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SYSTEMAND METHOD USING SECURITIES 
ISSUANCE FOR RSK TRANSFERENCE 

CROSS REFERENCE TO RELATED 
APPLICATIONS 

0001. This application claims the benefit of U.S. Provi 
sional Application No. 61/052,035, filed May 9, 2008; U.S. 
Provisional Application No. 61/052,048, filed May 9, 2008: 
U.S. Provisional Application No. 61/052,067, filed May 9, 
2008; and U.S. Provisional Application No. 61/052,053, filed 
May 9, 2008. This application is related to the following 
co-pending non-provisional applications: “SYSTEM AND 
METHOD USING CONTRACT FOR RISK TRANSFER 
ENCE, filed May 8, 2009; “SYSTEM AND METHOD 
USING INSURANCE FORRISKTRANSFERENCE filed 
May 8, 2009; and “SYSTEM AND METHOD USING 
ASSET SALE AND LOAN FORRISKTRANSFERENCE, 
filed May 8, 2009, all of which are hereby incorporated by 
reference in their entirety as if fully set forth herein. 

FIELD OF THE INVENTION 

0002 The present invention relates generally to systems 
and methods for transferring/acquiring a defined risk/dis 
count associated with a security or portfolio of securities. 
More specifically, the invention relates to systems and meth 
ods for transferring non-economic risk through the issuance 
and transfer of securities. 

BACKGROUND OF THE INVENTION 

0003) A significant number of banks, insurance compa 
nies, and other financial institutions maintain partial or full 
interests in structured finance and fixed income securities 
(FIS). These securities may include, for instance, those 
backed by mortgages, home equity loans, credit card receiv 
ables, auto loans, and collateralized loan obligations, as well 
as collateralized debt obligations (CDOs) and credit default 
swaps on fixed income securities and CDOs of fixed income 
securities (collectively, FIS Portfolios). To collect value from 
FIS a financial institution may treat FIS as an asset which it 
either intends to trade, or hold to maturity and collect princi 
pal and interest payments. Regardless of whether it seeks to 
keep, transfer, or acquire FIS, it is important that the financial 
institution be able to determine the value of FIS, if not for 
purposes of market pricing, then for the fact that the value of 
held FIS will affect a financial institution's balance sheet and 
possibly its income statement. In addition, the reported value 
of FIS may affect its credit rating or otherwise influence the 
amount of capital necessary to maintain a given FIS or FIS 
Portfolio. However, given characteristic market and regula 
tory conditions it may be difficult to appropriately value, 
finance, or trade FIS, regardless of the credit quality of its 
underlying assets or cash flows. 
0004 Changes by accounting standards boards, such as 
the Financial Accounting Standards Board (FASB), that gov 
ern the accounting profession will affect the perceived value 
of FIS by modifying the accounting standards used to deter 
mine the fair value of FIS. For example, under prior Interna 
tional Financial Reporting Standards, and with changes to 
U.S. General Accepted Accounting Principles, the value of 
FIS has been increasingly tied to fair value as determined by 
the transferability of the FIS. Under these prior accounting 
standards the fair value was determined by the price that 
would be received to sell the asset or to transfer a liability in 
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an orderly transaction between market participants at the 
measurement date; however, this accounting treatment con 
trasted with the previous practice of many financial institu 
tions, which involved estimating fair value using financial 
models that determine an expected value of FIS or FIS Port 
folios. As seen in, for example, FASB Staff Position 157-4, 
the more recent accounting standard position has been to 
permit some flexibility in determining fair value in distressed 
market conditions or in situations where there has been a 
significant decrease in the Volume and level of activity for the 
asset or liability being valued. Despite these changes, the 
prevailing standards continue to focus on determining the 
value of the asset or liability under current market conditions. 
As a result, the current market value of the FIS, as defined for 
accounting purposes, may be significantly lower than the 
expected value of the collection of principal and interest on 
the underlying securities. 
0005. In another instance, changes in market supply and 
demand for certain classes of securities can also affect the 
perceived value of given FIS. For example, difficulties sur 
rounding the decline of securities backed by Sub-prime mort 
gages have affected the values of FIS under fair value 
accounting standards. Factors such as a perceived lack of 
transparency, as well as the presence of securities issued by 
highly leveraged entities investing in FIS Portfolios (such as 
structured investment vehicles and conduits), have led inves 
tors to largely exit certain sectors of the FIS market. Despite 
attempts to increase transparency inaccounting standards, the 
main sources of investor concern relate to an impaired ability 
to establish a current estimated market value for FIS, estimate 
future market value or maturity value for FIS, and estimate 
correlations between various FIS investments. As a result, 
investors are willing to pay less to acquire the securities 
affected by these concerns. 
0006. In addition to other factors, the changes to account 
ing standards and variations in investor demand represent 
forces that give rise to non-economic changes in the value of 
FIS. (i.e., changes that are not attributable to changes in 
market interest rates or default probabilities, but rather in 
market Supply and demand characteristics). Because they are 
not generally based on changes in the level of interest rates 
(the interest rate curve) and the credit quality of the underly 
ing securities (i.e., the expected amount of repayment of 
principal at maturity or upon default, as determined by quali 
tative analysis or by use of a model), these non-economic 
changes in value have significant accounting consequences 
and, if the securities are sold, real economic consequences for 
the holders of FIS and participants in FIS markets. In the 
current environment, the above factors have resulted in an 
increasing number of market participants having determined 
that the current market or liquidation value for FIS is often 
significantly below the expected or model-based value, 
resulting in the booking of substantial losses or reductions in 
capital resources. This, in turn, has prompted many financial 
institutions and other holders of interest in FIS to either sell 
assets (to avoid future risk of loss) or raise capital (in order to 
preserve or restore regulatory or rating agency capital ratios). 
Many financial institutions with access to the equity market 
have elected to raise fully-dilutive equity capital in order to 
shore up capital adequacy measures, rather than sell and 
realize non-economic losses on FIS Portfolios. 

