, a deferred trade in a tax-managed sub

account if it is determined that the requested trade should be deferred; and 

selecting by the at least one computer, said deferred trade in said tax-managed 

sub-account for execution if it is determined that said deferred trade should 

25 no longer be deferred using said lot matrix and said taxation rules.  

14. The method of claim 13, wherein the financial object comprises at least 

one of: equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

derivative contract, a mutual fund, an exchange traded fund (ETF), a fund of funds, an 

index fund, a passive index fund, an enhanced index fund, an actively managed fund, a 

30 non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets, a portfolio of assets
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tracking an index, a portfolio of assets tracking at least one of S&P indexes, FTSE 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, 

Wilshire indexes, composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, a 

5 commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, or a hedge fund.  

15. The method of claim 13, wherein said lot selection rules comprise 

investment management rules.  

16. The method of claim 13, further comprising: generating by the at least 

10 one computer, trades for execution from selected lot; and aggregating by the at least one 

computer, generated trades for a virtual portfolio of said plurality of virtual portfolios.  

17. The method of claim 13, further comprising aggregating by the at least 

one computer, tax savings across said plurality of virtual portfolios for each of said one 

or more individual investors.  

15 18. The method of claim 13, further comprising: 

providing by the at least one computer, a holdings matrix associating one or more 

managers with said plurality of virtual portfolios; and 

wherein said selecting said lot for execution of said requested trade, further 

comprises: 

20 selecting said lot for execution by the at least one computer, using said 

holdings matrix.  

19. The method of claim 13, wherein said lot selection rules comprise a rule 

for selecting by the at least one computer, a lot with a highest cost basis for trading.  

20. The method of claim 13, wherein said financial object comprises: 

25 at least one unit of interest in at least one of: 

an asset; 

a liability; 

a tracking portfolio; 

a financial instrument or a security, wherein said financial instrument or said 

30 security denotes at least one of a debt, an equity interest, or a hybrid;
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a derivatives contract, comprising at least one of: 

a future, a forward, a put, a call, an option, a swap, or any other transaction 

relating to a fluctuation of an underlying asset, notwithstanding the 

prevailing value of the contract, and notwithstanding whether such 

5 contract, for purposes of accounting, is considered an asset or liability; 

a fund; or 

an investment entity or account of any kind, comprising an interest in, or 

rights relating to at least one of: 

a hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual fund, a 

10 closed end fund, an investment vehicle, or any other pooled or separately 

managed investments.  

21. A data processing system for managing one or more financial objects 

comprising: 

at least one computer processor; 

15 instructions for managing a virtual portfolio of the financial objects by the at 

least one computer processor wherein said virtual portfolio comprises a 

collection of the financial objects managed collectively but tracked 

separately with separately owned lots on behalf of a plurality of investors; 

a computer database accessible by the at least one computer processor 

20 associating a plurality of lots of said plurality of investors and associating 

said plurality of lots as tradable regardless of an initiator of the purchase of 

one of said plurality of lots; and 

a computer memory coupled to the at least one computer processor and having 

program instructions stored therein, the at least one computer processor 

25 programmed to execute said program instructions, said program instructions 

comprising: 

lot selection rules; 

instructions for receiving by the at least one computer processor a requested 

trade, and selecting a lot for trading from said plurality of lots using said 

30 computer database, said lot selection rules, and said requested trade; 

taxation rules;
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instructions for determining by the at least one computer processor if a trade 

using said selected lot should be deferred using said computer database 

and said taxation rules, and generating a deferred trade in a tax-managed 

sub-account if it is determined that said requested trade should be 

5 deferred; and 

instructions for selecting by the at least one computer processor a deferred 

trade in said tax-managed sub-account for execution if it is determined 

that said deferred trade should no longer be deferred using said 

computer database and said taxation rules.  

10 22. The data processing system of claim 21, wherein said lot selection rules 

comprise a rule for selecting by the at least one computer processor a lot with a highest 

cost basis for trading.  

