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Fig. 2 
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BIDDER SYSTEMUSING MULTIPLE COMPUTERS 
COMMUNICATING DATA TO CARRY OUT 
SELLING FIXED INCOME INSTRUMENTS 

I. CLAIM OF PRIORITY 

0001. This is a continuation of U.S. patent application Ser. 
No. 10/015,258, filed Dec. 11, 2001, and U.S. patent appli 
cation Ser. No. 09/785,254, filed Feb. 16, 2001, and Ser. No. 
08/134,451, filed Aug. 14, 1998, and issuing as U.S. Pat. No. 
6,192,347, and U.S. patent application Ser. No. 09/134,453, 
filed Aug. 14, 1998, each of which is a continuation-in-part of 
U.S. patent application Ser. No. 08/181,632, filed Jan. 12, 
1994, issued as U.S. Pat. No. 5,802,501, which is a continu 
ation-in-part of Ser. No. 07/967,644, filed on Oct. 28, 1992, 
now abandoned, all of which are incorporated by reference 
herein. 

II. TECHNICAL FIELD 

0002 This invention concerns a digital, electrical com 
puter and a data processing system, and methods involving 
the same, applied to the financial fields of securities, real 
estate, and taxation. More particularly, this invention relates 
to a computer system for Supporting a financial innovation 
involving the securitization of property by its decomposition 
into at least two components. One component can be an estate 
for years component and a second component can be a 
remainder interest. The computer system computes the 
respective values and investment characteristics of the com 
ponents, and produces documentation thereof, to facilitate 
financial transactions involving the separate components. 

III. BACKGROUND OF THE INVENTION 

0003) A. Description of the Prior Art 
0004. During the last recession, a far greater number of 
businesses failed than would normally have been expected. 
Bankruptcies, financial defaults, and foreclosures on property 
also increased, and bad real estate loans caused an atypically 
large number of lenders to collapse. If there were obvious 
ways to increase investment return under conditions of eco 
nomic stress, most likely those ways would have been uncov 
ered long ago. 
0005 Consider real estate, for example. Commercial real 
estate market activity was at or near a standstill for several 
years around the start of this decade, beginning in the last 
recession and continuing for more than a year past the end of 
the recession. Although excess development of commercial 
space received great attention in the financial press, there was 
also a drastic reduction in capital for real estate equity invest 
ment and finance. 

0006 Real Estate equity capital declined as pension funds 
reduced or ended commitments of new equity capital to real 
estate capital markets. Capital for real estate finance declined 
correspondingly as savings and loan institutions withdrew 
from commercial real estate lending. Of even greater signifi 
cance, real estate lending practices of insurance companies 
and commercial banks came under greater regulatory Scru 
tiny in response to increased loan defaults in the early 1990s, 
which led to a tightening of standards for real estate loans and 
a reduction in flexibility on loan terms. 
0007 Property values fell, and investors were uncertain of 
how far values had fallen because so few sales of commercial 
property were occurring. 
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0008. The problem was not a lack of potential investors. 
Although the pension funds had withdrawn from the markets, 
the core group of real estate developers and professionals 
involved in the markets before the pension funds entered were 
still committed to the real estate business and were still will 
ing to commit capital to acquire and control real estate for 
business investment purposes. 
0009 Nor was the problem a lack of potential financing. 
Despite Some withdrawal by savings and loan institutions, 
insurance companies were still available to provide financing 
for sound commercial real estate developments. However, 
there were at least two key constraints on loan commitments 
by insurance companies that had the practical effect of 
restricting the amount of available financing. 
0010. One key constraint was the emergence of a more 
strict regulatory environment that restricted the maturities of 
most loans that insurance companies were willing to make to 
no more than ten (10) years. This conflicted with the dictates 
of tax considerations for taxable investors, which Suggested 
that the terms of loans should beat least fifteen (15) years, and 
preferably twenty (20) years or more. 
0011. A second key constraint was that, due to high 
nationwide vacancy rates in commercial properties, insur 
ance companies were making real estate loans primarily on 
property that was almost fully leased to tenants that were 
unlikely to default on their leases. Thus, credit ratings of the 
tenants were a prime consideration in deciding whether loans 
should be made. 

0012. In fact, insurance companies usually viewed real 
estate loans as financings of existing tenant leases. Accord 
ingly, lenders usually insisted that property owners assign the 
rent payments to the lenders to provide additional assurance 
that loan payments would be made, and lenders also insisted 
that the rent assignments totally amortize the loans. (The 
primary reason that most offered mortgages were for no more 
than ten years was that, in the high-vacancy rental environ 
ment existing at that time, most leases ran for no more than ten 
years.) Furthermore, the lenders could frequently have 
viewed their legal claims on the tenants rental payments as 
perhaps more important than their claims on the property, 
because in a market with excess space, a claim on vacant 
space was not particularly valuable. 
0013 In other words, during this period of excess rental 
capacity, financing necessary to Sustain the level of liquidity 
historically experienced by the real estate markets was not 
available from financial institutions on acceptable terms and 
conditions. 

0014. The result was market “gridlock” and a dearth of 
real estate transactions until the current economic expansion 
led to a nationwide increase in demand for rental space and a 
corresponding decrease in vacancy rates. 
0015 Similar troubles have been features of the real estate 
market at low points in the real estate cycle at various times in 
the history of the market. Despite great economic pressure to 
improve the situation, a more efficient technology for real 
estate finance in an economic environment of excess rental 
capacity and weak economic activity has not surfaced. 

IV. SUMMARY OF THE INVENTION 

0016. In response to the above, a new financial product has 
been developed based on the concept that property value 
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consists of separately valuable property rights that can be 
worth more when sold separately. In a manner of speaking, 
the whole can be less than the sum of its parts. 
0017 With the development of a new financial product, a 
need has arisen for new machines and processes to use in 
bringing the product to market and Sustaining it. These 
machines and processes are the Subject of the present inven 
tion. 

0018 A. Real and Personal Property 
0019. As an example, in the case of property that is cus 
tomarily leased by corporations, leased and unleased prop 
erty have different investment characteristics. Ownership of 
leased property is a fixed-income asset with investment char 
acteristics that depend upon lease covenants, the market for 
corporate debt, and the lessees credit ratings. By contrast, 
ownership of unleased property is a speculative asset having 
investment characteristics that depend on the spot rental mar 
ket for that type of property. Thus it is possible to split own 
ership of this type of property into at least two components, at 
least one of which is a fixed-income asset. 

0020 Consider real estate, for example, which can be 
divided into an estate for years and a remainder interest. 
Lenders can purchase the estate for years outright instead of 
writing a commercial mortgage on the whole property. Alter 
natively, a special purpose entity can be established to pur 
chase the estate for years, and the lenders can purchase own 
ership or equity interests in the entity. Similarly, the other 
component—the remainder interest—can be purchased by 
real estate investors (or, again, the remainder interest can be 
purchased by a special purpose entity in which the real estate 
investors purchase equity or ownership interests) in lieu of the 
standard investment approach, in which the investor would 
purchase all rights to the property using some funds from a 
commercial loan. Examples of Such special purpose entities 
include, but are not limited to, trusts, limited partnerships, and 
limited liability companies. The term of the estate for years 
can be determined by the parameters that describe the prop 
erty, in particular by the remaining lengths of the terms of the 
existing leases. 
0021 For purposes of this summary of the invention, in 
those cases in which a special purpose entity is created to hold 
a component, for example, such as the estate for years or 
remainder interest, an equity interest in the component is 
intended to refer to an equity interest in the special purpose 
entity. 

0022. If the property is fully leased (or is almost fully 
leased), and the leases will not expire until after the estate for 
years has expired, then the estate for years has the investment 
characteristics of a fixed-income asset rather than of property. 
Under these circumstances, at least for real estate, insurance 
companies are allowed by regulators to treat the estate for 
years as a fixed-income investment, and to compute its value 
accordingly. In other words, the insurance companies value 
the estate for years based on cash flow characteristics of the 
leases and credit ratings of the tenants, and not based on the 
value of real estate or the risk in the real estate markets. 

0023. Due to an interplay of values for the property com 
ponents and the needs of respective purchasers, including tax 
needs, it is frequently possible to sell the components of the 
property separately for more than the price that the property 
as a whole would command. 
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0024. From the perspective of an investor who acquires the 
remainder interest, a purchaser of the estate for years has 
accepted an assignment of the lease payments for the term of 
the estate for years in return for financing the acquisition of 
the property by the remainder interest purchaser. From this 
perspective, the amount of financing provided is equal to the 
purchase price of the estate for years, the lease payments 
during the estate for years term completely amortize the 
financing, and the length of the financing term equals the term 
of the estate for years. 

0025. Unlike traditional mortgage finance, shorter financ 
ing terms (less than fifteen years) are not a problem under this 
structure for the remainder interest investor, because: (1) 
during the estate for years term, the investor does not incur 
any tax liabilities; and (2) taking possession of the property 
upon expiration of the estate for years is not a taxable event 
for the investor. In other words, the investor does not have any 
tax liability until there is an obligation to pay taxes on rent 
payments received after taking possession of the property at 
the expiration of the estate for years, and those rental pay 
ments provide the cash to meet the taxes due on those pay 
ments. Therefore, the estate for years term is irrelevant to the 
remainder interest investor, except insofar as the term deter 
mines the amount of financing the estate for years purchaser 
provides (the longer the estate for years term, the greater the 
amount of financing). In addition, upon expiration of the 
estate for years, the remainder interest investor owns the 
property outright (i.e., without any debt). 

0026. From the perspective of a financier, this financing 
product has no claim on the property investor (i.e., the 
remainder interest investor), but the strongest possible direct 
claim on the tenants, because the financier is the owner of 
record during the estate for years term. In other words, this 
financing product is more efficient than a commercial mort 
gage at matching the legal recourse claims in event of default 
with the asset that is actually being financed: tenant promises 
to pay future rent. The estate for years term can be as long as 
the existing leases are committed to run—typically ten years 
or less, although sometimes longer in the case of property that 
is fully leased for long terms. However, investor preferences 
may dictate an estate for years term that is significantly 
shorter than the longest lease term, and technical consider 
ations may suggest an estate for years term that is slightly 
longer than the longest lease term. 

0027. In addition, ownership can be structured so that the 
transaction creates the estate for years and the remainder 
interest, in order to create the most favorable tax conse 
quences for the financier and the property investor. 
0028. It is frequently the case that special purpose entities 
with one or more limited liability equity interests created to 
hold one or more components can enhance the value of equity 
interest(s) in the components. An opportunity for value 
enhancement can arise because direct ownership of an equity 
interest in tangible property can expose the owner to poten 
tially unlimited legal liability as a result of events involving 
the property, whereas component ownership via an equity 
interest in the entity is a limited liability equity interest in the 
component. In other words, a special purpose entity with one 
or more limited liability equity interests can transform one or 
more components of a property into limited liability compo 
nents, i.e., components with one or more limited liability 
equity interests. Thus market-based component valuation, in 
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the case in which a component is held by an entity, involves 
both valuation of the investment characteristics of a compo 
nent and the effect of the entity on the investment character 
istics of the component. 

0029. Any additional tax liability created by existence of a 
special purpose entity that contains one or more components 
of a property detracts from the investment returns that flow 
from the property to investors in the components, resulting in 
a reduction in the market values of the relevant components. 
The loss of value is most significant in the case of United 
States federal tax liabilities, since United States federal tax 
rates are usually higher than corresponding state and local 
taxes. Thus an appropriate entity for purposes of holding 
estate for years and remainder interests is an entity that does 
not incur additional tax liabilities, at least at the United States 
federal tax level. A pass-through entity for United States 
federal tax purposes is an example of Such an entity. An 
example of Such a pass-through entity is a grantor trust. 

0030 Since an entity that holds one or more component 
interests in a property is not expected to retain significant 
amounts of income, another appropriate type of entity is an 
entity that is allowed a United States federal tax deduction for 
distributions to holders of equity interests in the entity. 

0031. In cases in which an entity holds one or more com 
ponents of a property, the entity can be used to modify invest 
ment characteristics of the components without modifying 
underlying leases on the property. For example, put or call 
options on some equity interests in the entity can be inserted 
into the organizational document of the entity. In the case of 
fixed-income components, these can be used to add features 
that are sometimes found in United States government bonds 
and corporate bonds without approaching lessees to renego 
tiate the leases. 

0032. It is not necessary for a component to be purchased 
in its entirety by one investor. A component can be divided 
into shares so that investors can purchase fractional interests 
in the component. In those cases in which there is a special 
purpose entity for the component, fractional interests in the 
component can be created by dividing the equity interest in 
the entity into shares with equal equity participation rights. 
This accords prospective investors the investment option of 
purchasing fractional interests in the component simply by 
purchasing fewer than the entire number of shares in the 
equity interest. 

0033 More generally, multiple classes of shares with vari 
ous equity participation rights in the entity can be created, 
according investors the investment option of purchasing more 
general types of equity interests in the component. 

0034) More particularly, an investor can purchase an 
equity interest in a component that is less than the entire 
equity interest in the component. In the case wherein the 
entire equity interest in the component is divided into frac 
tional interests, each fractional interest is valued by multiply 
ing the valuation of the component by the fraction represented 
by the fractional interest. In the case wherein the entire equity 
interest in the component is divided into more general types 
of equity interests, the equity interests may be valued by more 
general market-based techniques, such as by regarding an 
individual equity interest as a separate temporal component if 
the investment characteristics of the equity interest are those 
of a temporal component and valuing each Such interest by 
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the methodology introduced herein for valuing components. 
If one of these equity interests is then further subdivided into 
fractional subinterests, then each fractional subinterest is val 
ued by multiplying the valuation of the entire equity interest 
by the fraction represented by the fractional subinterest. 
0035 An example of more general equity interests in 
remainder components occurs in cases in which insurance is 
available to protect remainder component investors against 
the risk of a decline in property value below some specified 
value at some specified future time or time interval close to 
the expiration date of the estate for years term. Such insur 
ance, known as residual value insurance, implies that the 
minimum possible return over the estate for years term for 
remaindercomponent investors is greater than -100% so long 
as the insurer remains solvent, and that the value of the mini 
mum possible investment return for the remainder component 
over the estate for years term is equal to the return value that 
will transform the remainder component purchase price into 
the insured minimum future property value. The existence of 
residual value insurance implies that the remainder compo 
nent can in turn be decomposed into at least two types of 
equity interests, including a preferred equity interest that 
receives most or all of the protection of the residual value 
insurance and a residual equity interest that receives little or 
none of the protection of the residual value insurance. 
0036) The preferred equity interest may be viewed for 
investment purposes as a Zero-coupon fixed-income asset, 
possibly with a bonus feature of an equity participation on the 
upside, with a bond term approximately equal to the estate for 
years term and a credit rating equal to the credit rating of the 
insurer. Accordingly, the preferred equity interest will be of 
interest primarily to fixed-income investors and the residual 
equity interest will be of interest primarily to equity investors. 
Such preferred/residual decompositions of remainder inter 
ests carve additional fixed-income assets out of property that 
are essentially independent of the fixed-income assets repre 
sented by the estate for years components. 
0037. In cases in which there is an entity for a component, 
the purchase by investors of less-than-entire interests in the 
component may be facilitated by the division of the equity 
interest in the entity into one more classes of shares. If there 
is a single class of shares in the entity, then a purchase of 
shares in the entity is equivalent to the purchase of a fractional 
economic interest in the component. 
0038 Although it is expected that entities associated with 
components will be special purpose entities established to 
facilitate specific transactions, more general entities not 
designed for specific transactions may be appropriate in some 
circumstances. For example, this could occur in order to avoid 
duplicative costs associated with creating multiple separate 
entities in situations wherein multiple equity interests with 
the appropriate investment characteristics can be created with 
fewer entities. 

0039. As in the case of special purpose entities with lim 
ited liability components, a more general entity for a compo 
nent can affect both the extent of liability exposure on the part 
of investors in that component and also the degree of control 
investors in that component and possibly also investors in 
other components of the property as well have over the prop 
erty in event of lessee default during the estate for years term. 
Thus market-based component valuation in the case wherein 
any component is held by an entity involves valuation of the 



US 2008/0235120 A2 

investment characteristics of the component, including any 
effect of any entity on the investment characteristics of the 
component. So for example, a component that is a lease or 
leases packaged in an entity (e.g., a limited liability compo 
nent) can have a different valuation than a naked lease or 
leases—more particularly, this is likely to be the case if more 
than one of the components is a limited liability component. 

0040. There can also be cases in which there is an entity for 
an equity interest in a component, which can be either in lieu 
of or in addition to an entity for the entire component. For 
example, in the case of publicly traded equity interests in a 
component, nominal ownership of the equity interest could be 
held by an investor's brokerage firm, or the equity interest 
could be in the form of depository receipts for shares in a 
component such as American Depository Receipts for shares 
whose registered ownership resides offshore, with no mate 
rial impact from an investor's perspective on the investment 
characteristics of the equity interest. More generally, in cases 
in which an entity for an equity interest has no material effect 
on investment return, risk, or liquidity characteristics of the 
equity interest, and no material effect on the degree of inves 
torcontrol potentially available to an investor, the existence of 
the entity will have no effect on valuation of the equity inter 
eSt. 

0041. In this way, there can be a concatenated sequence of 
entities for an equity interest. Such a functional sequence can 
be regarded for investment analysis and descriptive purposes 
as a single entity. 