0007 As a result, it would be advantageous to have a 
method for an arms-length solution for eliminating or reduc 
ing non-economic risk that Supports a higher-than liquidation 
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value for FIS and FIS Portfolios, and satisfies financial insti 
tution auditors, rating agencies, regulators and analysts in 
terms of capital relief. 

SUMMARY OF THE INVENTION 

0008 Disclosed herein are methods and systems, includ 
ing computer program products, for eliminating or transfer 
ring the non-economic risk of financial securities. The sys 
tems and methods serve to avoid non-economic losses in the 
first instance, and to counter the adverse capital impact of 
prior non-economic gap losses by providing income and capi 
tal relief. In addition, the systems and methods described 
herein have the effect of transferring risk and countering the 
adverse profit-and-loss and capital impact of a non-economic 
component of marking to market in relation to illiquid Secu 
rities or credit derivatives portfolios. More specifically, the 
systems and methods described herein provide for transfer 
ring risk up to an amount equal to the difference between (a) 
the current liquidation or fair market value of an individual 
security or a portfolio of securities and, (b) a value that is 
equal to the present value of expected future principal pay 
ments discounted at an appropriate discount rate (e.g., the 
Swap rate for the corresponding maturity) of the security or 
the portfolio of securities (the “Gap' risk). 
0009. According to an embodiment of the system and 
method, a share issuance program is implemented with 
respect to an asset, such as a FIS or FIS Portfolio. At incep 
tion, two parties enter into an agreement whereby the first 
party issues a number of shares whose value is in some 
proportion to the book value of a selected asset (e.g., a FIS or 
FIS Portfolio) owned by the first party, and whose principal 
repayment at redemption is contingent upon the proceeds of 
the selected asset. The second party agrees to purchase the 
shares for an agreed price, and as security for its obligation to 
repay share principal the first party pledges security. This 
security may be all or part of the selected asset, or may be 
another asset or group of assets that are agreed upon by the 
parties, that are held in trust and which may be margined 
periodically. 
0010. The redemption date of the shares is co-terminus 
with the maturity date of the selected asset, and the value of 
the shares depends on the ultimate maturity or default recov 
ery proceeds of the selected asset (i.e., the aggregate principal 
payment (APP) of the selected asset) with respect to a stipu 
lated “protected value.” The protected value of the shares may 
be in relation to the current book value of the selected asset 
and may be calculated based on the expected amount of 
repayment of principal at maturity or upon default, as deter 
mined by qualitative analysis of the selected asset or by use of 
a risk analysis and economic valuation model. 
0011. At the redemption date, the APP of the selected asset 
over the term of the program is calculated. If the APP of the 
selected asset is less thana stipulated protected value, there is 
a deficit and the shares are redeemed for the original purchase 
price, less the amount of the deficit. Where the amount of the 
deficit exceeds the face value of the shares, the shares are 
redeemed for no value. Accordingly, any remaining portion of 
the deficit over the face value of the shares is absorbed by the 
first party. If the APP of the selected asset is greater than the 
protected value, the first party is obligated to repay the full 
principal amount of the shares at the stated redemption date. 
In addition, to the extent that the APP exceeds the protected 
value the shares may provide for a profit sharing of the excess. 
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0012. In another embodiment, the shares pay a dividend 
composed of a market rate of interest plus a risk premium. 
The market rate of interest may be a base dividend that is 
calculated with reference to a major interest rate index, and is 
paid based on the face amount of the shares. In addition, the 
dividend may comprise a bonus dividend that is based on a 
risk assessment of the selected asset and share program vari 
ables. The dividend is paid in exchange for the risk of fore 
going redemption proceeds if the APP on the selected asset is 
less than the stipulated protected value. 
0013. In another embodiment, the selected asset is held to 
the redemption date under the control of a trustee. The trustee 
directs cash received from principal repayments and/or 
recovery cashflows from the selected asset to be held until the 
redemption date. Although the redemption date of the shares 
is generally determined to be co-terminus with the maturity 
profile of the selected asset, the parties to the program may 
agree to other redemption dates. As added security, the 
selected asset or portions thereofare not allowed to be sold or 
assigned without the prior written consent of the second party. 
At the redemption date, the trustee may be charged with 
determining the APP of the protected portfolio and calculat 
ing the difference between the protected value and the APP. 
0014. In another embodiment, the first party may redeem 

all or part of the shares prior to the redemption date by 
reducing the underlying security on a proportional basis, or 
by paying the second party a redemption premium. The 
redemption premium may be determined according to criteria 
that ensure that the second party receives a minimum return 
on its investment. 
0015. In another embodiment, a processing system is 
relied upon to execute one or more of the steps of the above 
programs. The processing system includes a processor, one or 
more input devices (such as a keyboard or mouse) for input 
ting data into the system, and one or more displays for out 
putting information to the user. The processing system also 
includes a memory for storing data and instructions execut 
able by the processor, and for storing an operating system. 
The memory may also include instructions for modeling the 
Gap risk in various securities and security portfolios, deter 
mining the aggregate principal payments of a security port 
folio, and determining loan variables and interest rates, in 
addition to various other steps as required by the programs 
herein. 
0016. These and other aspects and advantages will 
become apparent to those of ordinary skill in the art by read 
ing the following detailed description, with reference where 
appropriate to the accompanying drawings. Further, it should 
be understood that the foregoing Summary is merely illustra 
tive and is not intended to limit in any manner the scope or 
range of equivalents to which the appended claims are law 
fully entitled. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0017. The invention is described below in connection with 
the following illustrative figures, wherein: 
0018 FIG. 1 is a schematic illustration of principal trans 
actions of a share program at inception, according to an 
embodiment; 
0019 FIG. 2 is a schematic illustration of principal trans 
actions of a share program over its term, according to an 
embodiment; 
0020 FIG. 3 is a schematic illustration of principal trans 
actions of a share program at a maturity (redemption) date in 
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which the aggregate principal payments of a protected port 
folio are less than the protected value, according to an 
embodiment; 
0021 FIG. 4 is a schematic illustration of principal trans 
actions of a share program at a maturity (redemption) date in 
which the aggregate principal payments of a protected port 
folio are greater than the protected value, according to an 
embodiment; 
0022 FIG. 5 is a schematic illustration of principal trans 
actions of a share program at inception and showing a multi 
tiered investment entity and interaction with an investment 
advisor entity, according to an embodiment; 
0023 FIG. 6 is a schematic illustration of principal trans 
actions of a share program over its term and showing a multi 
tiered investment entity and interaction with an investment 
advisor entity, according to an embodiment; 
0024 FIG. 7 is a schematic illustration of principal trans 
actions of a share programata maturity (redemption) date and 
showing a multi-tiered investment entity and interaction with 
an investment advisor entity, according to an embodiment; 
0025 FIG. 8 is a schematic diagram of a processing sys 
tem for implementing portions of the share program includ 
ing gap risk modeling and determination of program Vari 
ables, according to an embodiment; 
0026 FIG.9 is a chart illustrating for a portfolio owner the 
value collected from a protected portfolio with and without 
a share program in place—for various aggregate principal 
payment scenarios, according to an embodiment; and 
0027 FIG. 10 is a chart illustrating for a portfolio owner 
the benefit analysis for a given protected portfolio with and 
without implementing a share program—for various aggre 
gate principal payment scenarios, and including amounts due 
to an investor in the shares, according to an embodiment. 