23. The system of claim 21, wherein the financial object comprises at least 

one of: equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

15 derivative contract, a mutual fund, an exchange traded fund (ETF), a fund of funds, an 

index fund, a passive index fund, an enhanced index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an 

accounting data based index (ADBI) fund, a portfolio of assets, a portfolio of assets 

20 tracking an index, a portfolio of assets tracking at least one of S&P indexes, FTSE 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, 

Wilshire indexes, composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

25 contract, or a hedge fund.  

24. The system of claim 21, wherein said lot selection rules comprise 

investment management rules.  

25. The data processing system of claim 21, said program instructions further 

comprising: instructions for receiving by the at least one computer processor a plurality 

30 of requested trades; instructions for selecting by the at least one computer processor a
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plurality of lots for trade execution; and instructions for aggregating by the at least one 

computer processor any executed trades for reconciliation.  

26. The system of claim 21, wherein said financial object comprises: 

at least one unit of interest in at least one of: 

5 an asset; 

a liability; 

a tracking portfolio; 

a financial instrument or a security, wherein said financial instrument or said 

security denotes a debt, an equity interest, or a hybrid; 

10 a derivatives contract, comprising at least one of: 

a future, a forward, a put, a call, an option, a swap, or any other transaction 

relating to a fluctuation of an underlying asset, notwithstanding the 

prevailing value of the contract, and notwithstanding whether such 

contract, for purposes of accounting, is considered an asset or liability; 

15 a fund; or 

an investment entity or account of any kind, comprising an interest in, or 

rights relating to at least one of: 

a hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual fund, a 

closed end fund, an investment vehicle, or any other pooled or separately 

20 managed investments.  

27. The system of claim 21 further comprising: 

instructions for managing a virtual portfolio of the financial objects by the at 

least one computer processor wherein said virtual portfolio comprises a 

collection of the financial objects managed collectively but tracked 

25 separately with separately owned lots on behalf of a plurality of investors, 

wherein the financial object comprises at least one of: equity, debt, a bond, a 

stock, a financial instrument, a contract, a security, a derivative contract, a 

mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, 

a passive index fund, an enhanced index fund, an actively managed fund, a 

30 non-capitalization weighted index fund, a capitalization weighted index 

fund, an equal weighted indexed fund, an international fund, a sector fund, 

an asset, a liability, an accounting data based index (ADBI) fund, a portfolio
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of assets, a portfolio of assets tracking an index, a portfolio of assets tracking 

at least one of S&P indexes, FTSE indexes, Russell indexes, Dow Jones 

indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, international indexes, or Morgan Stanley Capital 

5 International indexes, a portfolio of assets tracking an ADBI weighted index, 

a commodity, an option, a derivative trade, a long hedge, a short hedge, a 

swap, a futures contract, or a hedge fund; 

a computer database accessible by the least one computer processor associating a 

plurality of lots of said plurality of investors and associating said plurality of 

10 lots as tradable regardless of an initiator of the purchase of one of said 

plurality of lots; and 

a computer memory coupled to the at least one computer processor and having 

program instructions stored therein, the at least one computer processor 

programmed to execute said program instructions, said program instructions 

15 comprising: 

lot selection rules comprising investment management rules comprising at 

least one of: coordinating trades, enforcing compliance with policy, or 

preventing offsetting trades comprising avoiding both purchasing and 

selling the same lot; and 

20 instructions for receiving a requested trade; and selecting a lot for trading 

from said plurality of lots using said computer database, said lot 

selection rules, and said requested trade; 

taxation rules; 

instructions for determining if a trade using said selected lot should be 

25 deferred using said computer database and said taxation rules, and 

generating a deferred trade in a tax-managed sub-account if it is 

determined that said requested trade should be deferred; and 

instructions for selecting a deferred trade in said tax-managed sub-account 

for execution if it is determined that said deferred trade should no longer 

30 be deferred using said computer database and said taxation rules: 

instructions for receiving investments by the plurality of investors; 

instructions for purchasing the virtual portfolio of the financial objects by the 