0042. The effect of such a concatenated sequence on valu 
ation of a component can be analyzed by Successively valuing 
the impact of each entity in the sequence, starting with the 
entity that is legally closest to the property and working 
Successively towards the entity that is legally closest to the 
investor. 

0043. In the case of real estate, the purchase price of the 
estate for years component alone, or a material interest 
therein, will almost never be large enough to cover the sale 
price of the property and the cost of component separation. 
This implies that a market-based valuation and sale of the 
remainder component, or a material interest therein, is an 
essential factor in the implementation of component separa 
tion. In the case of tangible personal property, the purchase 
price of the estate for years component also will almost never 
be large enough to cover the sale price of the property and the 
cost of component separation, except in those cases wherein 
the property can reasonably be expected to reach the end of its 
useful economic life during the estate for years term. 
0044 B. Tax-Exempt Finance 
0045 Separating property into at least two components 
along a time dimension (e.g., into an estate for years and a 
remainder interest) can also be used to enhance the invest 
ment value of tax-exempt securities such as tax-exempt gen 
eral obligation bonds, tax-exempt industrial revenue bonds, 
and tax-exempt leases. This separation can be applied either 
to individual securities or to pools of tax-exempt securities. 
Value enhancement can be achieved in two ways: (1) cash 
flow streams from the components can appeal to investors 
who would not be interested in the entire cash flow stream of 
the original asset, and (2) the combined tax shelter benefits 
that accompany the components can be greater than the tax 
shelter benefits associated with the original asset. Both effects 
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are significant, though in some situations, the tax effect will 
be the more dramatic of the two. 

0046. Unlike the example of taxable leased property dis 
cussed above, for the tax-exempt property example, both 
components can be viewed as fixed-income securities. One 
would expect that these fixed-income securities would be 
valued by investors in the marketplace by comparison with 
other fixed-income securities. 

0047 For tax-exempt securities, to effect a successful 
change in cash flow benefits from splitting the property or 
asset into components, one can proceed indirectly in separat 
ing the asset into components. Rather than directly separating 
ownership of the tax-exempt security itself, it is better to 
create an entity to hold the tax-exempt security, and then to 
separate one or more of the equity interests in the entity along 
the time dimension into estate for years and remainder com 
ponents. 

0048. From a legal perspective, creating tax-exempt com 
ponents can be accomplished within the framework of agen 
eral or special purpose entity, examples of which include 
general and limited partnerships and mutual funds. However, 
to create limited-liability components, smooth the cash flow 
streams, and avoid an imposition of unusual bookkeeping 
requirements on fixed-income investors, an entity with one or 
more limited liability equity interests is the preferred format, 
with some limited liability equity interests as the assets that 
are subject to component separation. To enhance marketabil 
ity of the components, and to facilitate investor valuation of 
the components by comparison with alternative fixed-income 
investments available in the marketplace, the entity may alter 
the frequency of cash flows to holders of equity interests from 
schedules of the original assets (e.g., the original assets could 
generate monthly cash flows, and the components could gen 
erate semiannual cash flows). 
0049. In general, component separation will produce two 
effects: (1) the estate for years components will generate 
more tax deductions than are necessary to shelter the cash 
flows of this component from taxes; and (2) the remainder 
interest component will generate fewer tax deductions than 
are necessary to shelter the cash flows of this component from 
taxes (the tax obligations associated with the remainder com 
ponent will still be lower than those associated with a con 
ventional taxable fixed-income security). It is also possible 
that, in some situations, purchasers of taxable securities may 
view remainder interests as taxable securities and value those 
interests more highly than investors in tax-exempt securities. 
0050. The same component separation technology can be 
applied to separate the following fixed-income assets along 
the time dimension into components: a taxable fixed-income 
security, a portfolio of taxable fixed-income securities, a port 
folio of taxable and tax-exempt fixed-income securities. 
More generally, the same component separation technology 
can be applied to any asset or portfolio of assets that is either 
ratable as if it were a fixed-income security (possibly of 
investment grade), where the term “ratable” refers in general 
to fixed-income ratings assigned by widely recognized 
investment rating agencies Such as Standard and Poor's and 
Moody's Investors Service, or classifiable for regulatory pur 
poses as a fixed-income security (possibly of investment 
grade) by a major regulatory agency for financial institutions 
or institutional investors, e.g., National Association of Insur 
ance Commissioners (NAIC) investment classifications 
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assigned by the NAIC Securities Valuation Office or the 
offices of individual state insurance commissioners. How 
ever, in general the maximum incremental tax benefits that 
can be generated are Smaller than in the case of tax-exempt 
fixed-income securities. 

0051. The combined investment value of the tax deduc 
tions generated by the various components may be greater 
than, equal to, or lower than the tax deductions associated 
with the original tax-exempt or taxable asset (s). Since creat 
ing an entity to hold the original securities requires a diver 
sion of a portion of the asset cash flow stream to pay admin 
istrative expenses associated with maintenance of the entity, 
component separation of securities is likely to be of interest 
only when the combined value of tax deductions generated by 
the components exceeds tax deductions associated with the 
original asset (s). 

0.052 In general, determining a schedule of economic 
benefits associated with various equity interests in the entity, 
valuing the tax deductions associated with the components, 
and pricing of the components as fixed-income securities, are 
computation-intensive procedures. 

0053 C. Automated Support 

0054) To efficiently offer the above-described financial 
products, it would be best to use automated means to do 
computing and data processing, i.e., machine, manufacture, 
and process applied to Supporting the proper structuring and 
pricing of the components. Efficiency also dictates a need to 
use automated means to incorporate the computational output 
in generating financial documents associated with a separated 
purchase transaction. 

0.055 Therefore, the invention has an object providing a 
machine, manufacture, and process for providing applied to 
financial analytical data automation, including pricing data, 
for the decomposition of property. 

0056. A further object of the invention is to provide the 
same applied to Supporting a new financing product that is 
based on providing financing of preferably fifteen years or 
less, while also allowing taxable investors to avoid tax prob 
lems encountered with typical mortgage financing. 

0057 Another object of the invention is to provide the 
same applied to calculating financial particulars of the prop 
erty based on the concept that the Source of property value is 
property rights that can be split and separately valued. 

0.058 Another object of the invention is to provide the 
same applied to using the financial particulars in efficiently 
tailoring financial documents to Support transactions involv 
ing property components. 

0059 Another object of the present invention is to provide 
the same applied to real estate as the property. 

0060 Still another object of the invention is to provide the 
same applied to Supporting the decomposition of real estate 
into an estate for years and a remainder interest, particularly 
for computing the price, including tax, of these components. 

0061 Still another object of the invention is to provide the 
same to computing the after-tax yield for the estate for years 
and the equivalent pretax yield that would be required to 
obtain the same after-tax return from a bond. 
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0062 Yet another object of the present invention is to 
provide the same applied to equity interests in entities that 
hold tax-exempt securities or pools of tax-exempt securities 
as the property. 

0063 Yet another object of the invention is to provide the 
same applied to Supporting the decomposition of equity inter 
ests in entities that hold tax-exempt securities or pools of 
tax-exempt securities into estate for years and remainder 
interests, particularly for computing the price, including tax, 
of these components. 

0064. Still another object of the invention is to provide the 
same applied to analyzing the returns offered based oncertain 
assumptions to inform potential investors of the range of 
outcomes as they relate to certain inputs. 

0065. Still another object of the invention is to provide the 
same applied to generating data so that comparisons can be 
made to alternative investment opportunities. 

0066. These and other objects are addressed by a digital 
computer having a logic means for controlling electrical sig 
nal processing and modification. The logic means can be 
completely hard wired or it can be programmable so that one 
or more computer programs can run on the digital computer. 
Preferably an embodiment includes a computer program run 
ning on a programmable digital computer system to provide 
financial analytical data concerning decomposed property. 
The computer system is connected to receive information 
representing a description of the characteristics of the prop 
erty from a data input means, such as a keyboard. The com 
puter system also outputs computed data and documentation 
to an output means and saves the output financial analysis to 
a memory system. The computer system also has a second 
means for automatically controlling the digital computer to 
produce financial documents from the financial analysis and 
model documents stored in the memory system. 

0067. The computer system uses as input data information 
obtained from a variety of sources, including The Wall Street 
Journal tabulation of daily Treasury bond interestrates, insur 
ance company weekly publications that list private placement 
debt risk premia, the property offering documents, and the 
property lease documents. For applications to tax-exempt 
finance, the computer system also uses tax-exempt bond 
finance interest rates tabulated and published daily by such 
Sources as Telerate Systems. 

0068. With this information, it is possible to compute the 
following: (1) the optimal choice of the estate for years term 
to maximize profitability of the components; (2) whether risk 
characteristics of either component are appropriate for inclu 
sion in a prospective investor's portfolio; and if so, (3) 
whether an expected return justifies the system-determined 
purchase price. 

V. BRIEF DESCRIPTION OF THE DRAWINGS 
AND SPECIMIENS 

0069. The aforementioned and other objects and features 
of this invention and the manner of attaining them will 
become apparent, and the invention itself will be best under 
stood, by references to the following description of the inven 
tion in conjunction with accompanying figures and speci 
CS. 
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A. FIGURES 

0070 FIG. 1 is a graphic representation of a separated 
purchase transaction in accordance with the present inven 
tion. 

0071 FIG. 2 is a diagram representing the electrical com 
puter system and its input and output in accordance with the 
present invention. 
0072 FIG. 3 is a flow chart showing the logic of a logic 
means for controlling the electrical computer system in accor 
dance with the present invention. 
0.073 FIGS. 4a-4e is a flow chart showing the data input, 
computational and other logic, and data output of the logic 
means for controlling the computer system in accordance 
with the present invention. 
0074 FIGS. 5a-5d is a flow chart showing the data input, 
computational and other logic, and data output of the logic 
means for controlling the computer system in accordance 
with the present invention as applied to tax-exempt property. 
0075 FIG. 6 is a graphic representation of interrelated 
computer systems, in accordance with the present invention. 

B. SPECIMIENS 

0.076 Specimen 1 (Screens 1-4) is a series of computer 
screens constructed by the computer system, in accordance 
with the present invention. 
0.077 Specimen 2 (Screens 1-4) is a series of four com 
puter Screens constructed by the computer system, for another 
embodiment in accordance with the present invention. 
0078 Specimen 3 is an example of a financial document 
for an estate for years real estate component constructed 
based on data in the data table and by means of the computer 
system, in accordance with the present invention. 
0079 Specimen 4 is an example of a financial document 
for a remainder real estate component constructed based on 
data in the data table and by means of the computer system, in 
accordance with the present invention. 
0080 Specimen 5 is an example of a financial document 
for securitization of a remainder real estate component con 
structed based on data in the data table and by means of the 
computer system, in accordance with the present invention. 
0081 Specimen 6 is an example of a financial document 
for securitization of a remainder real estate component con 
structed based on data in the data table and by means of the 
computer system, in accordance with the present invention. 

VI. DETAILED DESCRIPTION OFA 
PREFERRED EMBODIMENT OF THE 

INVENTION 

0082 A. Financial Innovation 
0.083 FIG. 1 illustrates the nature of the financial innova 
tion that gave rise to the need for the computer system and 
methods of the present invention. Rights to a Subject Property 
2 (any property whatsoever, but in a preferred embodiment, 
real estate) are leased to a Lessee 4, preferably an investment 
grade lessee, for a definite term, in exchange for rent. All 
rights to the Subject Property 2 and cash flow from rent 
money from the Subject Property 2 are conveyed to an inves 
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tor in an estate for years or to an entity with one or more 
limited liability equity interests, for example a trust, that 
holds title to the estate for years and that—absent any com 
peting claims—flows the rent money through to the investor. 
Financial Intermediary 6 separates the Subject Property 2 and 
cash flow of rent money into at least two components, using a 
computer system and methods of the present invention. The 
components are securitized into rights to an Estate For Years 
8 and a Remainder Interest 10. For example, property law 
provides mechanisms for the temporal decomposition of 
property. In the case of real estate, one mechanism is to create 
multiple deeds. For example, there can be a deed to a term 
interest in a property, and a separate deed to a remainder 
interest in the property. In nearly all states, both deeds repre 
sent real interests in the property. Similarly, in the case of 
tangible personal property there can be multiple titles, for 
example, a title to a term interest in a property and a separate 
title to a remainder interest in the property. The use of a 
financial intermediary facilitates the separation process but is 
not necessary in all cases. 
0084. The term of separation usually coincides with the 
remaining term on the existing tenant lease, and is almost 
never longer than the shortest remaining tenant lease term. 
The estate for years component can, therefore, be viewed as a 
fixed-income asset, but tax considerations may dictate 
whether the remainder component is viewed as a pure equity 
asset or as a mixture of pure equity and fixed-income. 
0085. When component separation takes place, Subject 
Property 2 is sold to the Financial Intermediary 6, and two 
trusts may be established to acquire actual titles to the respec 
tive components. For example, the estate for years can be a 
term of years interest. In the case of real estate as the property, 
one trust is issued a deed to the term of years interest by the 
property seller and the other trust is issued a deed to the 
remainder interest by the property seller. In the case of tan 
gible personal property as the property, one trust is issued a 
bill of sale for the term of years interest by the property seller 
and the other trust is issued a bill of sale for the remainder 
interest by the property seller. 
0086) Any existing property debt is retired at, or prior to, 
the time of acquisition. An obligation of any trustee of the 
trust for the Estate for Years 8 is to preserve title to the estate 
for years and to prevent any property encumbrances from 
being established during the separation term. 

0087. If there is an estate for years trust, it has a term 
beneficial interest, and if there is a remainder interest trust it 
has a remainder beneficial interest. The term beneficiary has 
all rights and obligations of estate for years ownership during 
the trust term except a right to encumber the property or 
petition a court to terminate or dissolve the estate for years/ 
remainder interest structure. A remainder beneficiary enjoys 
no rights or benefits until the term interest expires, and then 
enjoys all rights and benefits of the fee simple title. 

0088. In this case, the term beneficial interest becomes the 
(fixed-income) estate for years component, and the remainder 
beneficial interest becomes the remainder component. 
0089. The components are both viewed as personal prop 
erty for legal purposes. Ownership of either component can 
be transferred without affecting the legal status or investment 
characteristics of the Subject Property 2 or the other compo 
nent. Similarly, while legal judgments against the owner of 
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either component can create a lien against that component, 
Such judgments cannot create alien against the Subject Prop 
erty 2 or the other component. 
0090 For tax purposes (usually for United States tax pur 
poses), the holder of the estate for years component (or an 
equity interest therein) is usually entitled to amortize the 
acquisition cost (e.g., purchase price) of the estate for years 
component (or the acquisition cost of the equity interest 
therein) over the portion of the estate for years term remaining 
after acquisition of the estate for years component (or the 
equity interest therein). 
0.091 Alternatively, the estate for years holder may be 
entitled to both depreciation and amortization deductions. In 
this case however, the value of the deductions is interleaved, 
not additive. That is, although the combined deduction would 
be greater than the amortization deduction alone, the com 
bined deduction would be smaller than the sum of the amor 
tization and depreciation deductions. 

0092. As an additional alternative, in some cases in which 
there is a single entity for both the estate for years and remain 
der components, the estate for years holder may be entitled to 
cost recovery in the form of depreciation of the temporally 
decomposed property in lieu of amortization of the estate for 
years purchase price. These situations usually involve tan 
gible personal property and leases with terms that are longer 
than the statutory cost recovery period for that type of prop 
erty, in which cost recovery via depreciation is faster for the 
estate for years investor than cost recovery via amortization of 
the estate for years price over the lease term. 
0093. Whichever cost recovery deduction schedule is 
claimed by the estate for years holder, the tax treatment of the 
estate for years will be different from the treatment claimed 
by the holder of conventional taxable debt, because for tax 
purposes, the estate for years is an income-producing asset 
rather than a debt instrument. 

0094. If the estate for years component holder is a corpo 
rate investor, then the tax write-offs accruing from component 
separation are available to offset taxes on either passive or 
operating income. 
0.095 Separation is facilitated if the lease(s) is triple-net, 

i.e., during the trust term, the lease(s) obligates the tenant to 
the estate for years component holder for property manage 
ment and maintenance, payment of taxes, and property insur 
ance. Thus, absent a default by a tenant, the rights and obli 
gations of the estate for years component holder involve the 
right to receive scheduled net rental payments, while the 
benefits of property occupancy belong to the tenant. The only 
claim of the estate for years component holder on any prop 
erty asset is a contingent one, in event of a tenant default. 
0096. In a tenant default, the estate for years component 
holder has recourse against the tenant as prescribed by prop 
erty law and the lease covenants. This recourse against both 
tenant financial assets and the remaining portion of term 
property occupancy rights is the Subject of traditional prin 
ciples of property law. The availability of tax write-offs accru 
ing from component separation continues unaffected by a 
tenant default event. 

0097. The default risk associated with the estate for years 
is identical to the default risk associated with tenant general 
obligation debt. The expected value of the combined estate 
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for years default claims compares favorably with the claims 
available to the holders of tenant unsubordinated debentures. 

0098 Leased and unleased property have different invest 
ment characteristics. The nature of this difference can be 
illustrated by considering the extreme cases of two unlever 
aged general purpose single-tenant properties of similar size, 
location, and architecture, one perpetually leased on a triple 
net basis to an investment-grade tenant, the other momen 
tarily unleased. 
0099. In the case of the perpetually leased property, all 
future rental cashflows are determined. Absent tenant default, 
there will be no future rental negotiations. Thus, there are no 
present values that fluctuate with changes in the spot market 
for comparable space, implying that the value of this property 
does not depend on the real estate market. Property value in 
this case depends solely on the contracted values of future net 
cash flows, tenant credit risk, and long-term interest rates. In 
other words, this asset has the investment characteristics of 
tenant debt. 