DETAILED DESCRIPTION 

0028. While the present invention is capable of being 
embodied in various forms, for simplicity and illustrative 
purposes, the principles of the invention are described by 
referring to several embodiments thereof. It is understood, 
however, that the present disclosure is to be considered as an 
exemplification of the claimed Subject matter, and is not 
intended to limit the appended claims to the specific embodi 
ments illustrated. It will be apparent to one of ordinary skill in 
the art that the invention may be practiced without limitation 
to these specific details. In other instances, well-known meth 
ods and structures have not been described in detailso as not 
to unnecessarily obscure the invention. 
0029. In general, programs described below allow for a 

first entity, such as a financial institution, to avoid Gap losses 
in the first instance, and to mitigate the profit and loss and 
adverse capital impact of historical Gap losses. The tangible 
results of the program include the receipt of tier one capital by 
generating a profit, and the receipt of capital relief by restor 
ing the valuation difference between the reported value—or 
fair market value—of an asset at the inception of the program 
and the protection value of the program. 
0030. As further described below, a preferred share pro 
gram is implemented with regard to an asset, such as a FIS or 
FIS Portfolio, between two entities. Prior to implementation 
of the program, it may be determined that that one or more of 
a first party's assets are undervalued with respect to its per 
ceived and modeled true economic value. Additionally or 
alternatively, the first party may desire to protect one or more 
assets against future losses in value due to market or non 
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economic factors. In order to increase profits, reduce risk and 
obtain capital relief in relation to the difference between the 
book value of the asset and its economic value, as well as to 
obtain other benefits, the first party may enter into an agree 
ment with a second party to implement the share program 
with regard to one or more selected assets (the “Protected 
Asset”). The first party may be a bank, insurance company, 
financial institution, or any other owner of financial assets. 
The Protected Asset may be a single asset, a FIS or FIS 
Portfolio, or any other principal bearing asset or combination 
thereof, including a portfolio of multiple assets. 
0031. At inception, the first party offers a security in the 
form of shares (the “Shares') whose principal repayment 
upon redemption is contingent upon the maturity proceeds of 
the Protected Asset 106. According to an agreement, the 
Shares are purchased by a secondentity 104 at an agreed price 
(the “Share Purchase Price'). The second entity may be an 
investment firm or any purchaser of securities, including one 
or more individual investors. The face value of the issued 
Shares may be determined with respect to the determined Gap 
between the current liquidation value of the Protected Asset, 
and its economic value (i.e., the present value of expected 
future principal payments discounted at an appropriate dis 
count rate of the Protected Asset, or a percentage thereof). 
Through the initial transaction, the first party realizes imme 
diate capital relief equal to the Purchase Price of the shares. 
0032. The Shares have a redemption date (the “Redemp 
tion Date”) that is generally determined to be co-terminus 
with the maturity profile of the Protected Asset, although the 
parties may agree to a different date. At the Redemption Date, 
the second party redeems the shares according to the aggre 
gate principal payments (APP) of the Protected Asset over the 
term of the program with respect to a given value (the “Pro 
tected Value'). The APP of the Protected Asset may be deter 
mined as the sum of all principal payments from the Protected 
Asset over the term, discounted at an appropriate discount 
rate. The Protected Value may be defined as an amount sub 
stantially equal to a percentage of the aggregate face value of 
the Protected Asset. Alternatively, the Protected Value may be 
substantially equal to the book value of the Protected Asset at 
a given date plus the Purchase Price of the Shares. 
0033. Through the initial transaction, the first party may 
realize immediate capital relief and may record an increase in 
risk-based capital equal to the purchase price of the Shares. In 
addition, the first party may book a profit where the book 
value of the selected asset on the transaction settlement date is 
less than the Protected Value. 