at least one computer processor using said investments, wherein the
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virtual portfolio of the financial objects is purchased according to an 

index which is constructed without influence of prices of the financial 

objects, said index constructed by a construction method comprising: 

i) determining by the at least one computer processor at least one 

5 selection rule, and at least one weighting rule; 

ii) receiving data by the at least one computer processor comprising: 

receiving by the at least one computer processor, data regarding 

publicly traded financial objects, 

receiving by the at least one computer processor, data regarding a 

10 plurality of entities, each associated with the publicly traded 

financial objects, and 

receiving by the at least one computer processor, data regarding at 

least one accounting data about the plurality of entities, 

wherein said at least one accounting data comprises at least one of: 

15 data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

20 flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends; 

iii) selecting by the at least one computer processor, constituent selected 

financial objects of said index based upon said at least one selection 

rule comprising said at least one accounting data about each of the 

25 entities associated with the publicly traded financial objects, 

wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

30 annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends,
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wherein said selecting is exclusive of both a market price of the 

financial object and a market capitalization of the entity 

associated with the financial object; and 

iv) weighting by the at least one computer processor, said constituent 

5 selected financial objects of said index to obtain constituent 

weightings based upon said at least one weighting rule comprising 

weighting said constituent selected financial objects as a function of 

at least one accounting data regarding the entities associated with 

said constituent selected financial objects, 

10 wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

15 profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends, 

wherein said weighting is exclusive of a market price of the 

financial object and is not based on any of equal weighting, 

20 weighting in proportion to price of the financial object, or 

weighting in proportion to market capitalization of the entity 

associated with the financial object; and 

instructions for altering the virtual portfolio by the at least one computer 

processor, comprising at least one of buying or selling the financial objects, 

25 according to changes in said index over time.  

28. The system of claim 27, further comprising: 

a plurality of virtual portfolios of the financial objects with separate lots owned 

by one or more individual investors, 

wherein the financial object comprises at least one of: equity, debt, a bond, a 

30 stock, a financial instrument, a contract, a security, a derivative contract, a 

mutual fund, an exchange traded fund (ETF), a fund of funds, an index fund, 

a passive index fund, an enhanced index fund, an actively managed fund, a



- 70 

non-capitalization weighted index fund, a capitalization weighted index 

fund, an equal weighted indexed fund, an international fund, a sector fund, 

an asset, a liability, an accounting data based index (ADBI) fund, a portfolio 

of assets, a portfolio of assets tracking an index, a portfolio of assets tracking 

5 at least one of S&P indexes, FTSE indexes, Russell indexes, Dow Jones 

indexes, Morgan Stanley indexes, Lehman indexes, Wilshire indexes, 

composite indexes, international indexes, or Morgan Stanley Capital 

International indexes, a portfolio of assets tracking an ADBI weighted index, 

a commodity, an option, a derivative trade, a long hedge, a short hedge, a 

10 swap, a futures contract, or a hedge fund; 

a computer-implemented lot matrix database accessible by the at least one 

computer processor associating a plurality of lots with said plurality of 

virtual portfolios each lot of said plurality of lots tradable regardless of an 

initiator of purchase of said lot; and a memory coupled to the at least one 

15 computer processor and having program instructions stored therein, the at 

least one computer processor programmed to execute said program 

instructions, said program instructions comprising: 

lot selection rules comprising investment management rules comprising at 

least one of: coordinating trades, enforcing compliance with policy, or 

20 preventing offsetting trades comprising avoiding both purchasing and 

selling the same lot; and 

instructions for receiving one or more requested trades; and for each of said 

plurality of virtual portfolios, for performing the following: for said 

requested trade: said system operative to select a lot from said plurality 

25 of lots fdr execution of said requested trade using said lot selection 

rules, and said lot matrix database; 

instructions for purchasing the plurality of virtual portfolios of the financial 

objects by the at least one computer processor using said investments, 

wherein the plurality of virtual portfolios purchased according to an 

30 index which is constructed without influence of a price of the financial 

objects, said index constructed by a construction method comprising: 