0100. By contrast, all future rentals from the unleased 
property are as yet undetermined, and the present value of 
these rentals fluctuates with expectations about the future 
evolution of the spot rental market. In short, this asset is a pure 
real estate equity investment, with no fixed-income compo 
nent. 

0101 Typical institutional-grade property is not well rep 
resented by either extreme. Such property is usually fully 
leased or almost-fully leased for a reasonable period of time, 
with arrangements for tenant occupancy beyond that period 
open to future negotiation. As in the case of perpetually leased 
property, existing leases have the investment characteristics 
of fixed-income assets, whereas the speculative risk dimen 
sions investors associate with equity real estate are due 
entirely to the remaining rights in the property asset: the right 
to future rental opportunities after existing leases expire. 
0102. By securitizing net-leased property to separate own 
ership of current leases from ownership of future leases, the 
net-leased property is decomposed into estate for years and 
pure equity remainder components. The estate for years com 
ponents are appropriate for investors interested in traditional 
fixed-income investments, while the pure equity remainders 
are appropriate for real estate investors, speculators, and tax 
exempt institutions interested in acquiring portfolio diversi 
fication benefits of real estate at a fraction of the cost for all 
components of the real estate. 
0103) The separation of property into components can 
create major tax benefits if property is properly securitized 
and the components are sold to independent investors in a 
simultaneous three-way transaction. 
0104. As part of the undivided property, most of the lease 
cash flows are taxable income, while as a stand-alone asset, 
most of the lease cash flows are tax-exempt. This suggests a 
change in the appropriate buyers for lease income streams. As 
part of whole property, lease income produces the greatest 
after-tax benefit for tax-exempt institutions; whereas, pack 
aged as stand-alone assets with incremental tax deductions, 
taxable institutions are natural investors. 

0105 The present value of the incremental tax deductions 
generated during the estate for years term by separation of 
ownership into components is an enhancement to property 
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value. This implies that the combined market values of secu 
ritized components should be greater than the value of unse 
curitized property. The tax deductions themselves can also be 
viewed as a fixed-income asset, which can be valued by 
fixed-income techniques. Alternatively, the combined value 
of incremental tax deductions and the lease income stream 
can be valued by fixed-income techniques as a single fixed 
income package. 
0106 From a tax perspective, the estate for years is an 
income-producing asset; from the return/risk perspective, it is 
an asset-backed bond. Unlike commercial mortgages, the 
default claims generated by the estate for years have recourse 
against financial assets held by the entities who have obli 
gated themselves to make the cash flow payments. 
0107 The example herein involves a single-tenant prop 
erty; the case of multitenant property component separation is 
slightly more complicated if the lease terms of tenants vary. 
Because the estate for years must have the characteristics of a 
fixed income asset, it may be that a credit enhancing instru 
ment such as an insurance policy against tenant default will 
have to be created to wrap around the lease agreements to 
achieve the characteristics of a marketable fixed income asset. 
The use of such an enhancement may broaden the application 
of the separation process in both single-tenant and multi 
tenant property by creating investment-grade estate for years 
fixed-income components in properties without investment 
grade tenants. Alternatively, there may be cases of properties 
with below-investment-grade tenants in which it is not cost 
effective to reduce the default risk of the estate for years 
components with credit enhancement insurance. In these 
cases, equity interests in the estate for years components will 
be ratable as fixed-income securities, for example, that are 
below investment-grade, where the term “ratable” refers 
throughout this investment description to fixed-income rat 
ings assigned by widely recognized investment rating agen 
cies such as Standard and Poor's and Moody's Investors Ser 
vice, or classifiable for regulatory purposes as fixed-income 
securities, for example, that are below investment-grade, by a 
major regulatory agency for financial institutions or institu 
tional investors, e.g., National Association of Insurance Com 
missioners (NAIC) investment classifications assigned by the 
NAIC Securities Valuation Office or the offices of individual 
state insurance commissioners. 

0108. In the case of single-tenant property, the estate for 
years default risk is determined by the tenant credit rating. 
Thus, the estate for years default risk is identical to the default 
risk of tenant debentures. In the event of tenant default, the 
estate for years owner has the same claim on tenant financial 
assets as holders of tenant debentures, so long as the tenant 
does not declare bankruptcy. 
0109 Intenant bankruptcy, the estate for years holder has 
a combination of claims with combined values that can be 
shown to exceed the expected recovery rate on defaulted 
corporate debentures, as determined by average prices on 
publicly traded debentures immediately after default and by 
asset recovery rates Subsequent to defaults on unsubordinated 
general obligation debt. 
0110. In other words, estate for years default risk is the 
same as default risk on general obligation tenant debt, but in 
default the loss risk is less. This can be reflected in pricing the 
component, as illustrated below. 
0111. One possibility is to generate an investment-grade 
estate for years component (e.g., a component such that at 
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least one certificate evidencing ownership or beneficial own 
ership of the component, a fractional interest therein, or an 
equity interest therein, is an investment-grade security), for 
example, with between four percent (4%) and six and one half 
percent (6/2%) after-tax yields under current property market 
conditions. This is an after-tax premium of between 20 and 
170 basis points over corporate debentures of comparable 
credit risk. Alternatively, this represents an approximate pre 
tax equivalent premium of between 25 and 230 basis points 
for taxable buyers in a 36% marginal tax bracket. 
0.112. These premia can be expected to erode slowly as the 
markets for the property components develop. Sellers will 
learn to value each component separately in arriving at prop 
erty valuation. (To value each component, one could use 
separate computer systems to compute such valuation for 
each component separately. In effect, this approach is the 
invention disclosed herein divided into two computer sys 
tems, one for each component. Such an approach is viewed as 
an equivalent to the present invention.) In any case, eventually 
multiple bidders for estate for years interests will drive estate 
for years yield premia down to double or single-digit basis 
points. However, by placing the estate for years interests 
privately, dissemination of this embodiment of the investment 
technology may lag. 
0113. In short, when viewed as a financial asset, unlever 
aged commercial property is a portfolio comprised of at least 
two components with different investment characteristics: a 
fixed-income asset essentially consisting of all ownership 
rights while existing leases are in place, and a pure equity 
component essentially consisting of all ownership rights after 
existing leases expire. 
0114 B. Computer System 
0115 The present invention is directed to a computer sys 
tem for manipulating digital electrical signals to produce an 
illustration of a decomposition of property into separately 
valued components. The computer system includes a digital 
electrical computer controlled by a processor. A first logic 
means controls the processor in manipulating digital electri 
cal signals representing input data to the computer, the input 
data characterizing at least two components decomposed 
from the property. The manipulating includes transforming 
the digital electrical signals into modified digital electrical 
signals representing respective values for each of the compo 
nents, the values being computed to reflect taxation for the 
components. Input means is electrically coupled to the com 
puter and operable for converting the input data (which can be 
entered manually) into the digital electrical signals and com 
municating the digital electrical signals to the computer. Out 
put means is electrically coupled to receive the modified 
digital electrical signals from the computer and to convert the 
modified digital electrical signals representing the respective 
values into an illustration of the computed respective prices. 
0116. The computer system can additionally include a 
second logic means for controlling the processor in further 
manipulating the electrical signals, the further manipulating 
producing at least one financial document for one of the 
components, the financial document being constructed in 
response to electrical signals representing preexisting text 
and stored in memory accessed by said computer and in 
response to said modified digital electrical signals represent 
ing the respective values. 
0.117 The computer system can be used in cooperation 
with one or more computer systems in respective locations to 
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either recompute the computations (i.e., signal processing) 
discussed above or do Supplemental computations (i.e., signal 
processing) as discussed below. 
0118. The property can be any property or divisible prop 
erty right. Preferably, the property is real estate, but in another 
preferred embodiment, the property is a tax-exempt security. 

0119) More particularly, with reference to FIG. 2, the 
hardware, input, and output of a Computer System 12 accord 
ing to the present invention are shown. The System 12 
includes a Digital Computer 14, such as an IBM-compatible 
personal computer with a DOS operating system. Digital 
Computer 14 preferably has a model 486 central processor or 
a 386 central processor with a math coprocessor. Digital 
Computer 14 is operably linked to a Keyboard 16, for receiv 
ing Input Data 18 (described more particularly below with 
regard to FIG. 3) and converting it into electrical signals. 
Digital Computer 14 also is operably linked to output means, 
such as a Monitor 20 and a Printer 22 (such as a dot-matrix or 
laser printer) for outputting Financial Analysis Output 24 
(described more particularly below with regard to Specimen 
1) and Processed Component Financial Documents 26 
(described more particularly below with regard to Specimens 
3 and 4). 
0120 Digital Computer 14 is additionally operably linked 
to Memory System 28, comprising a means for storing Logic 
Means 30, such as a diskette or a hard disk, and a means for 
communicating the Logic Means 30 to the Digital Computer 
14, such as a disk drive. Logic Means 30 can be a LOTUS 123 
(Version 2.01 or higher) computer program, which is used to 
produce Specimen 1, though as described Subsequently, a 
program dedicated to the purposes of this invention would be 
preferable. 

0121 When loaded and running on Digital Computer 14, 
Logic Means 30 controls the Computer System 12 transform 
ing the electrical signals from Keyboard 16 into electrical 
signals associated with constructing files 32 (or records, if so 
desired) and of Financial Analysis Output 24. Storing a plu 
rality of data files 32 would be appropriate, for example, for 
analyzing different separated purchase transactions or for 
analyzing how one or more changes in Input Data 18 influ 
ence the Financial Analysis Output 24. 
0122) Memory System 28 also stores a Word Processing 
Program 34, such as WordPerfect 5.1. Word Processing Pro 
gram 34 is useful for constructing and editing text files to be 
printed via Printer 22 as Processed Component Financial 
Documents 26. 

0123 Preferably, one text file includes a Stored Model 
Financial Document For the Estate ForYears 36, for example, 
an organizational document (e.g., for an entity for the estate 
for years real estate component Such that certificates evidenc 
ing equity interest in the entity are securities, as exemplified 
in Specimen 3) or a disclosure document for securities law 
purposes for the securitized estate for years real estate com 
ponent (e.g., for an equity interest in the securitized estate for 
years real estate component, as exemplified in Specimen 5). 
Another text file includes Stored Model Financial Document 
For Remainder Component 38, for example, an organiza 
tional document (e.g., for an entity for the remainder real 
estate component such that certificates evidencing equity 
interest in the entity are securities, as exemplified in Speci 
men 4) or a disclosure document for securities law purposes 
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for the securitized remainder real estate component (e.g., for 
an equity interest in the securitized remainder real estate 
component, as exemplified in Specimen 6). Still another text 
file includes Stored Other Financial Documents 37, detailed 
Subsequently herein. 
0.124. It is to be explicitly understood that other implemen 
tations of the present invention, say, those using a different 
kind of digital computer, analogous hardware, multiple com 
puter systems, comparable input and output, a computer pro 
gram or programs written in a different language, or a hard 
wired system replacing the computer program, are entirely 
acceptable and equivalent to the present invention. Also the 
invention can be implemented by hardwired logic in a hand 
held calculator. When Software is loaded into, and running, a 
programmable computer, the Software sets what in effect are 
many, many “switches, and the result can be considered a 
new computer machine, with logic formed from the set 
Switches. Instead of setting the Switches, an equivalent would 
be to hardwire the same or equivalent circuitry. Therefore, 
whether a configurable device is configured to the require 
ments of the present invention, or a device is constructed from 
scratch solely for meeting the requirements of the present 
invention, is a distinction without a difference from an elec 
trical signal processing standpoint. All these embodiments 
are different species of the present invention that are within 
the contemplated scope of the present invention. 
0.125 C. Logic Means 30 
0.126 Focusing more particularly on Logic Means 30, it 
should be recognized that System 12 is intended for a specific 
purpose, for operation under certain assumptions, to compute 
the values of components decomposed from property, and to 
provide documentation thereof; System 12 involves certain 
Input Data 18 and Financial Analysis Output 24, each of 
which is discussed below in greater detail. 
O127) 
0128. The Logic Means 30, in conjunction with the rest of 
System 12, is intended to facilitate financial transactions 
involving the separate components of property, preferably 
commercial real estate in a separated purchase transaction. 
For a separated purchase transaction to take place, the sum of 
the prices the two investors agree to pay for their respective 
components should theoretically be at least equal to a price at 
which the owner is willing to sell the property. 

1. Purpose 

0.129 Logic Means 30 partially automates financial con 
siderations that take into account the different investment 
characteristics of the two components. This facilitates or 
reduces the cost for, carving a property value into respective 
values, which can be treated as prices, for the estate for years 
and the remainder interest. In addition, Logic Means 30, in 
conjunction with Digital Computer 14, calculates various 
financial parameters to assist prospective purchasers in decid 
ing whether the components are Suitable as investments at the 
respective sale prices. 
0.130 Logic Means 30, in conjunction with Digital Com 
puter 14, calculates throughout the estate for years the values 
and tax bases of the separate components so that the sale and 
purchase of each component may take place privately or 
through a financial exchange established to provide liquidity 
in a market in which none presently exists. 
0131 Further, Logic Means 30, in conjunction with Digi 

tal Computer 14, provides accounting Support to the estate for 
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years investor by computing, on both annual and quarterly 
bases, the tax deductions generated by the property and the 
estate for years. These deductions may be used by the estate 
for years investor to reduce taxes on income produced by the 
estate for years and in certain other taxable operations. 
Because these deductions affect the basis of the remainder 
interest upon expiration of the estate for years, the accounting 
Support set forth is also necessary for the remainder interest. 

0132 Logic Means 30 can also be used in conjunction 
with Word Processing Program 34 to efficiently incorporate 
Financial Analysis Output 24 into Financial Documents 26 
(and to edit and revise the stored Model Financial Documents 
36 and 38 for each separate purchase transaction) for each of 
the components. 

0.133 2. Assumptions 

0134) The Logic Means 30 is intended to support the sepa 
rated purchase transaction of real estate in which the estate for 
years has a definite and specified term, and in which the 
property is leased for rent prior to, or coincident with, the 
separated purchase transaction. For the estate for years to be 
an asset with fixed-income investment characteristics, the 
term of the estate for years is normally no longer than the 
shortest term remaining on the lease(s). That is, the estate for 
years entitles the holder to the right to receive the net cash 
flows from the existing leases until the end of the term. Fur 
thermore, the risk of default on the scheduled cash flow(s) is 
determined by either the lowest-rated tenant credit risk or the 
value-weighted average credit risk of the tenants, with the 
former the norm. 

0135) It is assumed in this embodiment that ownership of 
the components is structured so that, after the separated pur 
chase transaction, the purchaser(s) of the estate for years is 
(are) entitled to amortize the estate for years purchase price 
for tax purposes and also over the estate for years term. 
Additionally, it is assumed that any depreciation deductions 
are to be taken by the estate for years purchaser(s). Finally, it 
is assumed in this embodiment that the entire investment 
return on any preferred equity interest in the remainder com 
ponent is insured via residual insurance, that the preferred 
equity interest does not have any participatory interest in the 
investment return on the remainder component other than the 
insured return, and that none of the residual value insurance is 
left over to insure the return on the residual equity interest in 
the remainder component. This implies that the preferred 
interest is a ratable fixed-income asset and that it is usually an 
investment-grade fixed-income asset in cases in which the 
residual value insurer has an investment grade credit rating. 

0136. In addition, it is assumed in this embodiment that the 
cost of the residual value insurance is payable in the form of 
a single up-front insurance premium at the time the property 
is separated into components. Other embodiments can incor 
porate general Schedules and amounts of residual value insur 
ance premium payments over the estate for years term. Still 
other embodiments can provide for the possibility that cre 
ation of a preferred interest in a remainder component, the 
purchase of residual value insurance for the preferred interest, 
or both the creation of a preferred interest in a remainder 
component and the purchase of residual value insurance for 
the preferred interest, can occur as one or more events Sub 
sequent to separation of the property into estate for years and 
remainder interests. These and yet other embodiments can 
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also allow for the cost of possible interim financing for the 
remainder interest prior to the time the residual value insur 
ance takes effect. 