0034) To secure its obligation to redeem the Shares and to 
provide for Share dividends, the first party may pledge secu 
rity (the “Share Security”). The Share Security may be the 
Protected Asset itself, or may be another asset or group of 
assets that are agreed upon by the parties, and which may be 
margined periodically. Over the term of the program, the 
Share Security is held in trust by the first party, or by a third 
party trustee, such as the Security Trustee. 
0035. According to the terms of the program and as com 
pensation for taking on Gap risk associated with the Protected 
Asset, the second party collects from the first party a dividend 
on the Shares over the term of the program. The dividend 
generally has a base component (“Base Dividend') that may 
be tied to a major interest rate index modified by a fixed or 
variable amount, and which is paid in proportion to the face 
amount of the Shares. For example, the Base Dividend may be 
equal to the 3 or 6 month LIBOR. Federal Reserve, or Prime 
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Interest Rate, plus an additional 0.5% to 2.5%, or therebe 
tween. In addition, this dividend may have a bonus compo 
nent ("Bonus Dividend') that may be determined according 
to a risk assessment of the Shares. 
0036 Prior to inception, the parties may make trust 
arrangements for the management of the Protected Asset, 
such as by establishing a trustee (the “Security Trustee') to 
hold the Protected Asset for the term of the program. The 
Security Trustee may direct cash received from principal 
repayments and/or recovery cash flows from the Protected 
Asset to be held until the redemption date. As added security, 
the Protected Asset or portions thereof are not allowed to be 
sold or assigned without the prior written consent of the 
second party. At the redemption date, the Security Trustee 
will be charged with determining the APP of the Protected 
Asset and calculating the difference between the Protected 
Value and the APP, if any. 
0037. Where the APP is less than the Protected Value, a 
deficit exists and the first party is entitled to redeem the Shares 
for less than their face value. Thus, in the event of a deficit the 
principal repaid under the Shares at redemption is reduced by 
the amount of Such deficit, up to an amount equal to the full 
face amount of the Shares. Alternatively, where the APP at the 
redemption date exceeds the Protected Value, an excess (or 
surplus) exists and the full value of the Shares is repaid to the 
second party. In addition, if there is an excess the second party 
is entitled to receive all or a portion of the excess in accor 
dance with the terms of the agreement (“Profit Participa 
tion”). Accordingly, through the implementation of the pro 
gram the first party experiences relief from the portion of the 
Gap risk associated with losses in the value of the Protected 
Asset that is covered by the Shares. Any losses experienced 
by the first party in excess of those previously realized prior 
to the implementation of the program—are reduced by an 
amount up to the face value of the Shares. Through the pur 
chase of the Shares, the second party effectively takes on the 
risk associated with any losses below the Protected Value, up 
to an amount equal to the face value of (or the amount paid 
for) the Shares. 
0038. The program may also provide for early redemption 
of the Shares by the first party. The first party may redeem all 
or part of the Shares prior to the Redemption Date by paying 
the second party a redemption premium, which may be 
agreed upon by the parties and which may be determined Such 
that the second party receives a minimum return on its invest 
ment, or such that the second party can fulfill any necessary 
obligations to third party investors. Where the Protected Asset 
comprises a portfolio of assets, the first party may redeem a 
portion of the Shares prior to the Redemption Date by reduc 
ing the assets of the portfolio on a proportional basis. 
0039. To raise capital for the purchase of the Shares, a 
second party may issue certain equity notes or securities (the 
“Purchaser Securities”). These securities may be purchased 
by various third-party investors, and may carry with them a 
characteristic interestrate, fee and dividend arrangement. The 
Purchaser Securities may have basic equity payment arrange 
ments that consist of a base dividend and a risk premium 
dividend (the “Base Security Payments'). The base dividend 
can be indexed to a major interest rate index plus a fixed 
spread, such as from 0.25% to 1.25%. The risk premium may 
be based on a percentage of the face value of the Purchaser 
Securities, such as from 3.0% to 7.0%. The Purchaser Secu 
rities may also provide variable dividends, which may include 
all or a portion of payments to the second party from any 

Nov. 12, 2009 

excess over the Protected Value, after servicing any manage 
ment fees and base equity payments. 
0040. In addition, prior to inception or at inception of the 
program, the parties may coordinate with or consultan invest 
ment group to develop a specific share program that considers 
the amount of economic and non-economic risk associated 
with the portfolio. 
0041. Developing the program may include determining a 
non-economic value of the portfolio, determining a real eco 
nomic value of the portfolio, determining a Share price or 
value, determining a Protected Value, determining a Base 
Dividend and Bonus Dividend for the Shares, determining a 
Profit Participation value or percentage, and determining the 
Redemption Date. In addition, the parties may determine the 
conditions for early redemption of the Shares, if any. The 
specific values for these and other variables may be deter 
mined utilizing economic and risk based models, and by 
using computer processing systems having Software adapted 
to determining these and other values. 
0042 Additional aspects of the Share issuance program 
are apparent in view of the following examples, which are for 
explanatory purposes only and which are not in any way 
intended to limit the scope of the program. 

Share Issuance Program Example 1 
0043. In one example, a first party financial institution (the 
“Issuer') and a second party investment group (the “Inves 
tor') enter into an agreement to establish a share program for 
the mutual benefit of both parties. The parties select as the 
Protected Asset a FIS Portfolio (the “Protected Portfolio') 
owned by the Issuer which the Issuer either determines to be 
undervalued in the current market, or desires to protect 
against future losses in value due to market conditions. In 
order to recognize a value for capital purposes of the Pro 
tected Portfolio that is more consistent with internal estimates 
of economic value, the Issuer coordinates with or consults the 
Investor or an investment advisor to develop a specific share 
program that takes into account the amount of economic and 
non-economic risk associated with the Protected Portfolio. 
0044. By agreement of the parties, the share program is 
established on a Protected Portfolio having a Book Value of 
80, with the program having a Protected Value of 90, and with 
the Shares having an initial face value of 10. In addition, the 
profit participation for the Investor is determined to be 100% 
of any excess (i.e., the amount of the APP over the Protected 
Value). Referring to FIG. 1, at inception the Issuer 102 trans 
fers control of the Protected Portfolio 106 to a third party 
trustee 108 and issues the Shares according to the specifics of 
the program. With the Shares backed by the Protected Port 
folio 106 as the Share Security, the Investor 104 purchases the 
Shares issued by the Issuer 102 at their face value. 
0045 Referring to FIG. 2, over the term of the program the 
Investor 104 collects Share dividends from the Issuer 102. 
The trustee 108 directs cash received from principal repay 
ments and/or recovery cash flows from the Protected Portfo 
lio 106 to the Issuer 102. Accordingly, the Share dividends 
due to the Investor 104 may be paid by the Issuer 102 directly 
from the returns of the Protected Portfolio 106. Alternatively, 
the trustee may calculate the Share dividends and pay them 
directly to the Investor from the Protected Portfolio returns, 
with the balance of the returns going to the Issuer less any 
fees. 
0046 Referring to FIGS. 3 and 4, at the Redemption Date 
of the program, the APP of the Protected Portfolio 106 is 
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determined by the trustee 108 of the Protected Portfolio or 
underlying security, and the difference between the Protected 
Value and APP is calculated. If there is a deficit (i.e., the APP 
is less than the Protected Value), the Shares are redeemed in 
an amount equal to the face value of the Shares less the 
amount of the deficit as applied to the value of the Shares, as 
shown in FIG. 3. Alternatively, as shown in FIG.4, if there is 
an excess (i.e., the APP exceeds the Protected Value), then the 
Issuer 102 redeems the face value of the Shares and makes an 
additional payment to the Investor 104 of 100% of the profit, 
in accordance with the Profit Sharing figure of the program. 
Table 1 illustrates the potential share redemption amounts for 
this example. 