instructions for receiving investments by the one or more investors;
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instructions being for purchasing the plurality of virtual portfolios of the 

financial objects by the at least one computer processor using said 

investments, wherein the plurality of virtual portfolios of the financial 

objects is purchased according to an index which is constructed without 

5 influence of prices of the financial objects, said index constructed by a 

construction method comprising: 

i) determining by the at least one computer processor, at least one 

selection rule, and at least one weighting rule; 

ii) receiving by the at least one computer processor, data by a computer 

10 comprising: 

receiving by the at least one computer processor, data regarding 

publicly traded financial objects, 

receiving by the at least one computer processor, data regarding a 

plurality of entities, each associated with the publicly traded 

15 financial objects, and 

receiving by the at least one computer processor, data regarding at 

least one accounting data about the plurality of entities, 

wherein said at least one accounting data comprises at least one of 

data found within an annual report, data found within a 

20 generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

25 revenue, book value, cash flow, or any dividends; 

iii) selecting by the at least one computer processor, constituent selected 

financial objects of said index based upon said at least one selection 

rule comprising said at least one accounting data about each of the 

entities associated with the publicly traded financial objects, 

30 wherein said at least one accounting data comprises at least one of: 

data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company
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annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends, 

5 wherein said selecting is exclusive of both a market price of the 

financial object and a market capitalization of the entity 

associated with the financial object; and 

iv) weighting by the at least one computer processor, said constituent 

selected financial objects of said index to obtain constituent 

10 weightings based upon said at least one weighting rule comprising 

weighting said constituent selected financial objects as a function of 

at least one accounting data regarding the entities associated with 

said constituent selected financial objects, 

wherein said at least one accounting data comprises at least one of: 

15 data found within an annual report, data found within a 

generally accepted accounting principles (GAAP) annual 

report, data found within a standard U.S. GAAP company 

annual report and accounts (GAAP reports), relative size of 

profit of an entity, pre-exceptional profits, sales, assets, cash 

20 flow, shareholders' equity, a return on investment of the entity, 

revenue, book value, cash flow, or any dividends, 

wherein said weighting is exclusive of a market price of the 

financial object and is not based on any of equal weighting, 

weighting in proportion to price of the financial object, or 

25 weighting in proportion to market capitalization of the entity 

associated with the financial object; and 

instructions for altering the plurality of virtual portfolios by the at least one 

computer processor, comprising at least one of buying or selling the 

financial objects, according to changes in said index over time.  

30 29. A data processing system for managing one or more financial objects 

comprising: 

at least one computer processor;
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instructions for managing a plurality of virtual portfolios of the financial objects 

by the at least one computer processor with separate lots owned by one or 

more individual investors; 

a computer-implemented lot matrix database accessible by the at least one 

5 computer processor associating a plurality of lots with said plurality of 

virtual portfolios each lot of said plurality of lots tradable regardless of an 

initiator of purchase of said lot; and 

a computer memory coupled to the at least one computer processor and having 

program instructions stored therein, the at least one computer processor 

10 programmed to execute said program instructions, said program instructions 

comprising: 

lot selection rules; 

instructions for receiving by the least one computer processor one or more 

requested trades for each of said plurality of virtual portfolios; 

15 instructions for selecting by the at least one computer processor a lot from 

said plurality of lots for execution of said one or more requested trades 

using said lot selection rules, and said lot matrix database; 

instructions for determining by the at least one computer processor if said 

requested trade should be deferred using said lot matrix, taxation rules; 

20 and said system programmed to generate a deferred trade in a tax

managed sub-account if it is determined that said requested trade should 

be deferred; and 

instructions for selecting by the at least one computer processor a deferred 

trade in a tax-managed sub-account for execution if it is determined that 

25 said deferred trade should no longer be deferred using said lot matrix 

database and said taxation rules.  