0.137 3. Pricing the Estate for Years 
0.138 Under the above assumptions, the risk and return 
characteristics of the estate for years are those of a fixed 
income asset. This implies that prospective investors will 
price the estate for years as a fixed-income investment, i.e., 
prospective purchasers will value the estate for years relative 
to comparable investments available in the bond market at the 
time of the separated purchase transaction. 
0.139 Specifically, prospective purchasers of the estate for 
years will look at the available yield on Treasury securities of 
comparable cash flow characteristics for a comparable aver 
age life, add a risk premium based on the average credit risk 
of the tenants and, under present market conditions, probably 
add an additional premium due to the illiquidity of the invest 
ment. The Sum of the appropriate Treasury rate plus the risk 
and the illiquidity premiums is a typical fixed income market 
discount rate for the estate for years. 
0140 4. Input Data 18 
0.141 Generally, in order to value the estate for years as a 
fixed-income investment, a schedule of net cash flows during 
the estate for years term is determined. Typically, this will 
comprise a stream of scheduled monthly net rental payments. 
If the estate for years does not begin on the first day of a month 
and terminate on the last day of a calendar month, net rental 
payments could also include fractional monthly rental pay 
ments for the first and last months of the estate for years term. 
In addition, the date of the split purchase transaction, and the 
date that the estate for years terminates, are also entered as 
Input Data 18. 
0.142 Estate for years valuation also includes the appro 
priate discount rate for the estate for years. But instead of 
inputting this number directly, the Logic Means 30 prompts a 
request (as Input Data 18) for the appropriate annualized 
Treasury bond interest rate for bonds of an equivalent average 
life to the estate for years, plus an appropriate risk/illiquidity 
premium, as discussed above. 
0.143 To compute the remainder interest purchase price, 
the property sale price, together with any extra expenses (i.e., 
fees and commissions) arising in the securitization of the real 
estate components, are also entered as Input Data 18. 
0144) To estimate the depreciation and amortization 
deductions to which the estate for years purchaser is entitled, 
the Logic Means 30 assumes that the percentage of the prop 
erty purchase price represented by land is not depreciable, but 
that the remaining portion of the purchase price is depre 
ciable, as prescribed by the tax code. Thus, the Logic Means 
30 requires the user to enter the percentage of property value 
that is not depreciable and the amounts and depreciation 
schedules for the remaining portions of the purchase price. 

0145 To project the after-tax cash flows of the estate for 
years investor, and hence this investor's projected after-tax 
income rate, the Logic Means 30 also uses the projected tax 
bracket schedule of the estate for years investor as Input Data 
18. 

0146 To calculate the implied purchase price of the prop 
erty for the remainder interest buyer at the time the estate for 
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years expires, the Logic Means 30 further uses an implied 
risk-free opportunity cost of capital for the remainder interest 
buyer, typically though not necessarily the Zero-coupon risk 
free Treasury rate for the estate for years term, as Input Data 
18. 

0147 5. Elements of the Financial Analysis Output 
0148 Elements of the Financial Analysis Output 24 of 
Logic Means 30 include (1) a representation of the price for 
the estate for years component, and (2) a representation of the 
price for the remainder interest component. The price an 
estate for years investor is willing to pay can be computed 
from the net rental cash flows, the interest rates in the bond 
markets, and the credit ratings of the tenants. The Logic 
Means 30 discounts the sequence of net rental payments 
scheduled during the estate for years term at the required 
estate for years discount rate to determine an appropriate 
purchase price for the estate for years. The price a remainder 
interest investor must pay is computed as the difference 
between: (1) the Sum of the property asking price plus the 
costs and fees associated with separating the components, and 
(2) the estate for years valuation. This formula follows 
because between them the purchasers of the components 
must come up with the property asking price together with 
any extra expenses associated with creating the components. 
If these prices are acceptable to prospective component pur 
chasers, then a separated purchase transaction of the real 
estate interests can be consummated. 

0149 6. Additional Output 
0150. In one embodiment of the invention, Logic Means 
30 can have Compute Present Value of Enhancement 117. 
which computes the present value of the enhancement in 
property value due to component separation. This value is 
computed as the difference between the present value of the 
estate for years after-tax cash flows, and the after-tax cash 
flows the estate for years would generate if the estate for years 
were still a part of undivided property and subject to the same 
tax deductions available to the owner of undivided property. 
The discount rate used to compute this present value is the 
after-tax income yield rate for both sets of cash flows. 
0151. Logic Means 30 outputs the present value of the 
enhancement in two forms: expressed as a dollaramount, and 
expressed as a percentage of the gross property sale price. 
0152 The present value of the enhancement must be 
greater than the cost of extra fees and commissions due to 
securitization, in order for component separation to be a 
value-enhancing process. 

0153 Value enhancement is a rough measure of the attrac 
tiveness of component separation in each prospective trans 
action. However, it is not used directly in pricing components, 
nor in preparing documentation describing investment char 
acteristics of the components. 
0154 7. Computer Screens and Logic 
0155) A preferred embodiment of this invention would 
involve a stand alone computer and a computer program 
(Logic Means 30) stored on a hard disk (of Memory System 
28) of a 486 Personal computer (Digital Computer 14). 
Unlike a hardwired equivalent embodiment, a programmable 
Computer System 12 is more readily adaptable to produce 
whatever output a user of Computer System 12 may desire 
with respect to a prospective separated purchase transaction. 
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The preferred programming language is structured BASIC, 
although C. Fortran, or any other language with mathematical 
formulaic capabilities is acceptable. The operating version of 
the computer program for users should be in compiled code. 

0156 The Logic Means 30 includes Shell 40, which per 
mits the option of accessing Word Processing Program 34 or 
a Title Screen 42 of a data processing system. Title Screen 42 
informs the user of the name and ownership of the Logic 
Means 30, notice of any copyrights or patents that involve the 
invention, etc. 

O157 The Title Screen 42 leads to a Menu 44 screen cre 
ated by Computer System 12 to query the user as to whether 
the user wants to retrieve one of the DataFiles 32 stored from 
a previous run of the Logic Means 30 that the user saved in 
Memory System 28 or to create a new data file to become a 
new one of the stored Data Files 32. If the user makes a menu 
selection indicating that the Logic Means 30 should retrieve 
one of the stored Data Files 32, the Logic Means 30 asks on a 
Retrieve Stored Data File Screen 46 for the name and direc 
tory of the selected Data File 32. Block 48 performs the 
function of recalling the appropriate one of Data File 32. 

0158 Otherwise, the user can make a menu selection at 
Block 44 to create a New Data File 50. Regardless of which of 
these selections is made, Logic Means 30 displays a Data 
Form 52 like Screen 1 of Specimen 1, which will either have 
blank spaces to receive Input Data 18 to fill in the Data Form 
or will already be completed as a stored Data File 32. Speci 
men 1. Screen1, herein is a representation of a completed data 
form. This representation, which is illustrative only, involves 
10-year leases and a certain pattern of rents, and as such, it is 
a limited illustration of the capabilities of the invention dis 
cussed herein. Also, a portion of the Financial Analysis Out 
put 24 is presented in Screen 2 and Screen 3 of Specimen 1, 
which is a simplification over the use of a dedicated program 
to generate the Financial Analysis Output 24 after all of the 
Input Data 18 has been entered. 
0159. The Logic Means 30 has an Input/Edit DataForm 54 
screen adapted to receive Input Data 18 from the user by 
manual operation of Keyboard 16. Thereby, the user is able to 
enter or edit a column of rents until all payments have been 
entered. The user is also able to edit data on the data form, as 
is discussed more particularly below. Editing a data form 
recalled from Data File 32 efficiently enables recomputing 
similar data without having to enter data all anew. Instructions 
informing the user of which keys perform the functions can 
appear at the top or bottom of the screen. After the user is 
satisfied that all information solicited in the data form has 
been entered correctly, the user enters a command to enable 
Data Processing 56. The Logic Means 30, in conjunction with 
Digital Computer 14, calculates the output parameters indi 
cated in FIG. 4 to produce a new Data Form as Financial 
Analysis Output 24 in FIG. 2. 
0.160 The Logic Means 30 also provides options to Print 
58 the Financial Analysis Output 24 and to Store 60 the 
Financial Analysis Output 24 as a Data File 32. The user 
makes a selection at Blocks 58 and 60 by pressing an appro 
priate key on Keyboard 16. 

0.161 The Logic Means 30 returns to the MainMenu 44 to 
either repeat the aforesaid sequence or to quit 62 to the Shell 
40. The action of pressing an exit key at any point in the 
sequence, if this feature is used, should bring up a fail-safe 
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screen requesting the user to confirm the exit instruction by 
pressing another designated key, or cancel the exit instruction 
by pressing any other key. 
0162 From Shell 40, the user can alternatively enter a 
selection to call up the Word Processing Program 34. Word 
Processing Program 34 can access the Stored Model Estate 
For Years Financial Document 36 or the Stored Model 
Remainder Component Financial Document 38 or other 
financial documents to modify the selected document to 
include information computed from Process Data 56. This 
information can include the expected returns under various 
performance scenarios, the price, and various quantitative 
descriptions of risk, e.g., prices under various scenarios. Pro 
cess Data 56 can be contained entirely within one computer or 
can encompass a group of at least two computers that com 
municate electronically. Thus, computations of the expected 
returns under the various performance scenarios can take 
place entirely within one computer or can take place within a 
group of computers that communicate computations and/or 
data on the expected returns under the various investment 
scenarios electronically within the group. Similarly, compu 
tations of the prices under the various performance scenarios 
can take place entirely within one computer or can take place 
within a group of computers that communicate computations 
and/or data on the prices under the various investment sce 
narios electronically within the group. 
0163 Edit 63 involves editing any of the stored model 
documents of Block 36, Block 37, and Block 38, particularly 
to incorporate information from a Stored Data File 32. Print 
Document 64 permits printing the modified selected docu 
ment at Printer 22 as one of the Processed Component Finan 
cial Documents 26. Store Document 66 permits storing the 
modified selected document via Memory System 28. Quit to 
Word Processing Program 68 inquires whether the user pre 
fers to return to Word Processing Program 34 to repeat a loop 
defined thereby, or to go to the Shell 40. 
0164. Other Stored Model Financial Document 37 repre 
sents other financial documentation required to successfully 
place the securitized components. For each component, these 
include at least one securities document, e.g., one or more of 
the following group: an organizational document for an entity 
Such that a certificate evidencing an ownership or equity 
interest in the entity is a security, a security evidencing an 
ownership or equity interest in Such an entity, and a disclosure 
document for securities law purposes, such as an offering 
memorandum, prospectus, or term sheet, which would nor 
mally include some or all of the following. 

0.165 Security Description 
0166 Property Description and Legal Description 
0.167 Lease Synopsis and Lease Agreement 
0.168. Description of Tenant(s)— 
0169 Business 
0170 Financial Assessments 

0171 Financial Analysis Based Upon Various Assump 
tions and Inputs 

0172 Presentation of Risk Characteristics 
In this description, the term “securities law” can refer to 

United States federal securities law alone or to all appli 
cable United States federal, state and territorial securi 
ties law. 
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0173 A portion of the Financial Analysis Output 24 is 
presented in Screens 2-4 of Specimen 2, which is a simplifi 
cation over the use of a dedicated program to generate the 
Financial Analysis Output 24 after all of the Input Data 18 has 
been entered. 

0.174 Turning now to FIG. 4, the input and computational 
logic of a preferred embodiment of Logic Means 30 is 
detailed. The logic of Input Date A 70 receives entry of the 
date on which a separated purchase transaction is to take 
place, and Input Date B 72 receives entry of the expiration 
date for the estate for years. The transaction date and the 
estate for years expiration date should be entered as numbers, 
i.e., the number of the month, the number of the day, so that 
the length of the period between the two dates can be easily 
computed in Compute Estate For Years Term 74. Block 74 
computes the number of whole and fractional months in the 
estate for years term, both as an output and for use elsewhere 
in the logic in computing discounted presented values and the 
schedules of annual and quarterly depreciation and amortiza 
tion deductions, as discussed Subsequently. 
0175 Usually, the end of the estate for years term will be 
on the last day of a calendar month, and the transaction date 
will be on the first or last day of a calendar month. Thus Block 
72 stores the number of days in any fractional calendar month 
at the beginning or end of the term, if any, separately from, 
and in addition to, the length of the term (i.e., Block 72 keeps 
the number of days in beginning and end fractional calendar 
months separate from each other). By Subtracting the sepa 
rated purchase date from the expiration date of the estate for 
years, the Logic Means 30 can be used to compute the length 
of the estate for years term (e.g., “10 years”, “9 years 8 
months”, or “9 years 10 months 11 days”). 
0176) The Logic Means 30 also includes Input Treasury 
Bond Yield Rates 76 and Input Rental Income Risk Rates 78 
for respectively receiving entry of the Treasury bond yield 
curve and the rental risk premium curve as a function of the 
yield curve. The output of Block 91, which is only slightly 
sensitive to changes in position on the yield curve, is used 
interactively to select the appropriate Treasury bond rate and 
rental income risk premium. 
0177. The data entered in Blocks 76 and 78 are used in 
Compute Rental Income Rate 80, which adds the data to 
compute the rental income yield rate, which is the discount 
rate used to value the pretax net rental payment cash flows. 
Rather than treating the value as an input, the Logic Means 30 
has the user input the corresponding Treasury bond yield rate 
and the rental income risk premium appropriate for the tenant 
credit ratings. The rental income yield rate is computed in 
Block 80 as the sum of the Treasury bond yield rate and the 
rental risk premium. 
0.178 The Logic Means 30 also has Tax Bracket 82 for 
receiving input data representing the tax bracket of the estate 
for years purchaser. The estate for years purchaser will usu 
ally be a taxable investor, in order to take advantage of the tax 
deductions associated with ownership of the estate for years 
asset. The Logic Means 30 computes the after-tax income 
yield rate, (i.e., the marginal after-tax interest rate the estate 
for years investor receives on income from senior debentures 
of the same default risk as the estate for years) in Block 84. 
The computation is the product of the pretax interest rate on 
those debentures (obtained from Block 80) multiplied by one 
minus the tax bracket of the estate for years purchaser 
(obtained from Block 80). 
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0179 Input Gross Rental Payment 85, which is applicable 
for non-triple net leases, receives the projected gross rental 
payment. Input Property-Related Ownership Costs 87, which 
is also applicable for non-triple net leases, receives the pro 
jected ownership costs. Input Wrap Insurance Costs 89 is 
actually a part of Input Block 87 in the case of non-triple net 
leases, but is broken out and made a separate input in the case 
of triple-net leases that are not bondable. This is the schedule 
of insurance payments for the wrap insurance policies needed 
to upgrade a non-bondable triple-net lease to bondable status. 
0180 Compute Scheduled Net Rental Payments 88 
receives the data input in Blocks 85, 87, and 89 to compute net 
rental payments during the estate for years term, as mentioned 
above. However, for triple-net leases, Block 88 can be an 
input of net rental payments, with Blocks 85 and 87 unnec 
essary, and Block 89 optional or unnecessary: (1) unneces 
sary in the case of bondable triple-net leases; and (2) optional 
for other triple-net leases, depending on whether or not insur 
ance to upgrade the triple-net lease to bondable status is 
cost-effective. If the user selects to enter the monthly rental 
payments manually, the Logic Means presents Screen 54 with 
the aforementioned two columns: a list of the calendar 
months in the estate for years term (beginning with the month 
that includes the transaction date, and ending with the month 
that includes the expiration date of the estate for years secu 
rity) on the left, and corresponding spaces for rental payments 
on the right. Alternatively, in the (typically occurring) cases 
of leases which have constant net rental payments, or for 
which the term can be divided into a small number of sub 
terms during each of which the net rental payments are con 
stant, the various net rents and the periods to which they apply 
may be entered in lieu of a month-by-month net rent schedule. 

0181. The data input in Block 88 is used in Compute Estate 
for Years Purchase Price 90. The estate for years purchase 
price, which is implied by the rental income yield rate, is the 
discounted present value of the net scheduled rental pay 
ments, valued at the rental income yield rate computed in 
Block 80. If the transaction date is the first day of a calendar 
month, and the estate for years term consists of a whole 
number of months, then Formula 1 gives this value. 

(1) 

(rent in ith month) W 

Estate for Years Purchase Price = X. (1 + r f 12). 
-- 

where r=the annual rental income yield rate, and N=the num 
ber of months in the estate for years term. 

0182. The data input for Block 90 together with the output 
of Block 90 is used in Block 91 to compute the weighted 
average life, half life, and duration, for the Estate for Years. 
One or more of these values—the weighted average is cur 
rently the preferred choice is typically used by investors to 
determine which value on the Treasury yield curve is the most 
suitable choice for input through Block 76. Because these 
values only vary by relatively small amounts as the inputs 
from Blocks 76 and 78 are varied, rough estimates of the 
correct place on the yield curve can be used for these inputs, 
with the output of Block 91 then used iteratively to correct the 
original estimates; alternatively, the iterative loop can be 
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omitted, and instead performed manually by the user to select 
among candidate yield curve values and converge interac 
tively to the appropriate place on the yield curve based upon 
the output of Block 91. If the manual mode is employed, one, 
two or at most three, iterations will be required to converge to 
the correct yield curve value. 
0183 The Logic Means 30 additionally has Input Property 
Valuation 92 for receiving input data representing a property 
valuation of the real estate; Input Extra Fees 94 is for receiv 
ing input data representing fees and expenses incurred in 
structuring the separated purchase transaction. The securiti 
Zation and separation of a property into components often 
entails greater costs than a traditional real estate sale. Those 
investing in the components are willing to pay the additional 
cost because, after a split purchase, the combined values of 
the two components is greater than the value of the real estate 
before the purchase as shown in FIG. 1, due to additional tax 
deductions available after the real estate interests have been 
divided. 

0.184 The gross property sale price is computed in Prop 
erty Sale Price 96 as the sum of the value of the undivided 
property (from Block 92) and the incremental expenses 
required to split the real estate into components (from Block 
94). Expenses beyond those required in a conventional real 
estate transaction are considered here. 