TABLE 1. 

Program Payment Illustration 

Excess 
APP (Deficit) Impact to Investor Impact to Issuer 

70 (20) No redemption of Retains full share face 
principal; total loss amount of 10; no 
of 10 redemption payment 

85 (5) Partial redemption Retains partial share face 
payment of 5; partial amount of 5; pays partial 
loss of 5 redemption payments of 5 

90 O Full redemption payment Pays full redemption 
of 10; no loss payment of 10 

95 5 Full redemption payment Pays full redemption 
of 10; no loss; receives payment of 10; pays 100% 
100% of excess of excess 

0047. Given a Protected Value of 90 and an APP of 70 at 
the redemption date, there is a deficit of 20. In this scenario, 
because the Shares have a face value of 10 the total loss to the 
Investor is limited to 10. The remaining portion of the deficit 
is absorbed by the Issuer. Accordingly, in this scenario the 
resulting deficit is borne equally by both the Investor and the 
Issuer. 
0048. For an APP of 85 at the redemption date, there is a 
resulting deficit of 5. This deficit is reflected in a decrease in 
the value of the Shares, giving them a redemption value of 5 
as well. In this scenario, the loss in value is Substantially 
absorbed by the Investor, while the Issuer maintains a profit of 
5 over the term of the Program, having only made a redemp 
tion payment of 5, while retaining the other half of the initial 
face value of the Shares received from the Investor at issu 
aCC. 

0049. For an APP of 90 at the redemption date, the APP is 
equal to the Protected Value of the underlying Protected Port 
folio and no excess or deficit is recorded. In this scenario, the 
Investor receives the full value of the Shares when the Issuer 
makes a full redemption payment of 10. The benefit to the 
Issuer is in having received an upfront infusion of capital and 
in transferring the Gap risk of the portfolio substantially to the 
Investor. 
0050 For an APP of 95 at the redemption date, there is a 
resulting excess of 5. Given the Profit Participation value of 
100%, the entire excess is paid by the Issuer to the Investor. In 
addition, the Shares purchased by the Investor are redeemed 
at their full face value. 
0051. As is shown in this example, initial losses in value of 
the Protected Portfolio below the Protected Value are 
absorbed by the Investor. Any further losses beyond the value 
of the Shares are then absorbed by the Issuer. 

Share Issuance Program Example 2 
0052. In another example, a first party financial institution 
(the “Issuer') and a second party investment group (the 
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“Investor') enter into an agreement to establish a share pro 
gram for the mutual benefit of both parties. Referring gener 
ally to FIGS. 5-7, the parties have selected as the Protected 
Asset a FIS Portfolio (the “Protected Portfolio') owned by the 
Issuer 202 which the Issuer either determines to be underval 
ued in the current market, or desires to protect against future 
losses in value due to market conditions. In order to recognize 
a value for capital purposes of the Protected Portfolio 206 that 
is more consistent with internal estimates of actual economic 
value, the Issuer 202 coordinates with or consults the Investor 
204 and an investment advisor 212 to develop a specific share 
program that takes into account the amount of economic and 
non-economic risk associated with the Protected Portfolio 
206. 

0053 At the outset of the program, the face value of the 
Protected Portfolio 206 is determined to be 1,000, and the 
book value (transferability value) is determined to be 800. By 
agreement of the parties, the share program is established 
with a Protected Value that is 90% of the face value of the, or 
900, and with the Shares having an initial value that is 10% of 
the face value of the Protected Portfolio, or 100. In addition, 
the profit participation for the Investor is determined to be 
60% of any excess, or the amount of the APP over the Pro 
tected Value, with the remainder being collected by the Issuer. 
According to other terms of the program, the Shares pay a 
dividend composed of a Base Dividend on the face amount of 
the Shares equal to the 6-month LIBOR plus a spread of 0.5% 
per annum, and a Bonus Dividend equal to 5.0% per annum. 
In addition, the Issuer may redeem all or part of the Shares 
prior to the Redemption Date by reducing the Protected Port 
folio on a proportional basis, or by paying the Investor a 
redemption premium Such that the Investor receives a mini 
mum return equal to 15% per annum on its investment. 
0054 Referring to FIG. 5, at inception the Issuer 202 
transfers control of the Protected Portfolio 206 to a third party 
trustee 208 and issues the Shares according to the specifics of 
the program. With the Shares backed by the Protected Port 
folio 206 as the Share Security, the Investor 204 purchases the 
Shares issued by the Issuer 202 at their face value. In order to 
raise capital to purchase the Shares, the Investor 204 issues 
notes Purchaser Securities that are purchased by third-party 
investors 210. 
0055 Referring to FIG. 6, over the term of the program the 
Investor 204 collects Share dividends from the Issuer 202. 
The trustee 208 directs cash received from principal repay 
ments and/or recovery cash flows from the Protected Portfo 
lio 206 to the Issuer 202. Accordingly, the Share dividends 
due to the Investor 204 are paid by the Issuer 202 directly 
from the returns of the Protected Portfolio 206. Alternatively, 
the trustee may calculate the Share dividends and pay them 
directly to the Investor from the Protected Portfolio returns, 
with the balance of the returns going to the Issuer less any 
fees. In addition, over the term of the program the Investor 
204 pays payments and dividends on the Purchaser Securities 
to the third-party investors 210, according to the terms of the 
Purchaser Securities. 
0056 Referring to FIG. 7, at the Redemption Date of the 
program, the APP of the Protected Portfolio is determined by 
the trustee 208, and the difference between the Protected 
Value and APP is calculated. If there is a deficit (the APP is 
less than the Protected Value), the Shares are redeemed in an 
amount equal to the face value of the Shares less the amount 
of the deficit as applied to the value of the Shares. Alterna 
tively, if there is an excess (the APP exceeds the Protected 