30. The system of claim 29, wherein the financial object comprises at least 

one of: equity, debt, a bond, a stock, a financial instrument, a contract, a security, a 

derivative contract, a mutual fund, an exchange traded fund (ETF), a fund of funds, an 

30 index fund, a passive index fund, an enhanced index fund, an actively managed fund, a 

non-capitalization weighted index fund, a capitalization weighted index fund, an equal 

weighted indexed fund, an international fund, a sector fund, an asset, a liability, an
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accounting data based index (ADBI) fund, a portfolio of assets, a portfolio of assets 

tracking an index, a portfolio of assets tracking at least one of S&P indexes, FTSE 

indexes, Russell indexes, Dow Jones indexes, Morgan Stanley indexes, Lehman indexes, 

Wilshire indexes, composite indexes, international indexes, or Morgan Stanley Capital 

5 International indexes, a portfolio of assets tracking an ADBI weighted index, a 

commodity, an option, a derivative trade, a long hedge, a short hedge, a swap, a futures 

contract, or a hedge fund.  

31. The system of claim 29, wherein said lot selection rules comprise 

investment management rules.  

10 32. The data processing system of claim 29, said program instructions 

comprising generating by the at least one computer processor trades for execution from 

said selected lots; and aggregating by the at least one computer processor said generated 

trades for a virtual portfolio from the one or more virtual portfolios.  

33. The data processing system of claim 29, the program instructions further 

15 comprising aggregating by the at least one computer processor, tax savings across said 

plurality of virtual portfolios for each of the one or more investors.  

34. The system of claim 29, wherein said financial object comprises: 

at least one unit of interest in at least one of: 

an asset; 

20 a liability; 

a tracking portfolio; 

a financial instrument or a security, wherein said financial instrument or said 

security denotes at least one of a debt, an equity interest, or a hybrid; 

a derivatives contract, comprising at least one of: 

25 a future, a forward, a put, a call, an option, a swap, or any other transaction 

relating to a fluctuation of an underlying asset, notwithstanding the 

prevailing value of the contract, and notwithstanding whether such 

contract, for purposes of accounting, is considered an asset or liability; 

a fund; or 

30 an investment entity or account of any kind, comprising an interest in, or 

rights relating to at least one of:
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a hedge fund, an exchange traded fund (ETF), a fund of funds, a mutual fund, a 

closed end fund, an investment vehicle, or any other pooled or separately 

managed investments.  

35. A computer-implemented method of managing one or more financial 

5 objects, the method being executed on a data processing system, the method comprising: 

managing a virtual portfolio of the financial objects by at least one computer 

comprising a collection of the financial objects managed collectively but 

tracked separately with separately-owned lots on behalf of a plurality of 

investors; 

10 providing a computer database associating by the at least one computer, a 

plurality of holdings owned by each of said plurality of investors as tradable, 

regardless of an initiator of purchase of a holding; 

providing by the at least one computer, holding selection rules; 

receiving by the at least one computer, a requested trade; 

15 selecting by the at least one computer, a holding for trading from said plurality of 

holdings using said computer database, said holding selection rules, and said 

requested trade; 

determining by the at least one computer, whether a trade using said holding 

should be deferred using said computer database and said holding selection 

20 rules; and 

generating by the at least one computer, a deferred trade in a tax-managed sub

account associated with one investor of said plurality of investors using said 

holding if it is determined that said holding should be sold in order to realize 

a loss for said one investor, wherein a manager's account is unaffected by 

25 said loss realized by sale of said holding.  

36. The method of claim 35, further comprising generating by the at least one 

computer, an offsetting purchase of said holding if it is determined that enough time has 

passed to avoid a wash-sale violation.  

37. The method of claim 36, further comprising: generating by the at least 

30 one computer, an offsetting purchase of a temporary offsetting holding; and generating
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by the at least one computer, a sale of said temporary offsetting holding when generating 

said offsetting purchase of said holding.  