0185. Compute Cap Rate 98 computes a rather crude indi 
cator of the return on the investment. The cap rate is computed 
by dividing the total first year rent (from Block 88) by the 
gross property sale price of the undivided property (from 
Block 96). 
0186 Remainder Interest Purchase Price 100 computes 
the remainder interest purchase price as whatever amount in 
addition to the estate for years purchase price is required to 
put together the price required to purchase the real estate. This 
value is computed by Subtracting the estate for years purchase 
price (from Block 90) from the gross property sale price (from 
Block 96). 
0187 Remainder Interest Implied Annual Return 102 
computes the remainder interest component implied annual 
return, which is the annualized return the remainder interest 
investor will have earned if the value of the property when the 
estate for years expires is determined by multiplying Input 
Future Remainder Value 73 by Input Property Valuation 92. 
Input Future Remainder Value 73 is the expected remainder 
value at the end of the estate for years term, expressed as 
percentage of Input Property Valuation 92. In the case of 
institutional grade real estate, the input value received by 
Input Future Remainder Value 73 will frequently be close or 
equal to 100%, reflecting the frequently applicable assump 
tion that the value of the decomposed property is expected to 
change little or not at all across the estate for years term. 

0188 This interest rate is the only unknown quantity in 
Formula 2, which is set forth below. 

Expected Property Valuation=(Remainder Component 
Purchase Price)(1+x)N(1+(N/12–N/12)x) (2) 

where Expected Property Valuation is the product of Input 
Future Remainder Value 73 and Input Property Valuation 92. 
N=number of months in the estate for years term, N/12=the 
largest integer that is less than or equal to N/12, and X=re 
mainder component implied annual return. 
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0189 Input Rental Area 104 is for receiving data input 
representing the rentable area in the real estate. This data is 
used in Remainder Price Per Square Foot 106 to compute the 
remainder price per square foot, which is computed by divid 
ing the remainder interest purchase price (from Block 100) by 
the number of rentable square feet in the property (from Block 
104). 
0.190 Input Zero-Coupon Risk-Free Rate 108 is for 
receiving data input representing the Zero-coupon risk-free 
rate. Then, in Block 110, the price per square foot that the 
remainder interest buyer is paying at the time the remainder 
interest matures into full ownership of the property is com 
puted as equaling the amount to which the remainderprice per 
square foot increases when it accrues interest at the Zero 
coupon risk-free rate. Formula 3 is used to compute this 
value. 

Price/Sq.Ft.=(Remainder Price/Sq.Ft.) (1+zero-coupon 
risk-free rate)N(1+(N/12–N/12)(zero-coupon 
risk-free rate)) (3) 

where N=number of months in the estate for years term, and 
N/12=the largest integer that is less than or equal to N/12. 
0191 Although this is the correct formula for a compari 
Son of remainder interest prices at the beginning and end of 
the estate for years term in an arbitrage-free market, the 
remainder interest investor may find it more instructive to 
transforming this equation into a capital budgeting relation by 
Substituting the remainder interest investor's opportunity cost 
of equity or debt capital for the risk-free rate. 
0.192 Percentage of Property Value Not Depreciable 112 

is for receiving input data representing a percentage of prop 
erty value represented, in the case of real estate, by the land. 
If a conservative cost recovery position is taken by the estate 
for years investor and only amortization is claimed as a tax 
deduction, which is the likeliest scenario at the current time, 
then this input is unnecessary. If depreciation as well as 
amortization is claimed by the estate for years holder, then 
this value is used in Block 114 to compute the schedule of 
depreciation and amortization tax deductions, together with 
the resulting adjustments to the estate for years tax basis. 
These must be computed very carefully because if both 
deductions are claimed then the deductions are not com 
pletely independent of each other, and because the interaction 
is complex and Subtle. 
0193 Under present tax law, during the estate for years 
term, the estate for years is entitled at least to a deduction 
computed by straight line amortization of the estate for years 
acquisition cost, and possibly depreciation deductions as 
well, with reductions in each end-of-year tax basis computed 
in accordance with established tax accounting principles. 
0194 After computing the values of these annual deduc 
tions, the investorallocates fractions of the deductions to each 
tax quarter as instructed in the present tax code (e.g., if the 
first year is the entire calendar year, one quarter of each 
deduction is allocated to each quarter), and the tax basis is 
reduced accordingly on a quarterly basis. 
0.195 The quarter-by-quarter amortization and deprecia 
tion deductions, and the corresponding quarterly adjustments 
to the estate for years tax basis, will be entered into a prefor 
matted table. This table will be available for viewing on the 
Monitor 20, can be stored with the other output data if saved 
in Data File 32 by the user of Computer System 12, and can be 
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printed at Printer 22 if the userpresses a designated key on the 
Keyboard 16. (It should be noted that this invention uses the 
tax code, whatever it may require, in decomposing the real 
estate into separate components; the invention of the com 
puter system and methods involving it of course do not 
depend upon the present tax laws.) 

0.196 Block 116 computes quarterly tax payments by sub 
tracting the quarterly tax deductions from the quarterly net 
rental payments, and multiplying the result by the tax bracket 
of the estate for years investor. This is output since it is part of 
the accounting Support for the estate for years investor. 

0197) Typically, tax payments are made by institutional 
investors four times per year, in the middle of months 1, 4, 7, 
and 10. The after-tax income component yield, which is com 
puted in Block 118, is the after-tax yield to the estate for years 
buyer, and is the internal rate of return on the after-tax net 
rental cash flows. For rental payments made at the beginning 
of each month, it is preferred to divide the year into twenty 
four (24) semi-monthly periods with cash flows at the begin 
ning of each period. With this approach, the pretax rents are 
the cash flows in the odd-numbered periods (i.e., periods 1, 3, 
5,..., 21, 23), while the tax payments are the cash flows in 
periods 2, 8, 14, 20 (in the other even-numbered periods, the 
cash flows are treated as being equal to Zero). 
0198 An alternative is to simplify the calculation concep 
tually for the estate for years holder by assuming that tax 
deductions occur with the same frequency as the cash flows 
(typically, on a monthly basis), and matching the occurrence 
of the tax deductions with the corresponding cash flows. In 
this case, for computational purposes the year will be divided 
into the same number of periods as the expected frequency of 
cash flows—typically, twelve periods, or monthly. 

0199. In Pretax Income Component Yield 120, the pretax 
income component yield is computed as the pretax interest 
rate that the estate for years buyer would have to receive if the 
estate for years were a bond, in order to be left with the same 
amount of after-tax income that results from owning the 
estate for years. This number is computed by dividing the 
after-tax income component yield (from Block 118) by one 
minus the tax bracket of the estate for years investor (from 
Block 82). 
0200. If the estate for years purchaser is a taxable investor, 
this number will be larger than the rental income yield rate of 
Block 80. This occurs because the estate for years is an 
income-producing asset rather thana bond, and hence income 
from the estate for years is subject to different tax regulations 
than income from a bond. 

0201 Block 122 computes the equivalent after-tax estate 
for years value by discounting the after-tax net rental pay 
ments at the after-tax income yield rate. This is the discount 
rate that would be applied to the after-tax cash flows if the 
estate for years were a bond. 

0202 Block 122 may compute other measures of the 
estate for years value by discounting different components of 
the after-tax cash flows at different discount rates that reflect 
the different risk characteristics of those components (e.g., 
discounting the pretax cash flows, tax payments, and tax 
deductions at rates that reflect the different degrees of cer 
tainty that they will be realized as projected at the time of 
component separation). 
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0203. In cases in which the remainder component is to be 
decomposed into a preferred fixed-income interest and a 
residual equity interest, Input Credit Risk Premium Curve 
105 receives the credit risk premium curve of the insurer for 
the preferred interest. Input Extra Months to Retire Preferred 
103 receives the amount of time beyond the estate for years 
term, if any, that the residual equity interest investor has to 
refinance or sell the property and pay off the preferred interest 
holder. Average Life 95 computes the expected life of the 
preferred interest in the remainder component by adding the 
estate for years term to the value received by Input Extra 
Months to Retire Preferred 103, which equals the average life 
of the preferred interest since the preferred interest is a zero 
coupon bond. Preferred Interest Annual Return 97 selects the 
Treasury bond yield rate from Input Data 78 and correspond 
ing insurance credit risk premium from Input Data 105 cor 
responding to the preferred equity interest average life, and 
computes the preferred interest annual return by adding the 
Treasury bond yield rate to the insurance credit risk premium. 
0204 Input Insured Property Value 101 receives the 
insured value for the property at a date specified by the 
residual value insurance (e.g., at maturity of the preferred 
interest), expressed as a percentage of Input Property Valua 
tion 92. Preferred Interest Purchase Price 99 converts the 
insured value for the property to a nominal amount by mul 
tiplying Input 101 and Input 92 together, and then computes 
the preferred interest purchase price by discounting the 
insured property value at maturity of the preferred interest 
back to the date of the temporal decomposition by the equa 
tion: 

Preferred Interest Purchase Price=Insured Property 
Value/((1+y)2(1+(M/12–M/12Dy) (4) 

where y=preferred interest annual return, and M=number of 
months in the expected life of the preferred interest. 
0205 The cost of decomposing the remainder component 
into preferred and residual interests is computed in Residual 
Interest Purchase Price 113 as the sum of the cost of residual 
value insurance from Input Insurance Policy Premium 107 
and any additional associated up-front fees from Input Addi 
tional Up-Front Fees 109, such as the costs of obtaining a 
credit rating for the preferred interest and of generating finan 
cial disclosure documents for the preferred and residual inter 
ests. Residual Interest Purchase Price 113 then computes the 
residual interest purchase price from the equation that the 
sum of the preferred interest and residual interest purchase 
prices is equal to the Sum of the purchase price of the remain 
der component from Remainder Interest Purchase Price 100 
and the cost of decomposing the remainder component into 
the preferred and residual interests. This is a linear equation in 
which the only unknown quantity is the purchase price of the 
residual interest, which implies that the equation can be 
solved for the residual interest purchase price as follows: 

Residual Interest Purchase Price=Remainder Compo 
nent Purchase Price+Residual Value Insurance Policy 
Premium+Additional Up-Front Fees-Preferred Interest 
Purchase Price (5) 

0206. In some exceptional cases, it may be desirable to use 
a fraction of the residual value insurance to insure the return 
on the preferred interest, reserving the remaining fraction of 
the residual value insurance to insure a portion of the return 
on the residual interest. This can lower the investment risk 
associated with the residual interest, enhancing the market 
ability of the residual interest by sacrificing some residual 
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interest leverage. In such cases, the expression on the right 
side of Equation (4) for the preferred interest purchase price 
must be modified as follows: the right side of the equation 
must be multiplied by the fraction that represents the portion 
of residual value insurance that is allocated to insurance for 
the preferred interest return. Equation (5) still provides the 
solution for the residual interest purchase price in terms of the 
preferred interest purchase price. 

0207. Input Exit Fees 111 receives the expected future cost 
of liquidating or refinancing the remainder interest in order to 
raise the funds required to retire the preferred interest, which 
cost is expressed as a percentage of the expected property 
valuation at maturity computed in Block 102. 

0208 Residual Interest Annual Return 115 computes the 
expected annual return on the residual interest over the 
expected life of the preferred/residual decomposition. This 
interest rate is the only unknown quantity in the following 
equation: 

Expected Residual Interest Valuation at Maturity=(Re 
sidual Interest Purchase Price)(1+z)^{1+(M/12– 
M/12)Z) (6) 

where Expected Residual Interest Valuation at Maturity is the 
value obtained by subtracting the sum of the preferred interest 
valuation at maturity and the expected nominal amount of exit 
fees from the expected property valuation at maturity from 
Block 102, z=residual interest annual return, and M=number 
of months in the expected life of the preferred interest. The 
preferred interest valuation at maturity equals the value of the 
portion of the minimum property value specified by the 
residual value insurance that is allocated to the preferred 
interest, which portion usually is equal to the entire amount of 
the specified minimum property value. The expected nominal 
amount of exit fees is obtained by multiplying the percentage 
value from Input Exit Fees 111 by the nominal value of the 
expected property valuation at maturity. 

0209 Remainder-to-Residual Ratio 119 divides the 
remainder interest valuation by the residual interest valua 
tion. This represents the factor by which the amount of equity 
risk capital required to complete the acquisition and decom 
position of the property is reduced via the use of residual 
value insurance to carve a fixed-income preferred interest out 
of the remainder component. 
0210 Residual Leverage Ratio 121 computes the factor by 
which leverage for the equity investor is increased (for the 
case of the scenario specified by the input values) by carving 
a preferred fixed-income interest out of the remainder com 
ponent. This is computed by the following equation: 

Residual Leverage Ratio=(Remainder-to-Residual 
Ratio)(Expected Residual Valuation at Maturity/Ex 
pected Property Valuation) (7) 

where Remainder-to-Residual Ratio is obtained from Block 
119. Expected Residual Valuation at Maturity is obtained 
from Block 115, and Expected Property Valuation is obtained 
from Block 102. 

0211. In Blocks 115 and 121, the residual interest annual 
return and the residual leverage ratio are computed net offees 
associated with raising the funds required to retire the pre 
ferred interest. This is a financially conservative approach to 
the computation of these values and differs from the approach 
frequently taken in disclosure documents, which is to com 
pute returns and leverage ratios based on asset values before 
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imposition of any back-end liquidation or refinancing fees. It 
is important to note that the alternative values for the residual 
annual return and residual leverage ratio before imposition of 
back-end fees are also generated by this software, by setting 
Input Exit Fees 111 equal to zero. 
0212. By contrast, the incorporation of an assumed exit fee 
at the end of the estate for years term in Remainder Interest 
Implied Annual Return 102 and the expected property valu 
ation input to Residual Leverage Ratio 121 is usually inap 
propriate in the case of a remainder interest that is not lever 
aged or decomposed into components, since in this case the 
remainder interest holder usually does not face an automatic 
need to refinance the property at the end of the estate for years 
term. In cases in which the remainder holder is expected to 
face Such a need, expected exit fees can be subtracted from 
Input Future Remainder Value 73 either before or after data 
entry. This modification will flow through automatically to 
make appropriate modifications for expected remainder 
holder exit fees to the calculations for Remainder Interest 
Implied Annual Return 102 and Residual Leverage Ratio 121. 
0213 Insured Value Per Unit Area 125 computes the 
insured value of the property per unit area of rentable space by 
multiplying the property valuation from Input Property Valu 
ation 92 by the insured value for the property from Input 
Insured Property Value 101 (as specified at maturity of the 
preferred interest by the residual value insurance and 
expressed as a percentage of Input Property Valuation 92) and 
dividing the resulting product by the rentable area of the 
property, usually in square feet, received from Input Rental 
Area 104. 

0214. In using Computer System 12 and the Financial 
Analysis Output 26, the user of Computer System 12 can 
construct financial documents by using a Word Processing 
Program 34 to revise Such documents as those in Specimen 2 
and Specimen3 and the Stored Other Financial Document 37. 
These documents contain other terms and conditions and 
other particulars for the separated purchase transaction of the 
components of the real estate, in accordance with the present 
invention. 

0215 D. Computer Screens and Logic for Another 
Embodiment 

0216) In another embodiment of the present invention, the 
Logic Means 30, in conjunction with the rest of System 12, is 
used in connection with financial transactions involving sepa 
rate components of one or more partnership interests in tax 
exempt securities. 
0217. In this embodiment, Logic Means 30 partially auto 
mates the dividing of the partnership interest into respective, 
valued interests for the estate for years and the remainder 
interest. Computation of the values is based on fixed-income 
pricing techniques widely accepted by fixed-income inves 
tOrS. 

0218. In this other embodiment of the invention, the hard 
ware, logic, and computer Screens are as described above, 
with modifications to reflect the different kind of property 
being divided. Reflecting these modifications, Data Form 52. 
of which Screen 1 of Specimen 2 is an example, accepts 
inputs for a tax-exempt security with constant debt service 
payments. 

0219. The user enters or edits a column of debt service 
payments (instead of the rents in the above-mentioned 
embodiment) until all payments have been entered. 
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0220. Other Stored Model Financial Document 37 repre 
sents other financial documentation required to successfully 
place the securitized components. For each component, these 
include a securities document, e.g., one or more of the fol 
lowing group: an organizational document for an entity Such 
that a certificate evidencing an ownership or equity interest in 
the entity is deemed a security for securities law purposes, a 
security evidencing an ownership or equity interest in Such an 
entity, and a disclosure document for securities law purposes, 
Such as an offering memorandum, prospectus, or term sheet, 
which would normally include some or all of the following: 

0221) Security Description 
0222 Entity Description 
0223 Tax-Exempt Fixed-Income Security(ies) 
0224 Held by Entity (Description) 
0225. Description of Borrower(s) Financial Assess 
ments 

0226 Financial Analysis Based Upon Various Assump 
tions and Inputs 

0227 Presentation of Risk Characteristics 
In this description, the term “securities law” can refer 

either to United States federal securities law alone or to 
all applicable United States federal, state and territorial 
securities law. 

0228 FIG. 5 represents the input and computational logic 
of this embodiment of Logic Means 30, which again is sub 
stantially as discussed in the above-mentioned embodiment. 
The pricing logic for components is analogous to the pricing 
of the estate for years in the case of tangible property. How 
ever, unlike the application of this invention to tangible prop 
erty, every financial asset in the present embodiment—the 
original asset together with all components—is treated as a 
fixed-income asset, and is valued via fixed-income technol 
Ogy. 