US 2009/028 1960 A1 

Value), then the Issuer 202 redeems the face value of the 
Shares and makes an additional payment to the Investor 204 
of 60% of the profit, in accordance to the Profit Sharing figure 
of the program. In addition, at the Redemption Date the 
third-party investors 210 redeem the Purchaser Securities, 
including a portion of any profit collected by the Investor 204, 
or as otherwise in accordance with the terms of the Purchaser 
Securities. 
0057 Tables 2 and 3 provide illustrations of the economics 
for the Issuer 202 and Investor 204, respectively, according to 
the terms in the example agreement and for various APP 
scenarios. In addition, FIG. 9 provides an illustration of the 
value collected from the Protected Portfolio 206 by the Issuer 
202 for various APP scenarios, both with and without the 
share program having been implemented. FIG.10 provides an 
illustration of the benefit analysis for the Issuer 202 both with 
and without the share program having been implemented, and 
additionally shows the payments due to the Investor accord 
ing to various APP scenarios. 

TABLE 2 

Illustration of Share Issuer Economics 

APP Scenarios 

100% 95% 90% 85% 80% 75% 709, 
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from the memory 310, processing input from the input 
devices 306, communicating with the display 304, and pro 
cessing data from any other peripherals. The processor 302, 
display 304, input devices 306, network interface 328, and 
other peripherals may be communicably coupled via a single 
data bus 308. Alternatively, these and other components may 
be joined by multiple buses, or several individual dedicated 
buses. The network interface 328 may communicably couple 
the processing system 300 to an external network of other 
processing systems. In addition, multiple processing systems 
may be linked via the network in order to coordinate the 
determination of variables for the share program. 
0060. The memory 310 has stored therein an operating 
system 312 and a multiplicity of software programs 314 
designed to operate on the operating system 312. These soft 
ware programs include: a program 316 that calculates the 
principal payments of the Protected Portfolio 316, a program 
318 that calculates the interest of the Protected Portfolio, a 
program 320 that calculates the APP of the Protected Portfo 

65% 60% 

Cash received at inception 1OO 100 100 100 100 100 1OO 100 
APP to Issuer at Maturity 1,000 950 900 850 800 750 6SO 600 
Bond gain? (loss) without 2OO 150 100 50 - (50) (100) (150) (200) 
Program 
Redemption payment to 1OO 100 100 50 
Investor 
Excess payments to 60 30 
Investor 
Netto Issuer w/Program 940 92O 900 900 900 850 750 700 
Netto Issuer wout 1,000 950 900 850 800 750 6SO 600 
Program 
Issuer benefit?(cost) 140 120 100 100 100 50 (50) (100) 
with Program 
Issuer benefit?(cost) 2OO 150 100 50 (50) (100) (150) (200) 
without Program 

TABLE 3 

Illustration of Investor Economics 

APP Scenarios 

100% 95% 90% 85% 80% 75% 709, 65% 60% 

(100) (100) (100) (100) (100) Investor Share purchase (100) (100) (100) (100) 
Redemption payments 1OO 1OO 100 50 
Excess payments 60 30 
Investor net gain (loss) 60 30 — (50) 

0058 As is again shown in this example, initial losses in 
value of the Protected Portfolio below the Protected Value are 
absorbed by the Investor. Any further losses beyond the value 
of the Shares are then absorbed by the Issuer. Moreover, the 
Issuer is able to essentially secure the value of the Protected 
Portfolio at the Protected Value over a significant range of 
losses. 
0059 Referring to FIG. 8, the variables for the share pro 
gram are calculated using a processing system 300 that has 
Software adapted to determining these values. The processing 
system 300 has a processor 302 for executing instructions 

(100) (100) (100) (100) (100) 