38. A data processing system for managing one or more financial objects 

comprising: 

5 at least one computer processor; 

instructions for managing a virtual portfolio of the financial objects by the at 

least one computer processor comprising a collection of the financial objects 

managed collectively by the at least one computer processor but tracked 

separately with separate accounts on behalf of a plurality of investors; 

10 a computer-implemented database associating a plurality of holdings owned by 

each of said plurality of investors, wherein a holding may be traded 

regardless of an initiator of purchase of said holding; and 

a computer memory coupled to the at least one computer processor and having 

program instructions stored therein, the at least one computer processor 

15 programmed to execute the program instructions, the program instructions 

comprising: at least one holding selection rule; receiving a requested trade; 

selecting a holding for trading from said plurality of holdings by said 

computer-implemented database, said holding selection rule, and said 

requested trade; determining whether said trade using said holding should be 

20 deferred by said computer-implemented database and said holding selection 

rules; and generating a deferred trade in a tax-managed sub-account 

associated with one investor of said plurality of investors using said holding 

if it is determined that said holding should be sold in order to realize a loss 

for said one investor, wherein a manager's account is unaffected by said loss 

25 realized by sale of said holding.  

39. The data processing system of claim 38, wherein the program instructions 

generate by the at least one computer processor an offsetting purchase of said holding if 

it is determined that enough time has passed to avoid a wash-sale violation.  

40. The data processing system of claim 39, the program instructions further 

30 comprise generating by the at least one computer processor an offsetting purchase of a 

temporary offsetting holding; and generating by the at least one computer processor a
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sale of said temporary offsetting holding when generating by the at least one computer 

processor said offsetting purchase of said holding.  

41. A computer-implemented method of managing one or more financial 

objects, the method being executed on a data processing system, the method comprising: 

5 managing a plurality of virtual financial objects by at least one computer, 

comprising a collection of the financial objects managed collectively but 

tracked separately with separately-owned lots on behalf of one or more 

investors; 

providing a computer database associating by the at least one computer, a 

10 plurality of holdings owned by each of said one or more investors to separate 

managers in separate manager accounts wherein a holding may be traded 

regardless of an initiator of purchase of said holding; 

providing by the at least one computer, holding selection rules; 

receiving by the at least one computer, a requested trade; 

15 selecting by the at least one computer, said holding for trading from said plurality 

of holdings using said computer database, said holding selection rules, and 

said requested trade; 

determining by the at least one computer, whether said trade using said holding 

should be deferred using said computer database and said holding selection 

20 rules; and 

generating by the at least one computer, a deferred trade in a tax-managed sub

account associated with one investor of said one or more investors using said 

holding if it is determined that said holding should be sold in order to realize 

a loss for the investor, wherein a manager's account is unaffected by said loss 

25 realized by sale of said holding.  

42. The method of claim 41, further comprising generating by the at least one 

computer, an offsetting purchase of said holding if it is determined that enough time has 

passed to avoid a wash-sale violation.  

43. The method of claim 42, further comprising: generating by the at least 

30 one computer, an offsetting purchase of a temporary offsetting holding; and generating
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by the at least one computer, a sale of said temporary offsetting holding when generating 

said offsetting purchase of said holding.  

44. A computer-implemented method of managing one or more financial 

objects, the method being executed on a data processing system, the method comprising: 

5 managing a plurality of virtual portfolios of financial objects by at least one 

computer comprising a collection of the financial objects managed 

collectively but tracked separately with separately-owned lots on behalf of a 

plurality of investors; 

providing a computer database associating by the at least one computer, a 

10 plurality of holdings owned by each of said plurality of investors to separate 

managers in separate manager accounts wherein a holding may be traded 

regardless of an initiator of purchase of said holding; 

providing by the at least one computer, holding selection rules; 

receiving by the at least one computer, a requested trade; 

15 selecting by the at least one computer, said holding for trading from said plurality 

of holdings using said computer database, said holding selection rules, and 

said requested trade; 

determining by the at least one computer, whether said trade using said holding 

should be deferred using said computer database and said holding selection 

20 rules; and 

generating by the at least one computer, a deferred trade in a tax-managed sub

account associated with one investor of said plurality of investors using said 

holding if it is determined that said holding should be sold in order to realize 

a loss for the one investor, wherein a manager's account is unaffected by said 

25 loss realized by sale of said holding.  