0229) Values can be expressed, and computations per 
formed, in absolute terms of a currency unit such as dollars, or 
in relative terms such as percentages of current value or 
original issue value of the tax-exempt securities in the part 
nership portfolio of interest. While all contracts ultimately 
require values to be expressed in absolute terms, comparisons 
of profitability are more easily made in relative terms. Speci 
men 2 illustrates both modes of expression for System 12 
input and output. 
0230. To simplify the language in what follows, the 
remaining discussion will refer to “securities’ in the singular 
only, i.e., “security; however, it will be understood that the 
discussion applies both to single-security portfolios and mul 
tiple security portfolios held by the partnership. Where pos 
sible, the discussion will simply refer to the security as the 
“partnership portfolio.” Similarly, the term “investor, when 
applied to the holders of estate for years and remainder com 
ponents, is intended to refer to both the singular and plural 
CaSCS. 

0231. The logic of Input Data 124 receives a schedule of 
interest rates for AAA publicly traded general obligation 
municipal bonds of annual maturities from one to thirty-five 
years. This serves as the analogue of the yield curve for the 
tax-exempt bond market, i.e., the basis for pricing all other 
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tax-exempt securities, and this input is used by each pricing 
calculation herein. Input Data 126 receives a schedule of 
additional interest investors expect for holding a type of tax 
exempt portfolio held by a limited partnership. Block 136 
roughly estimates a remaining average life of the partnership 
portfolio, selects the corresponding AAA general obligation 
rate and risk premium, and adds them to obtain the current 
yield required by the fixed-income market for the partnership 
portfolio. 

0232. Input Data 132 receives the schedule of payments 
expected from the partnership portfolio. This will usually be 
in the form of a file specifying payment values and dates. 
However, in some cases an alternate description may be 
appropriate. For example, in the case of a single-security 
portfolio with constant debt service, the specification of prin 
cipal value, frequency of payments, and amortization term 
constitutes a description from which, together with the yield 
rate from Input Data 134, a schedule of debt service payments 
may be reconstructed. 
0233. Using data received by Input Data Blocks 130 and 
132, Block 142 extracts a schedule of remaining cash flows 
expected from the partnership portfolio, and computes a 
present value by discounting the cash flows at the rate 
received from Block 136. Based on this present value, an 
improved estimate of the average life of the portfolio is com 
puted by Block 140. 
0234 Block 136 uses this improved estimate iteratively to 
recompute the current portfolio yield, and the recomputed 
portfolio yield is used by Blocks 142 and 140 to recompute 
the portfolio value and average life, respectively. As dis 
cussed earlier, average life is relatively insensitive to changes 
in the discount rate, so one or two iterations is almost always 
sufficient to obtain consistent output values that will not 
change with additional iterations. 
0235. This linked iteration is used four more times in the 
logic of Logic Means 30: in the calculations of discount rate, 
and the price, and the average lives of the estate for years and 
the remainder. The other examples are virtually identical, and 
will not be discussed separately. 
0236 Box 146 receives a percentage of the partnership 
that will be separated into estate for years and remainder 
components, and Box 148 computes a complementary value 
of the partnership that will not be separated into components. 
It is possible that several partnership interests will be sepa 
rated into components, and that various estate for years com 
ponents will have distinct terms; however, typically there will 
be only one partnership interest that will be separated into 
components, and it will be the entire limited partnership 
interest. Consequently, the “term of the estate for years is 
clear because usually there is only one estate for years. How 
ever, the invention is intended to include the more general 
case of multiple component separations as well. 
0237) The choice of partnership percentage that will be 
separated into components as an input is arbitrary, at least in 
the case in which one component is separated into compo 
nents. It is equally acceptable to input the partnership per 
centage that will not be separated into components, and to 
output the percentage of the partnership that will be separated 
into components. 

0238 Block 148 receives the schedule of partnership cash 
flows that will be received after the date the components are 
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separated and decomposes the cash flows into interest and 
repayment of principal portions, using the original interest 
rate at which the security was issued (from Input Data 134). 
These distinctions are important in valuing the components 
because, under current federal tax law, only the interest por 
tion of each payment is automatically tax-exempt; the repay 
ment of principal portion is sheltered from federal taxation 
only to the extent that cost recovery deductions generated by 
the security are available to the security holder(s). 
0239. It will frequently be the case that the original tax 
exempt interest rate received by Input Data 134 equals the 
current tax-exempt yield rate computed by Block 136. One 
natural way for this to occur is if the tax-exempt security in the 
partnership portfolio is created at the same time as the estate 
for years and remainder components. In this case, the 
embodiment of the invention defined herein will generate 
documentation for the tax-exempt security as well as docu 
mentation for the estate for years and remainder components. 
0240 Block 152 multiplies the payment schedules for 
interest and repayment of principal by the percentage of the 
partnership that will be separated into components to com 
pute schedules for interest payments and repayment of prin 
cipal payments that will be split between the components. 

0241 The length of the estate for years term received by 
Input Data 150 is used by Blocks 154 and 156 to split the 
schedules of interest and repayment of principal payments 
into schedules of payments that will be received by the estate 
for years investor and the remainder investor, respectively. 
0242 Block 158 receives the schedule of risk premium 
values for a security of the type represented by the estate for 
years. The estate for years risk premium schedule is related to 
the partnership portfolio risk premium schedule, but may 
differ due to different investor perceptions of risk in the two 
types of investments. While credit risk for the estate for years 
is the same as credit risk for the partnership portfolio, liquid 
ity risk may be different. The liquidity risk will be increased 
if the estate for years is viewed as more difficult to sell prior 
to maturity than the partnership portfolio, as will be the case 
before this product is well-established in the fixed-income 
marketplace. But the liquidity risk will also lessen because 
the average life of the estate for years is shorter than the 
average life of the partnership portfolio. The combined effect 
on liquidity risk as perceived by investors is difficult to pre 
dict, and may have to be dealt with on a case-by-case basis. 
0243 The estate for years risk premium may also contain 
a component due to perceived tax risk, i.e., the risk that not all 
of the predicted incremental tax benefits associated with the 
estate for years will be received by the estate for years inves 
tor. This risk may be substantial in Some cases, and nonexist 
ent in others. For example, if the estate for years component 
carries insurance against loss of economic benefits due to a 
change in the tax laws, the estate for years investor would not 
be expected to demand additional return for tax risk, because 
this investor is not exposed to any risk of economic loss as a 
consequence of this risk dimension. 
0244. For marketing purposes, the estate for years compo 
nent may disburse cash payments according to a different 
schedule than the partnership portfolio. For example, the 
partnership portfolio may receive payments monthly, or at 
irregular intervals (e.g., if the portfolio contains several Secu 
rities), whereas the estate for years makes disbursements 
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semiannually. Input Data 160 receives the frequency of estate 
for years cash disbursements, and Input Data 162 receives the 
tax-exempt interest rate the general partner(s) guarantee to 
accrue on warehoused payments from the partnership portfo 
lio, usually from a tax-exempt money market fund. 
0245 Block 166 computes the cash payment schedule of 
the estate for years component. Each payment is computed by 
adding together the portion of the partnership portfolio dis 
bursements warehoused for the estate for years investor since 
the last disbursement, and adding to that the interest accrued 
on the warehoused payments. 
0246 Block 164 computes the estate for years yield rate as 
in the case of the partnership portfolio yield rate (cf. Block 
136). 
0247 Block 174 computes the estate for years purchase 
price by discounting the cash flows from Block 168. In gen 
eral, this computation is an interactive process. First, Block 
170 discounts the aftertax estate for years cash flows at the 
estate for years yield rate computed by Block 164. This dis 
counts all of the interest portions of the cash flows, but 
assumes that repayment of principal portions are reduced by 
tax payments before discounting, where tax payments are 
computed using the projected tax rates from Input Data 162. 
0248 Next a schedule of estate for years amortization 
deductions is computed in Block 182, a present value of 
amortization deductions is computed by Block 184, and an 
updated iterate for the estate for years purchase price is com 
puted by summing the output of Blocks 170 and 184. Then the 
loop is repeated as shown in FIG. 5(B), until the computed 
value of the estate for years purchase price ceases to change 
significantly with additional iterations. 
0249. The projected tax schedule of the estate for years 
purchaser received from Input Data 168 is essential to the 
valuation of amortization of tax deductions in Block 184. If 
the estate for years purchaser were assumed to be a tax 
exempt investor, the present value of the tax deductions would 
be Zero. This reveals an important point: as with conventional 
tax-exempt securities, the estate for years componentis worth 
more to a taxable investor than to a tax-exempt investor. 
Furthermore, as the tax bracket of the estate for years investor 
increases, so does the value of the estate for years component. 
0250 Typically, the projected tax rate schedule received 
from Input Data 168 will consist of a single tax rate, and some 
implementations of Logic Means 30 will make this simplifi 
cation. 

0251. It is not always necessary to compute the value of the 
estate for years component iteratively. If the cash flows from 
the partnership portfolio are sufficiently regular, for example 
if debt service payments do not vary and are made at regular 
intervals (e.g., as is the case for a single-security partnership 
portfolio with constant debt service payments, and possibly a 
balloon payment at maturity), then computation of the estate 
for years purchase price in Block 174 is made via an analytic 
formula without Block 170 and without iterative computa 
tions. 

0252) The output of Block 174 shows the value of apply 
ing the innovation to tax-exempt securities. The estate for 
years component generates amortization deductions to shel 
ter a portion of the cash flows received by the estate for years 
component from taxes. However, because the partnership 
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portfolio is tax-exempt, portions of the cash flows attributed 
to interest are already tax-exempt. For cases in which tax 
exempt interest represents a Sufficiently large part of estate for 
years cash flow, estate for years amortization deductions will 
be greater than needed to shelter the repayment of principal 
portions of estate for years cash flows from taxes. These 
excess amortization deductions can be used to reduce taxes on 
disbursements from (other) taxable investments, which 
implies that the estate for years value is greater than the value 
of the estate for years cash flows alone. 
0253) The incremental value represented by excess amor 
tization deductions is computed in Block 176, which sub 
tracts the value of the tax-exempt estate for years cash flows 
computed in Block 172 from the estate for years purchase 
price computed in Block 174. Block 176 reveals the business/ 
economic value created by the application of component 
separation to tax-exempt securities. This invention is not tied 
to any particular amortization or cost recovery schedule for 
the estate for years, as long as the contribution of the present 
value of tax deductions generated by the estate for years 
component enhances the estate for years value relative to its 
value as a schedule of tax-exempt cash flows. 
0254 Block 178 computes the implied yield on the estate 
for years component based on cash flow alone. This is an 
important safety check on the validity of the estate for years 
amortization deductions, because under current tax law 
deductions are invalid if they create an asset with negative or 
Zero expected investment return. Because the estate for years 
is a fixed-income asset, implied yield to maturity based on 
cash flow alone equals expected investment return. Thus the 
output of Block 178 must be greater than Zero for the prices 
computed by the invention to be valid. 
0255 Block 180 computes the average life, half life, and 
duration of the estate for years using the full schedule of estate 
for years cash flows plus projected tax savings. This output is 
used in the iterative calculation of the estate for years yield 
rate as in the previous examples of this process. 
0256 Computation of the remainder component price 
entails a complication not present in computing the estate for 
years price, due to the fact that is a Zero-coupon security, i.e., 
due to the fact that no cash flow is generated during the estate 
for years term. Consequently, the tax basis of the remainder 
component will never be large enough to tax shelter all of the 
return of principal payments received by the remainder, so 
that a portion of the cash flows received by the remainder 
investor is subject to federal taxation. 
0257 This implies that the remainder component can be 
valued in at least two ways: (1) as a tax-exempt security, on 
the basis of its aftertax cash flows; or (2) a conventional 
taxable security, valued on the basis of its pretax cash flows. 
In case (1), the projected tax rate schedule of the purchaser 
affects the computation of the purchase price, whereas in case 
(2), the purchase price computation is independent of the tax 
bracket of the purchaser. Logic Means 30 computes the 
remainder value as a tax-exempt security in Block 198, and 
the remainder value as a taxable security in Block 212. Logic 
Means 30 selects the larger value in Block 214, and outputs a 
recommendation as to the appropriate marketing strategy, 
i.e., whether to market the remainder as a tax-exempt fixed 
income security or a taxable fixed-income security. 
0258 As a longer term zero-coupon investment, the regu 
larity or irregularity of remainder cash flows has little to do 
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with asset marketability. Because there is little to gain by 
rescheduling the remainder cash flows via cash flow ware 
housing, this degree of complexity is omitted from the struc 
ture of the remainder component by the logic means. 
0259 Block 190 computes the yield rate for the remainder 
under the assumption that it is regarded as a tax-exempt 
security. 
0260 The computation of the remainder price in Block 
198 proceeds iteratively exactly as in the case of the estate for 
years, substituting Block 192 for Block 170, Block 206 for 
Block 182, and Block 208 for Block 184. Also, again as with 
computation of the estate for years purchase price, the itera 
tions can be avoided and replaced by an analytic formula for 
the tax-exempt remainder purchase price if the remainder 
cash flows are assumed to be sufficiently regular. 
0261) The computation of the average life of a fixed-in 
come security is based on pretax cash flows and pretax inter 
est rate. Block 196 computes the implied pretax remainder 
interest rate. This value is identical to the tax-exempt yield 
rate computed by Block 190 if the tax rate schedule from 
Input Data 188 is zero, and in general the value computed by 
Block 196 differs only slightly from the tax-exemptyield rate. 
The interest rate computed by Block 196 together with the 
pretax cash flows and the tax-exempt remainder purchase 
price from Block 198 are used to compute the tax-exempt 
average life for the remainder in Block 194. 
0262 Viewing the remainder as a taxable fixed-income 
security, the corresponding computations become much sim 
pler. Input Data 200 receives the conventional Treasury yield 
curve, and Input Data 202 the corresponding (taxable) risk 
premium curve. Block 204 computes the taxable remainder 
yield rate, and Block 212 computes the taxable remainder 
purchase as the present value of the pretax remainder cash 
flows discounted at the yield rate computed in Block 204. As 
in previous cases, Block 210 computes the average life, half 
life, and duration for the taxable remainder, and the average 
life is fed back to Block 204 to iterate the computation of the 
taxable remainder yield rate. 
0263 Block 240 computes the sum of the estate for years 
and remainder prices. Block 242 computes a measure of 
profitability for the separation transaction by computing the 
difference between: 

(1) the Sum of the estate for years price, the remainder price, 
the value of the unseparated portion of the partnership inter 
ests, and any underwriting fees received in connection with 
the overall transaction, and 
(2) the price of the tax-exempt fixed-income portfolio 
acquired by the partnership. 

0264. An additional feature of component decomposition 
applied to tax-exempt fixed-income portfolios arises because 
of the Zero-coupon nature of the remainder interest. 
0265. During the estate for years term, the remainder is a 
Zero-coupon security, and the return earned on the remainder 
is tax-deferred for a remainder investor; taxes are only due 
when the estate for years term has expired and the remainder 
investor begins to receive cash flows, or when the remainder 
is sold. Consequently, a tax-effective strategy for a philan 
thropic remainder purchaser would be the following: hold the 
remainder during the estate for years term while it earns 
tax-deferred returns, then make a charitable donation of the 
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remainder when the estate for years term expires and take a 
charitable deduction enhanced by the increase in the remain 
der value. In addition, the remainder purchaser receives the 
satisfaction of seeing a favorite charitable foundation or insti 
tution receive a substantial fixed-income security as a gift. 

0266 Logic Means 30 computes values to describe and 
measure the value generated by a remainder purchaser 
through a remainder donation. The key value needed by the 
remainder purchaser is the projected value of the remainder at 
the time of the donation. This value is a fixed-income present 
value computation analogous to the other present value com 
putations made by Logic Means 30 in this application. 

0267 Input Data 220 receives the projected date of a 
remainder donation. Frequently, though not necessarily, the 
projected donation date will be near the expiration of the 
estate for years term. 

0268 Input Data 215 receives the AAA g.o. curve pro 
jected for the date of the donation, and Input Data 216 
receives the corresponding risk premium curve projected for 
that date. Block 218 selects the appropriate AAA base rate 
and risk premium based on the average life of the remainder 
at the projected time of the remainder donation, and Sums 
these two rates to obtain the projected discount rate needed to 
compute the projected present value of the remainder at the 
time it is donated. 

0269 Block 224 computes the projected value of the 
remainder at the projected donation date; using this value, 
Block 222 computes the average life, half life, and duration 
for the remainder at the projected donation date. Using the 
remainder purchase price computed earlier, Block 230 com 
putes the projected growth rate in the remainder value 
between the remainder purchase date and the remainder 
donation date. 

0270. Using a projected donor tax rate schedule received 
by Input Data 228, Block 228 computes the projected value of 
the donor tax saving generated for the remainder investor by 
the remainder donation. 

0271 Block 232 computes the rate of return for the 
remainder purchaser from an investment equal in value to the 
remainder purchase price on the component separation date 
that generates a return equal in value to the projected value of 
the donor tax saving at the remainder donation date. 