lio on an ongoing basis, a program 322 that models the Gap 
risk associated with the Protected Portfolio, a program 324 
that models the program variables under various scenarios, 
and a program 326 that calculates the payments due each 
party under the terms of the program. 
0061. While the invention has been described in terms of 
several preferred embodiments, it should be understood that 
there are many alterations, permutations, and equivalents that 
fall within the scope of this invention. It should also be noted 
that there are alternative ways of implementing both the pro 
cess and apparatus of the present invention. For example, 
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steps do not necessarily need to occur in the orders shown in 
the accompanying figures, and may be rearranged as appro 
priate. It is therefore intended that the appended claim 
includes all Such alterations, permutations, and equivalents as 
fall within the true spirit and scope of the present invention. 
0062. The invention can be implemented in digital elec 
tronic circuitry, or in computer hardware, firmware, Software, 
or in combinations of them. The invention can be imple 
mented as a computer program product, i.e., a computer pro 
gram tangibly embodied in an information carrier, e.g., in a 
machine readable storage device or in a propagated signal, for 
execution by, or to control the operation of data processing 
apparatus, e.g., a programmable processor, a computer, or 
multiple computers. A computer program can be written in 
any form of programming language, including compiled or 
interpreted languages, and it can be deployed in any form, 
including as a stand alone program or as a module, compo 
nent, Subroutine, or other unit Suitable for use in a computing 
environment. A computer program can be deployed to be 
executed on one computer or on multiple computers at one 
site or distributed across multiple sites and interconnected by 
a communication network. 
0063 Method steps of the invention can be performed by 
one or more programmable processors executing a computer 
program to perform functions of the invention by operating 
on input data and generating output. Method steps can also be 
performed by, and apparatus of the invention can be imple 
mented as, special purpose logic circuitry, e.g., an FPGA 
(field programmable gate array) or an ASIC (application spe 
cific integrated circuit). 
0064 Processors suitable for the execution of a computer 
program include, by way of example, both general and special 
purpose microprocessors, and any one or more processors of 
any kind of digital computer. Generally, a processor will 
receive instructions and data from a read only memory or a 
random access memory or both. The essential elements of a 
computer are a processor for executing instructions and one 
or more memory devices for storing instructions and data. 
Generally, a computer will also include, or be operatively 
coupled to receive data from or transfer data to, or both, one 
or more mass storage devices for storing data, e.g., magnetic, 
magneto optical disks, or optical disks. Information carriers 
Suitable for embodying computer program instructions and 
data include all forms of non Volatile memory, including by 
way of example semiconductor memory devices, e.g., 
EPROM, EEPROM, and flash memory devices; magnetic 
disks, e.g., internal hard disks or removable disks; magneto 
optical disks; and CD ROM and DVD-ROM disks. The pro 
cessor and the memory can be Supplemented by, or incorpo 
rated in special purpose logic circuitry. 
0065 All references, including publications, patent appli 
cations, and patents, cited herein are hereby incorporated by 
reference to the same extent as if each reference were indi 
vidually and specifically indicated to be incorporated by ref 
erence and were set forth in its entirety herein. 
0066. The use of the terms “a” and “an and “the and 
similar references in the context of this disclosure (especially 
in the context of the following claims) are to be construed to 
cover both the singular and the plural, unless otherwise indi 
cated herein or clearly contradicted by context. All methods 
described herein can be performed in any suitable order 
unless otherwise indicated herein or otherwise clearly con 
tradicted by context. The use of any and all examples, or 
exemplary language (e.g., Such as, preferred, preferably) pro 
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vided herein, is intended merely to further illustrate the con 
tent of the disclosure and does not pose a limitation on the 
Scope of the claims. No language in the specification should 
be construed as indicating any non-claimed element as essen 
tial to the practice of the present disclosure. 
0067. Multiple embodiments are described herein, includ 
ing the best mode known to the inventors for practicing the 
claimed invention. Of these, variations of the disclosed 
embodiments will become apparent to those of ordinary skill 
in the art upon reading the foregoing disclosure. The inven 
tors expect skilled artisans to employ such variations as 
appropriate (e.g., altering or combining features or embodi 
ments), and the inventors intend for the invention to be prac 
ticed otherwise than as specifically described herein. 
0068 Accordingly, this invention includes all modifica 
tions and equivalents of the Subject matter recited in the 
claims appended hereto as permitted by applicable law. 
Moreover, any combination of the above described elements 
in all possible variations thereof is encompassed by the inven 
tion unless otherwise indicated herein or otherwise clearly 
contradicted by context. 
0069. The use of individual numerical values are stated as 
approximations as though the values were preceded by the 
word “about or “approximately.” Similarly, the numerical 
values in the various ranges specified in this application, 
unless expressly indicated otherwise, are stated as approxi 
mations as though the minimum and maximum values within 
the stated ranges were both preceded by the word “about' or 
“approximately. In this manner, variations above and below 
the stated ranges can be used to achieve Substantially the same 
results as values within the ranges. As used herein, the terms 
“about' and “approximately' when referring to a numerical 
value shall have their plain and ordinary meanings to a person 
of ordinary skill in the art to which the disclosed subject 
matter is most closely related or the art relevant to the range or 
element at issue. The amount of broadening from the strict 
numerical boundary depends upon many factors. For 
example, Some of the factors which may be considered 
include the criticality of the element and/or the effect a given 
amount of variation will have on the performance of the 
claimed Subject matter, as well as other considerations known 
to those of skill in the art. As used herein, the use of differing 
amounts of significant digits for different numerical values is 
not meant to limit how the use of the words “about' or 
“approximately” will serve to broaden a particular numerical 
value or range. Thus, as a general matter, 'about' or “approxi 
mately' broaden the numerical value. Also, the disclosure of 
ranges is intended as a continuous range including every 
value between the minimum and maximum values plus the 
broadening of the range afforded by the use of the term 
“about' or “approximately.” Thus, recitation of ranges of 
values herein are merely intended to serve as a shorthand 
methodofreferring individually to each separate value falling 
within the range, unless otherwise indicated herein, and each 
separate value is incorporated into the specification as if it 
were individually recited herein. 
0070. It is to be understood that any ranges, ratios and 
ranges of ratios that can beformed by, or derived from, any of 
the data disclosed herein represent further embodiments of 
the present disclosure and are included as part of the disclo 
sure as though they were explicitly set forth. This includes 
ranges that can be formed that do or do not include a finite 
upper and/or lower boundary. Accordingly, a person of ordi 
nary skill in the art most closely related to a particular range, 
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ratio or range of ratios will appreciate that Such values are 
unambiguously derivable from the data presented herein. 
We claim: 
1. A method for implementing a share issuance program for 

quantifying and transferring non-economic risk between a 
first party and a second party, said method comprising: 

receiving data representing an asset belonging to the first 
party, wherein the data includes a market value of the 
asset and principal payments of the asset; 

receiving a redemption date for the program; 
generating an economic value of the asset based on the data 

representing the asset; 
calculating a protected value for the asset based on the 

economic value; 
calculating a share value based on the market value and the 

protected value of the asset, wherein the first party issues 
shares under the program whose principal repayment 
upon redemption is contingent on aggregate principal 
payments (APP) of the asset, and where the second party 
agrees under the program to purchase the shares for the 
share value; 

determining the APP of the asset as of the redemption date: 
and 

calculating a share redemption value based on the APP, the 
share value, and the protected value, such that when the 
APP exceeds the protected value the share redemption 
value is equal to the share value, and when the APP is 
less than the protected value the share redemption value 
is reduced by the amount that the APP is less than the 
protected value up to an amount equal to the share value; 
and 

indicating the share redemption value; 
wherein at least one of the steps of generating the economic 

value, calculating the protected value; calculating the 
share value; determining the APP, and calculating the 
share redemption value is performed by a computer. 

2. The method of claim 1 wherein calculating an economic 
value of the asset comprises: 

performing a risk analysis based on the data representing 
the asset; and 

determining the net present value of expected future prin 
cipal payments according to the risk analysis. 