45. The method of claim 44, further comprising generating by the at least one 

computer, an offsetting purchase of said holding if it is determined that enough time has 

passed to avoid a wash-sale violation.  

46. The method of claim 45, further comprising: generating by the at least 

30 one computer, an offsetting purchase of a temporary offsetting holding; and generating
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by the at least one computer, a sale of said temporary offsetting holding when generating 

said offsetting purchase of said holding.  

47. A data processing system for managing one or more financial objects 

comprising: 

5 at least one computer processor; 

instructions for managing a plurality of virtual portfolios of financial objects by 

the at least one computer processor comprising a collection of the financial 

objects managed collectively but tracked separately with separate accounts 

on behalf of one or more investors; 

10 a computer-implemented database accessible by the at least one computer 

processor associating a plurality of holdings owned by each of said one or 

more investors, wherein a holding may be traded regardless of an initiator of 

purchase of said holding; and 

a computer memory coupled to the at least one computer processor and having 

15 program instructions stored therein, the at least one computer processor 

programmed to execute the program instructions, the program instructions 

comprising: at least one holding selection rule; receiving a requested trade; 

selecting a holding for trading from said plurality of holdings by said 

computer-implemented database, said holding selection rule, and said 

20 requested trade; determining whether said trade using said holding should be 

deferred by said computer-implemented database and said holding selection 

rules; and generating a deferred trade in a tax-managed sub-account 

associated with one investor of said one or more investors using said holding 

if it is determined that said holding should be sold in order to realize a loss 

25 for said one investor, wherein a manager's account is unaffected by said loss 

realized by sale of said holding.  

48. The data processing system of claim 47, wherein the program instructions 

further comprise generating by the at least one computer processor an offsetting 

purchase of said holding if it is determined that enough time has passed to avoid a wash

30 sale violation.
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49. The data processing system of claim 48, the program instructions further 

comprising: generating by the at least one computer processor an offsetting purchase of 

a temporary offsetting holding; and generating by the at least one computer processor a 

sale of said temporary offsetting holding when generating by the at least one computer 

5 processor said offsetting purchase of said holding.  

50. A data processing system for managing one or more financial objects 

comprising: 

at least one computer processor; 

instructions for managing a plurality of virtual portfolios of financial objects by 

10 the at least one computer processor comprising a collection of assets 

managed collectively but tracked separately with separate accounts on behalf 

of a plurality of investors; 

a computer-implemented database accessible by the at least one computer 

processor associating a plurality of holdings owned by each of said plurality 

15 of investors, wherein a holding may be traded regardless of an initiator of 

purchase of said holding; and 

a computer memory coupled to the at least one computer processor and having 

program instructions stored therein, the at least one computer processor 

programmed to execute the program instructions, the program instructions 

20 comprising: at least one holding selection rule; receiving a requested trade; 

selecting a holding for trading from said plurality of holdings by said 

computer-implemented database, said holding selection rule, and said 

requested trade; determining whether said trade using said holding should be 

deferred by said computer-implemented database and said holding selection 

25 rules; and generating a deferred trade in a tax-managed sub-account 

associated with one investor of said plurality of investors using said holding 

if it is determined that said holding should be sold in order to realize a loss 

for said one investor, wherein a manager's account is unaffected by said loss 

realized by sale of said holding.  

30 51. The data processing system of claim 50, wherein the program instructions 

further comprise generating by the at least one computer processor an offsetting
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purchase of said holding if it is determined that enough time has passed to avoid a wash

sale violation.  

52. The data processing system of claim 51, the program instructions further 

comprising: generating by the at least one computer processor an offsetting purchase of 

5 a temporary offsetting holding; and generating by the at least one computer processor a 

sale of said temporary offsetting holding when generating by the at least one computer 

processor said offsetting purchase of said holding.
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