0272 Finally, under the additional assumption that the 
tax-exempt portfolio held by the partnership is a financial 
obligation of the intended recipient of the remainder dona 
tion, Block 234 subtracts the remainder cash flows after the 
projected donation date from the tax-exempt portfolio cash 
flows and recomputes the cost of debt capital on the tax 
exempt portfolio based on the remaining cash flows and the 
initial value of the tax-exempt portfolio. This is an additional 
piece of financial information to aid the remainder purchaser 
in gauging the effectiveness of a prospective remainder dona 
tion under the assumption that the intended donation recipient 
is the original issuer of the tax-exempt portfolio; in this case, 
Block 234 measures the reduction in the cost of capital for the 
fixed-income debt obligations in the partnership portfolio due 
to the cancellation of the portion of the debt represented by 
the remainder component. 
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0273 E. Interrelated Computer Systems 

0274 That aspect of the invention illustrated with respect 
to FIG. 2, etc., can function in cooperation with other com 
puter systems respectively in different institutions involved in 
the decomposition. One or both component buyers preferably 
employ a digital electrical Computer System 243, comprised 
of a processor in a computer, input means, output means, and 
logic means, such as preferably a computer program. Com 
puter System 243 in FIG. 6 is programmed to receive and 
store cash flow and tax deduction schedules provided to the 
component buyer, or at least some of the Output 24 of System 
2. This data can be communicated electronically or by manu 
ally entering the data from hard copy produced by System 2 
into Computer System 243 by a keyboard. The Computer 
System 243 is programmed to: (1) compute and/or recompute 
taxes, (2) complete and/or generate required annual and/or 
interim tax filing schedules, and/or (3) generate investment 
portfolio and income accounting reports required by regula 
tory agencies on a periodic basis from regulated institutional 
investors. This can include generation of an accounting 
income and valuation schedule to value an equity interest in a 
component and income therefrom for accounting purposes 
between the purchase date of the equity interest and the end of 
the estate for years term or beyond, based on generally 
accepted accounting principles, and can include insertion of 
the income and valuation schedule or portions thereof in 
investment portfolio and income accounting reporting and 
documentation. Parameters for this programming are 
straightforward: the tax code and accounting standards of the 
regulator(s). 

0275 More particularly, this can be characterized as pro 
viding a second digital electrical computer controlled by a 
processor, the processor being controlled by logic means for 
receiving and storing in memory accessible by the computer 
electrical signals representing cash flow and tax deduction 
schedules provided to a component buyer. The logic means is 
also for manipulating the electrical signals representing cash 
flow and tax deduction schedules to produce altered electrical 
signals corresponding to at least one of the group consisting 
of (1) computing the tax, (2) generating a tax filing schedule, 
and (3) generating documentation at an output means electri 
cally connected to said second computer. 

0276 Computer System 244 has hardware and logic 
means analogous to Computer System 243, except that the 
computer system is programmed particularly to examine a 
different tax and/or investment scenario than that used in the 
decomposition conducted in accordance with System 2 for at 
least one of the components, e.g., a tax scenario under a 
different interpretation of the tax code or a change in the tax 
code. Computer System 244 is programmed to generate a tax 
schedule from input data representing: (1) a breakdown of the 
cash payment schedule into schedules of interest/income pay 
ments and return of principal payments, (2) the security pur 
chase price, and in the case of estate for years securities— 
(3) the estate for years term. This input data includes at least 
some of the output 24. The Computer System 244 in FIG. 6 
can also be programmed to format the schedule of tax deduc 
tions for transmittal to other computer systems, and to store 
and transmit this schedule in exactly the same way that Sys 
tem 2 does. 

0277 Computer System 244 thus can be programmed to 
compute: (1) independent verification of the tax deduction 
schedules furnished to purchasers by sellers, and/or (2) a 
sensitivity analysis of the effect of future modifications in the 
tax code on the tax deduction schedule generated by the 
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security and/or the effect of these modifications on the present 
value of the aftertax cash flows. 

0278 More particularly, the Computer System 244 can be 
characterized as providing a second digital electrical com 
puter controlled by third logic means controlling a second 
processor in manipulating other digital electrical signals rep 
resenting next input data to the second computer, the next 
input data characterizing at least one of the at least two com 
ponents decomposed from the property, the manipulating by 
the second processor including transforming the other digital 
electrical signals into other modified digital electrical signals 
representing a respective value for the at least one of the two 
components, the respective value being computed to reflect 
taxation for the components under a second tax and/or invest 
ment scenario. Additionally involved is providing second 
input means electrically connected to the second computer 
converting the next input data into the other digital electrical 
signals, and communicating the corresponding other digital 
electrical signals to the second computer, and providing sec 
ond output means electrically connected to the second com 
puter for receiving the other modified digital electrical signals 
from the second computer, and converting the other modified 
digital electrical signals representing the respective value into 
a printed document. 
0279 Computer System 244 usually computes output val 
ues, for example, component prices and expected returns for 
a specific set of input parameter values at the time property 
decomposition into components occurs. Computer System 
244 can also be programmed to perform risk analysis for the 
output parameters, e.g., by Monte Carlo analysis, for 
example, for the expected remainder annual return. 
0280 More particularly, an example of a risk analysis 
input (e.g., in the case of expected remainder annual return) is 
a probability distribution for the expected property value at a 
future time (e.g., at the end of the estate for years term) and a 
set of values for the other input parameters for the embodi 
ment. Computer System 244 can be programmed to generate 
random samples from the probability distribution for 
expected future property value, and each random sample for 
the expected future property value can be combined with the 
fixed values for the other input parameters and processed to 
generate a set of output values, including a value for expected 
annual remainder return. By generating repeated random 
samples of the multiple future property value (e.g., normally 
at least one thousand, and usually at least ten thousand), 
Computer System 244 generates a probability distribution for 
the expected annual remainder return and can compute 
investment risk parameters for the expected annual remainder 
return from the distribution, for example, standard deviation, 
skewness, and kurtosis. 

0281. In cases involving further decomposition of the 
remainder component into a preferred interest and a residual 
interest, Computer System 244 also generates a probability 
distribution for the expected annual residual return and can 
compute investment risk parameters for the expected annual 
residual return from the distribution, for example, standard 
deviation, skewness, and kurtosis. 

0282 For the case of support for a decision about a com 
mitment to component decomposition significantly in 
advance of the expected date for the component decomposi 
tion or in advance of the expected date for at least one com 
ponent purchase, Computer System 144 can compute the 
probability that the decomposition of property into compo 
nents and the at least one component purchase will become 
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uneconomical due to changes in the values of input param 
eters between the date of the analysis and the expected date of 
component separation. 

0283 More particularly, in this case, an example of an 
additional input for a Computer System 244 risk analysis is a 
probability distribution for at least one input parameter, for 
example, a multivariate probability distribution for the fol 
lowing group of input parameters: the yield curve, the risk 
premium curve for the estate for years component, the risk 
premium curve for the preferred interest (in cases wherein 
there is or will be a preferred interest), and the future property 
value that will be expected at the time of component decom 
position. An example of an additional input value for Com 
puter System 244 in this case is at least one of the following: 
a value for the minimum required annual return for remainder 
interest investor(s), a value for the minimum required annual 
return for residual interest investor(s), and a value for the 
minimum required annual return for estate for years interest 
investor(s). Computer System 244 generates a multivariate 
distribution for the output parameters, from which it can 
compute a risk analysis of the financial Success or failure of 
the transaction. For example, Computer System can compute 
at least one of the values for the following risk parameters: the 
probability that the sum of the estate for years purchase price 
and the remainder interest purchase price will not be suffi 
cient to cover the sale price of the property together with 
associated expenses Such as real estate brokerage commis 
sions and the cost of component decomposition, the expected 
magnitude of the deficit, the expected magnitude of the deficit 
given that a deficit does occur, and the below-target semivari 
ance of the deficit. 

0284 Computer System 246 is again structurally analo 
gous to that of Computer System 243, with the digital elec 
trical computer being controlled in its signal processing by a 
processor, etc. However, Computer System 246 can be used 
by an insurance company, for example, in computing premi 
ums for writing insurance against the savings that accrue to 
the component purchaser from tax deductions generated by 
the component. Computing insurance premiums for a given 
event is a well explored discipline, though in the present case, 
it would reflect sensitivity analyses of the effect of tax code 
modifications too. Thus, the invention discussed with respect 
to FIG. 2 can be employed in combination with software for 
determining insurance premiums. Because tax deductions are 
default free, there is no credit risk associated with these 
deductions that might be reduced by insurance. However, 
insurance can be written against legislative risk that results 
from potential (future) changes in the tax law, Such as: (1) 
changes in tax brackets and rates that inversely affect the 
value of tax deductions generated by the security, and (2) 
modifications of tax code regulations regarding availability 
and/or scheduling of tax deductions. 
0285) More particularly, Computer System 246 can be 
characterized as providing a second digital electrical com 
puter controlled by third logic means controlling a second 
processor in manipulating other digital electrical signals rep 
resenting next input data to the second computer, the next 
input data characterizing at least one of the two components 
decomposed from the property, the manipulating by the sec 
ond processor including transforming the other digital elec 
trical signals into other modified digital electrical signals 
representing a respective value under a second tax scenario 
for the at least one of the two components, the manipulating 
by the second processor also including transforming the other 
digital electrical signals into still other modified digital elec 
trical signals representing an insurance premium for insur 
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ance against the second tax scenario. Additionally involved is 
providing second input means electrically connected to the 
second computer converting the next input data into the other 
digital electrical signals, and communicating the correspond 
ing other digital electrical signals to the second computer; and 
providing second output means electrically connected to the 
second computer for receiving the still other modified digital 
electrical signals from the second computer, and converting 
the still other modified digital electrical signals representing 
the insurance premium into a printed document. 
0286 Computer System 246 can also be used by an insur 
ance company in computing premiums for writing insurance 
against an economic risk in a component. For the case of an 
estate for years component, this can include insurance to 
protect the estate for years holder againstany property-related 
risk that might otherwise be assumed by purchase of the estate 
for years component in cases wherein the existing leases are 
not bondable net. Insurance for the estate for years compo 
nent can also include credit enhancement insurance to raise 
the credit rating of the estate for years component to invest 
ment grade in cases wherein one or more existing lessees for 
the property have below-investment-grade credit ratings. For 
the case of a remainder component, this can include residual 
value insurance, which sets a minimum target valuation for 
the property and insures the remainder interest holder against 
the risk that the property value will be below the target valu 
ation when the remainder interest matures into ownership of 
the property. 

0287. In the case of residual value insurance for remain 
ders, such policies have been discussed in recent years for 
conventional real estate ownership. However, in this case they 
suffer from the defect that the insurer has a subordinate claim 
on the real estate to any mortgage lender. Thus the insurer can 
Suffer huge losses if tenants default and the mortgage lender 
forecloses because of temporary cash flow deficiencies, 
events which have nothing to do with the underlying econom 
ics of the real estate. By contrast, residual value insurance on 
the remainder provides the insurer with an unsubordinated 
claim on the real estate. This is the rationale for the innovation 
of residual value insurance for remainders. 

0288 Computer System 248 in FIG. 6 is againstructurally 
analogous to that of Computer System 244, except it is pro 
grammed, to: (1) receive market-based interestrate inputs, (2) 
compute the current market-based yield/discount rate for the 
component, (3) determine the current market/based price of 
the component by computing the Sum of the present values of 
expected aftertax future cash flows and future purchaser tax 
savings from tax deductions generated by the component. 
0289 Computer System 248 is adapted to provide analytic 
support for purchasers who might need to sell or resell the 
component security at Some time prior to the maturity date of 
the security. Thus, making use of logic Such as that in FIG. 2, 
Computer System 248 is programmed to price the security for 
resale and to compute the schedule of tax deductions gener 
ated by the security for the subsequent ownerifa resale effort 
is successful. 

0290 More particularly, Computer System 248 can be 
characterized as providing a second digital electrical com 
puter controlled by third logic means controlling a second 
processor in manipulating other digital electrical signals rep 
resenting next input data to the second computer, the next 
input data characterizing at least one of the two components 
decomposed from the property, the manipulating by the sec 
ond processor including transforming the other digital elec 
trical signals into other modified digital electrical signals 
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representing a respective value under a tax scenario for the at 
least one of the two components, the manipulating by the -continued 
second processor also including computing current market 
based yield/discount rate for the at least one component, and THIRD ANNUAL RENT: O 
determining a market/based price of the at least one compo- TERM (MONTHS): O 
nent by computing a sum of present values of expected after- FOURTHANNUAL RENT: O 
tax future cash flows and future purchaser tax savings from TERM (MONTHS): O 
tax deductions generated by the at least one component. Addi 

- 0 FIFTHANNUAL RENT: O tionally involved is providing second input means electrically 
connected to the second computer converting the next input TERM (MONTHS): O 
data into the other digital electrical signals, and communicat- SIXTH ANNUAL RENT: O 
ing the corresponding other digital electrical signals to the TERM (MONTHS): O 
second computer, and providing second output means elec- SEVENTHANNUAL RENT: O 
trically connected to the second computer for receiving the TERM (MONTHS): O 
other modified digital electrical signals from the second com- EIGHTEHANNUAL RENT: O 
puter, and converting the other modified digital electrical TERM (MONTHS): O 
signals into an illustration of data corresponding to the other NINTH ANNUAL RENT: O 
modified electrical signals. 

ERM (MONTHS): O 
0291. As with any of the above-referenced computer sys- TENTH ANNUAL RENT: O 
tems and methods for making or using them, the invention TERM (MONTHS): O 
extends to any kind of property, including a portfolio of at 
least one tax-exempt fixed income security. Further, the tax 
may be computed in different ways, including with an accel 
erated deduction for at least one of the components, as well as Specimen 1 
taxation under different interpretations of the existing tax 
code, or under a changed tax code altogether, without at all 
departing from the spirit of the invention of the computer 
system and methods related to electrical signal processing. 

Screen 2 

Estate for Years/Remainder Output Parameters 
VI. CONCLUSION 

0294 
0292 While a particular embodiment of the present inven 
tion has been disclosed, it is to be understood that various 
different modifications are possible and are within the true 
spirit of the invention, the scope of which is to be determined ESTATE FORYEARS PURCHASE PRICE: S22,560,530 
with reference to the claims set forth below. Of course, the ESTATE FORYEARSTERM (MONTHS): 120 
invention can be carried out by using multiple computers or ESTATE FORYEARSYIELD RATE: 6.90% 

AFTERTAX BONDYIELD RATE: 4.14% 
by using the same computer to handle operations sequen- AFTERTAXESTATE FORYEARSYIELD: 4.34% 
tially, as would be equivalent under the circumstances—soft- PRETAX BOND EQUIVALENT 7.23% 
ware embodiments being equivalent to hardwired embodi- ESTATE FORYEARSYIELD: 
ments, as is well known in the art. There is no intention, ENSYL ENTESTATE FOR $22,772,597 
therefore, to limit the invention to the exact disclosure pre- NITIAL RENT/SQUARE FOOT: S 10.96 
sented herein as a teaching of one embodiment of the inven- REMAINDER PURCHASE PRICE: S 6,239,470 
t1On. GROSS PROPERTY SALE PRICE: $28,800,000 

ANNUAL REMAINDER RETURN: 16.20% 
Specimen 1 REMAINDER PRICE/SQUARE FOOT: S 22.21 

REMAINDER PRICE/SQ.FT, AT S 57.61 
ESTATE FORYEARS MATURITY: 

Screen 1 CURRENT PRICE/SQ.FT. S 99.67 
NET TO SELLER: 

Estate for Years/Remainder Input Parameters NITIAL CAPRATE = 11.00% 

0293) 
Specimen 1 

PROPERTY VALUATION: $28,000,000 Screen 3 
TREASURY BONDYIELD BASIS: S.40% 
(AVERAGE LIFE = 5.66) 
RENTAL INCOMERISKPREMIUM: 1.50% Additional Output Parameters 
ESTATE FORYEARS TAXRATE: 40.00% 
COMPONENT SEPARATION COSTSAFEES: S 800,000 0295) 
RENTABLESQUARE FOOTAGE: 280,940 
ZERO-COUPON RISK-FREE RATE: 10.00% 
WRAPINSURANCE COST: 3.00% 
FUTURE REMAINDERVALUE: 100.00% 
INITIAL ANNUAL RENT: $ 3,080,000 PRESENT VALUE OF ENHANCEMENT: 15.93% 
TERM (MONTHS): 60 PV OF ENHANCEMENT: $4.460,877 
SECOND ANNUAL RENT: $ 3,388,000 (DOLLARS) 
TERM (MONTHS): 60 
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Additional Input Parameters 

0296) 

Specimen 1 

Screen 4 

INSUREDMINIMUMPROPERTYVALUE: 

RESIDUAL VALUE INSURANCE PREMIUMFEE: 

ADDITIONAL ASSOCIATED FEES: 

TREASURY BONDYIELD BASIS: 

INSURER CREDITRISKPREMIUM: 

LIQUIDATION/REFINANCING FEES: 
EXTRAMONTHS TO RETIRE PREFERRED: 

Additional Output Parameters 

0297) 

PREFERRED INTEREST ANNUAL RETURN: 
PREFERRED INTEREST PURCHASE PRICE: 
RESIDUAL INTERE 
RESIDUAL INTERE 

ST PURCHASE PRICE: 
STANNUAL RETURN: 

REMAINDER-TO-RESIDUAL RATIO: 
RESIDUAL LEVERAGE RATIO: 

INSURED VALUESQUARE FOOT: 

Specimen 2 

Screen 1 

S 
S 

S 

SO.00% 

$1,000,000 
S 100,000 

6.00% 

1.50% 

1.00% 

O 

7.50% 

6,792,715 
546,755 

38.02% 

11.41 
5.59 

49.83 

Estate for Years/Remainder Input Parameters 

0298) 

TAX-EXEMPTAAA G.O. BOND BASE: 
(AVERAGE LIF E = 8.81) 
ORIGINAL SECURITYRISKPREMIUM: 
AAA G.O. ESTATE FORYEARS BASE: 
(AVERAGE LIF 
ESTATE FORY 