3. The method of claim 1 wherein the second party is 
entitled under the program to receive a portion of any APP 
that exceeds the protected value (“profit participation'), and 
wherein the method further comprises the steps of: 

calculating any profit participation due under the program; 
and 

indicating the amount of profit participation due under the 
program. 

4. The method of claim 1 wherein the data representing the 
asset further includes a maturity date of the asset, and wherein 
the redemption date for the program is the maturity date of the 
aSSet. 

5. The method of claim 1 further comprising the step of 
calculating a share dividend value having a base component 
based on a major interest rate index, wherein the first party 
agrees under the program to periodically pay the second party 
the share dividend value. 

6. The method of claim 5 wherein the share dividend value 
also has a bonus component that is a based on a risk assess 
ment of the asset. 

7. The method of claim 1 further comprising the step of 
determining a redemption premium for the early redemption 
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of shares, wherein the first party is permitted under the pro 
gram to redeem all or part of the shares prior to the redemp 
tion date by paying the second party the redemption premium. 

8. A computer-readable medium for implementing a share 
issuance program for quantifying and transferring non-eco 
nomic risk between a first party and a second party, the 
computer-readable medium bearing a computer program 
containing instructions which, when implemented by a com 
puter, cause the computer to execute the steps of 

receiving data representing an asset belonging to the first 
party, wherein the data includes a market value of the 
asset and principal payments of the asset; 

receiving a redemption date for the share issuance pro 
gram, 

generating an economic value of the asset based on the data 
representing the asset; 

calculating a protected value for the asset based on the 
economic value; 

calculating a share value based on the market value and the 
protected value of the asset, wherein the first party issues 
shares under the share issuance program whose princi 
pal repayment upon redemption is contingent on aggre 
gate principal payments (APP) of the asset, and where 
the second party agrees under the share issuance pro 
gram to purchase the shares for the share value; 

determining the APP of the asset as of the redemption date: 
and 

calculating a share redemption value based on the APP, the 
share value, and the protected value, such that when the 
APP exceeds the protected value the share redemption 
value is equal to the share value, and when the APP is 
less than the protected value the share redemption value 
is reduced by the amount that the APP is less than the 
protected value up to an amount equal to the share value; 
and 

displaying the share redemption value. 
9. The computer-readable medium of claim 8 wherein cal 

culating an economic value of the asset comprises: 
performing a risk analysis based on the data representing 

the asset; and 
determining the net present value of expected future prin 

cipal payments according to the risk analysis. 
10. The computer-readable medium of claim 8 wherein the 

second party is entitled under the program to receive a portion 
of any APP that exceeds the protected value (“profit partici 
pation'), and wherein the computer program further contains 
instructions for: 

calculating any profit participation due under the share 
issuance program; and 

displaying the amount of profit participation due under the 
share issuance program. 

11. The computer-readable medium of claim 8 wherein the 
data representing the asset further includes a maturity date of 
the asset, and wherein the redemption date for the share 
issuance program is the maturity date of the asset. 

12. The computer-readable medium of claim 8 wherein the 
computer program further contains instructions for calculat 
ing a share dividend value having a base component based on 
a major interest rate index, wherein the first party agrees 
under the share issuance program to periodically pay the 
second party the share dividend value. 

13. The computer-readable medium of claim 12 wherein 
the share dividend value also has a bonus component that is 
based on a risk assessment of the asset. 
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14. The computer-readable medium of claim 8 wherein the 
computer program further contains instructions for determin 
ing a redemption premium for the early redemption of shares, 
wherein the first party is permitted under the share issuance 
program to redeem all or part of the shares prior to the 
redemption date by paying the second party the redemption 
premium. 

15. An apparatus for executing a share issuance program 
for quantifying and implementing the transfer of non-eco 
nomic risk between a first party and a second party compris 
ing: 

a processor; 
a display; 
a memory coupled to the processor and containing instruc 

tions executable by the processor which, when imple 
mented by the processor, cause the processor to execute 
the steps of: 
receiving data representinganasset belonging to the first 

party, wherein the data includes a market value of the 
asset and principal payments of the asset; 

receiving a redemption date for the program; 
generating an economic value of the asset based on the 

data representing the asset; 
calculating a protected value for the asset based on the 

economic value; 
calculating a share value based on the market value and 

the protected value of the asset, wherein the first party 
issues shares under the program whose principal 
repayment upon redemption is contingent on aggre 
gate principal payments (APP) of the asset, and where 
the second party agrees under the program to pur 
chase the shares for the share value; 

determining the APP of the asset as of the redemption 
date; and 

calculating a share redemption value based on the APP, 
the share value, and the protected value. Such that 
when the APP exceeds the protected value the share 
redemption value is equal to the share value, and when 
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the APP is less than the protected value the share 
redemption value is reduced by the amount that the 
APP is less than the protected value up to an amount 
equal to the share value; and 

displaying the share redemption value on the display. 
16. The apparatus of claim 15 wherein calculating an eco 

nomic value of the asset comprises: 
performing a risk analysis based on the data representing 

the asset; and 
determining the net present value of expected future prin 

cipal payments according to the risk analysis. 
17. The apparatus of claim 15 wherein the second party is 

entitled under the program to receive a portion of any APP 
that exceeds the protected value (“profit participation'), and 
wherein the memory further contains instructions for: 

calculating any profit participation due under the program; 
and 

indicating the amount of profit participation due under the 
program. 

18. The apparatus of claim 15 wherein the data represent 
ing the asset further includes a maturity date of the asset, and 
wherein the redemption date for the program is the maturity 
date of the asset. 

19. The apparatus of claim 15 wherein the memory further 
contains instructions for calculating a share dividend value 
having a base component based on a majorinterest rate index, 
wherein the first party agrees under the program to periodi 
cally pay the second party the share dividend value. 

20. The apparatus of claim 19 wherein the share dividend 
value also has a bonus component that is based on a risk 
assessment of the asset. 

21. The apparatus of claim 15 wherein the memory further 
contains instructions for determining a redemption premium 
for the early redemption of shares, wherein the first party is 
permitted under the program to redeem all or part of the 
shares prior to the redemption date by paying the second party 
the redemption premium. 

c c c c c 