E = 5.66) 
EARS RISKPREMIUM: 

AAA G.O. REMAINDER BASE: 

(AVERAGE LIF E = 12.72) 
REMAINDERRISKPREMIUM: 
TREASURY (TAXABLE) REMAINDER BASE: 
(AVERAGE LIF E = 12.73) 
REMAINDER (TAXABLE) RISK PREMIUM: 
ESTATE FORY EARS TAXRATE: 
REMAINDER INTEREST TAXRATE: 
ESTATE FORY EARSTERM (YEARS): 
ORIGINAL SECURITY TERM (YEARS): 
AMORTIZATIO 
ESTATE FORY 

N TERM (YEARS): 
EARS GICRATE: 

GENERAL PARTNER SHARE: 
UNDERWRITE RFEE: 

5.90% 

1.00% 
5.70% 

1.10% 
6.00% 

1.00% 
8.00% 

1.00% 
40.00% 
40.00% 
1O.OO 
1S.OO 
1S.OO 
4.00% 
1.00% 
O.00% 
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Specimen 2 

Screen 2 

Estate for Years/Remainder Output Parameters 
0299) 

ORIGINAL SECURITY ANNUALIZEDYIELD: 
ESTATE FORYEARS CASH-ON-CASHYIELD: 
(CASH FLOWAV. LIFE = 5.60) 
ESTATE FORYEARSYIELD: 
REMAINDERYIELD AS TAX-EXEMPT: 
(PRETAXYIELD = 8.66%) 
REMAINDERYIELD AS TAXABLE BOND: 
ORIGINAL SECURITY DEBT SERVICE: 
THE REMAINDERVALUE IS HIGHER IFIT 
ISMARKETED ASATAX-EXEMPT BOND. 
ESTATE FORYEARS PRICE: 
REMAINDER PRICE AS TAX-EXEMPT: 
REMAINDER PRICE AS TAXABLE BOND: 
SUM OF COMPONENT PRICES: 

PROFIT (INCL. G.P.SHARE + FEE): 

Specimen 2 

Screen 3 

Transaction Dollar Amounts 

PRINCIPAL VALUE=S50,000,000 
ANNUAL DEBT SERVICE=S5,359,481 
ESTATE FORYEARS PURCHASE PRICE=S43,297,056 
REMAINDER PURCHASE PRICE=S9,060,219 

0300 

PROJECTE 

(AVERAGE 

ROJECTE 

ROJECTE 

ROJECTE 

PROJECTE 
THROUGH 
PROJECTE 

ORROWE 
ROJECTE 

ROJECTE 

REMAINDE 
REMAINDE 

Specimen 2 

Screen 4 

Remainder Donation Analysis 

INPUT PARAMETERS 

DAAA. G.O. REMAINDER BASE 
ATESTATE FORYEARS MATURITY: 

LIFE = 2.68) 
RRISKPREMIUMAT MATURITY: 
RDONORTAXRATE: 

ADDITIONAL COST TO BORROWER: 
OUTPUT PARAMETERS 

D REMAINDERYIELDAT 
STATE FORYEARS MATURITY: 

D REMAINDERVALUEAT 
STATE FORYEARS MATURITY: 

DDONORTAX SAVING 
ATESTATE FO RYEARS MATURITY: 

DDONOR GIFT GROWTHRATE 

DA 

DS 

DS 

ESTATE FORYEARSTERM: 
FTERTAXDONOR ANNUAL RETURN: 

MPLIED DONATION RECIPIENT COST OF 
D CAPITAL: 

DONORTAXDEDUCTION AT 
STATE FORYEARS MATURITY = S22.463,386 

DONORTAX SAVING = S8,985,354 

6.90% 
4.21% 

6.80% 
7.00% 

9.00% 
10.72% 

86.59% 
18.12% 
17.38% 

104.71% 
5.719, 

5.75% 

1.00% 
40.00% 
O.00% 

6.75% 

44.93% 

17.97% 

9.50% 

-0.08% 
1.48% 
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Specimen 3 

Summary of Terms 

The Estate for Years Component Security 

For Real Estate to be Occupied by Anonymous 
Mortgage Company at Typical Industrial Park 

Anytown, Illinois 
Description of Security: 
0301 The security, henceforth known as the “Security,” is 
the sole beneficial interest in a grantor trust that will be 
established to hold the deed to an estate for years in the land 
and improvements described in Exhibit A, henceforth known 
as the “Premises.” The estate for years will be created as part 
of a transaction in which fee simple ownership of the Pre 
mises will change hands, the estate for years to be acquired by 
the trust and the remainder interest to be acquired by a legally 
separate entity. 
0302) The Premises have been fully (100%) pre-leased on 
a triple-net basis to a single tenant for an initial term of 
approximately ten years. The lease is uncancellable during 
the initial term except as described below. The Security 
entitles the holder to receive Base Rent from the lease on the 
Premises during the initial lease term, and to re-lease the 
Premises subject to specified restrictions in the event of pre 
mature lease cancellation. 

0303. The Security has similar investment characteristics 
to an asset-backed bond: a debt-like obligation with the right 
to legal recourse to compel Tenant performance absentTenant 
bankruptcy; and in Tenant bankruptcy, a senior claim to 
repossess the asset (term occupancy of the Premises) that 
secures the debt-like obligation if the Tenant repudiates the 
obligation. The general rental agreement formalizes financial 
restrictions, offering Sufficient security for classification of 
the Security as a fixed-income investment for regulatory pur 
poses. 

Description of Security Term: 
0304 Expiration of the estate for years term will coincide 
with expiration of the initial lease term. The period from 
acquisition of the estate for years by the grantor trust to 
expiration of the initial lease term will henceforth be known 
as the “Term. 

0305 Covenants in the estate for years deed and the 
remainder interest deed will provide for claims of the estate 
for years beneficiary incurred during the Term to survive the 
Term expiration. The grantor trust indenture will provide for 
continuation of the trust until all Such claims are resolved. 

Description of Security Lease: 
0306 The Tenant is Anonymous Mortgage Company, a 
wholly-owned affiliate of Anonymous Conglomerate Corpo 
ration. The lease is tentatively scheduled to begin on 15 Oct. 
1992, and will expire on the last day of the calendar month 
that contains the tenth anniversary of the Commencement 
Eve Date, where the Commencement Eve Date is the day 
immediately prior to the commencement of the lease term. 
Description of Security Cash Flows: 
0307 Security cash flows consist of Base Rent from the 
Anonymous Mortgage lease. Annual Base Rent is determined 
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by multiplying the annual base rent per square foot by the 
building net square footage. Initial annual Base Rent per 
square foot is S11.00. The preliminary estimate of net square 
footage is 100,000 feet, implying an estimated initial Annual 
Base rent of S1,100,000. 
0308 The building net square footage, and hence the ini 

tial net rent, will be finalized for the Term as described in 
Lease Section 3.02 within ten days of the Lease Commence 
ment date. 

0309 Annual Base Rent per square foot in subsequent 
lease years is determined by increasing the base rent per 
square foot in the preceding year by three percent (3%) and 
rounding the resulting value off to the nearest cent (S0.01). 
0310 Base Rent is due in equal monthly installments at 
the beginning of each month. 
Prepayment: 

0311 Security cash flows cannot be reduced by prepay 
ment. 

Tax Shields: 

0312 From a legal perspective the Security is an income 
producing asset, so tax treatment of Security cash flows dif 
fers from tax treatment of cash flows generated by debt secu 
rities. 

0313 Tax deductions generated by the Security arise from 
amortization of a wasting asset purchase price rather than 
from the separation of cash flows into taxable and tax-exempt 
(i.e. interest and principal) components. Since Security 
deductions are generated by asset characteristics rather than 
by cash flow receipts, Security tax deductions are indepen 
dent of cash flows. Consequently, whereas the credit risk of 
Security cash flows is determined by the credit risk of Anony 
mous Mortgage, Security tax deductions are default free. 
0314. The Security holder is entitled to an annual amorti 
Zation deduction on the estate for years. The annual deduction 
is computed by multiplying the Security tax basis by the 
following ratio: the number of days during the tax year that 
the grantor trust held the estate for years divided by the 
number of days remaining in the estate for years on the first 
day of the tax year that the grantor trust held title. 
0315 Amortization deductions are classified for tax 
reporting purposes as passive deductions, and are Subject to 
the restrictions of the Internal Revenue Code on the use of 
Such deductions to offset taxes on income. These restrictions 
vary with the tax status and classification of the beneficiary. 
Definition of Default: 

0316. Any of the following events constitutes a default 
under the Security lease: failure by Tenant to pay monthly 
Rent when due, together with failure to pay within ten (10) 
days after Landlord serves Tenant with written notice of past 
due Rent; failure by Tenant to perform or observe any other 
provision of the lease, provided that such failure continues for 
more than ten (10) days after Landlord gives Tenant written 
notice of such failure or, if the failure cannot be corrected 
within the ten (10) day period, provided that Tenant does not 
commence to correct the failure within the ten (10) day period 
and thereafter pursue the correction through to completion 
within a reasonable time, and in any case prior to such time as 
failure to complete the correction could result in violation of 
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any law, rule, or ordinance; failure by Tenant to pay monthly 
Rent on time more than three (3) times during any twelve (12) 
month period, or failure by Tenant to perform or observe any 
other provision of the lease more than three (3) times during 
any twelve (12) month period; performance by Tenant of any 
act that results in the creation of alien upon the Premises and 
fails to discharge the lien or post bond for the lien with 
Landlord as required by Lease Article XX; any attempt by 
Tenant to make an unpermitted assignment or Sublease; fail 
ure by Tenant to maintain in force all insurance policies 
required by the lease, and Such failure continues for more than 
ten (10) days after Landlord gives Tenant written notice of 
Such failure; the filing of a petition against Tenant or any 
guarantor of the lease under any section of the Bankruptcy 
Code (and in the case of an involuntary proceeding, the filing 
is not permanently discharged or vacated within sixty (60) 
days); if Tenant or any guarantor of the lease becomes insol 
vent or makes a transfer in fraud of creditors or makes an 
assignment for the benefit of creditors; a court-authorized 
appointment of a receiver, custodian, or trustee for Substan 
tially all Tenant assets or all assets of or any guarantor of the 
lease is made and not subsequently vacated within sixty (60) 
days of the initial appointment date; the cumulative transfer 
of more than 50% interest in Anonymous Mortgage that 
results in Anonymous retaining less than a 50% interest 
Anonymous Mortgage. 
Default Recourse: 

Security Lease Provisions: 
0317. In event of default, Landlord has the right to enter 
and take possession of the Premises and if Landlord elects, at 
Tenant's expense release the Premises and/or repair any dam 
age for which Tenant is responsible. In the event that Landlord 
relets the Premises: Tenant is liable for all costs associated 
with the default and with recovery of the Premises; all accu 
mulated Rent up to the time the Anonymous Mortgage lease 
is terminated; costs associated with preparing the Premises 
for new tenants; and any deficiency between the present value 
of rent payable by new tenants over the remaining Term and 
the present value of Anonymous Mortgage rent contracted in 
the current lease. The deficiency between the present value of 
total rent payable by the new tenant(s) and contracted total 
rent in the Anonymous Mortgage lease can be calculated 
either: before the new lease(s) are signed, on the basis of 
expected market rent; after the new lease(s) are signed, on the 
basis of actual rent specified in the new lease(s). 
Letter of Credit: 

0318 For the duration of the lease Anonymous or a suc 
cessor Anonymous-affiliated parent of Anonymous Mortgage 
agrees to provide a one-time two million dollar (S2,000,000) 
irrevocable letter of credit within two (2) business days of 
receipt of written notification from Landlord of any one of the 
following events: Tenant default under the lease that remains 
uncured for twenty (20) days after written notification to 
Anonymous Real Estate and which, in the case of nonmon 
etary default, Tenant has not commenced or has not diligently 
pursued to cure; a decline in Tenant networth, as calculated 
annually, of either more than five percent (5%) of total Tenant 
assets or below twenty-five million dollars, which continues 
without correction for ten (10) business days after the deter 
mination of the decline. The letter of credit must be issued by 
a nationally recognized institution with Sufficient funds avail 
able to fund Such a credit instrument at the time of issuance. 
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0319. In the event that Anonymous Real Estate or its suc 
cessor Anonymous-affiliated parent fails to provide the 
agreed-upon letter of creditas required. Anonymous agrees to 
provide the letter of credit within ten (10) business days of 
written notification from Landlord of nonperformance of the 
first-specified provider. 

0320 In event of Tenant default(s), Landlord can draw 
cumulatively against the credit line provided by the letter up 
to the lesser of the default amount and the remaining balance 
of the credit line. If Tenant default results in lease termination, 
the entire remaining balance on the letter of credit will be 
available immediately to the Landlord. 
0321) In event of a Tenant default resulting in lease termi 
nation prior to the end of the Term, then effective as of the 
termination date, the amount deemed due and owing to Land 
lord pursuant to the Letter of Credit agreement shall be the 
amount due and owing to Landlord pursuant to the lease 
remedies provisions. 
0322. In event that the scheduled letter of credit expiration 
date is earlier than the end of the Term, Landlord is entitled to 
draw upon the full outstanding balance of the credit line 
unless the letter is renewed at least thirty (30) days prior to 
scheduled expiration for an amount equal to the remaining 
outstanding balance. 
Interruption of Cash Flows: 
Condemnation: 

0323 If the entire Premises is acquired or condemned by 
eminent domain, the lease terminates as of the date the con 
demning authority takes possession, and total Rent due is 
adjusted to that date. 
0324. If partial condemnation results in the loss by Land 
lord of at least five percent (5%) of the Building or ten percent 
(10%) of parking for the Building, then Tenant may elect to 
terminate the lease within thirty (30) days of final determina 
tion of the extent of the loss, termination to occur as of the 
date the condemning authority takes possession, and total 
Rent due is adjusted to that date. 
0325 If Tenant has the option to terminate the lease but 
fails to exercise the option, then Landlord shall promptly 
restore the remaining Premises to a condition comparable to 
its condition immediately prior to condemnation and the lease 
shall continue as prior to the condemnation, except that after 
the effective date of condemnation the Rent shall be reduced 
as reasonably determined by Landlord if such reduction is 
reasonably warranted. Tenant waives any right or claim to any 
part of a compensatory award from the condemning authority 
to Landlord, and waives any claim against Landlord due to the 
condemnation. 

0326 In any action of eminent domain involving the Pre 
mises, the grantor trust and the remainder interest holder 
make separate compensation claims against the condemning 
authority. The estate for years deed and the remainder interest 
deed will disallow condemnation claims of the deed holders 
against each other. 
Damage and Destruction: 
0327. The Security holder shall carry rent business inter 
ruption insurance applicable to the Premises sufficient to 
cover Base Rent payments plus all related taxes and operating 
expenses for a period of 300 days. The cost of business 
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interruption insurance will be reimbursed by the Tenant, 
including all related appraisal and consulting fees. 
0328. If the Building or any portion thereof is damaged or 
destroyed to such an extent that it cannot be repaired within 
two hundred seventy days of the event, then the Tenant has the 
right to terminate the lease by giving the Landlord written 
notice within the later of (i) thirty (30) days after the event or 
(ii) five (5) business days after determination that the damage 
or destruction cannot be repaired within 270 days. The Land 
lord would continue to receive Base Rent for the period cov 
ered by business interruption insurance, and would have the 
right to relet the Premises after restoration for the remainder 
of the Term. 

0329. In event of destruction or damage to the Building 
which does not result in lease termination but which renders 
the Building wholly or partially untenantable, Base Rent shall 
be abated in proportion to the area so rendered until restora 
tion is completed. However, the Landlord would continue to 
receive the abated portion of Base Rent plus operating 
expenses while restoration is underway due to business inter 
ruption insurance, unless restoration took longer than 300 
days. 
0330. If the Building or any portion thereof is destroyed by 
fire or other cause during the last two (2) years of the lease 
term, then Tenant shall have the right to terminate the lease by 
giving written notice to the Landlord within sixty (60) days of 
the destruction. In this case, the Landlord would continue to 
receive Base Rent plus taxes and operating expenses from 
business interruption insurance for 300 days. 
Preservation of Asset that Secures Cash Flows: 

Grantor Trust: 

0331. The grantor trust indenture will charge the trustee 
with preventing the Security holder from imposing any lien 
whatsoever on the Premises, with removing any liens 
imposed by other entities that the Security holder does not 
promptly seek to remove by all legal means available, and 
otherwise with passing tenant rent through to the Security 
holder. Otherwise, ultimate responsibility for Landlord deci 
Sions concerning property management, maintenance, insur 
ance and taxes will remain with the Security holder during the 
Term, although under the Anonymous Mortgage lease the 
Tenant will assume full responsibility for performance in 
these areas as prescribed in the lease, together with responsi 
bility for direct payment of all costs associated with perfor 
mance. The trust indenture assigns the Security holder the 
general responsibilities accorded financial fiduciaries, reserv 
ing other specified services to the trustee as appropriate. 
0332 During the final Term year, the Security holder and 
Anonymous Mortgage are responsible only for management 
and maintenance costs incurred prior to Term expiration, and 
only for a pro rata share of tax and insurance expenses based 
on the ratio of the number of days during the year that fall 
within the estate for years to the total number of days in the 
year. 

Management and Maintenance: 
0333 Anonymous Mortgage assumes full and sole 
responsibility for the condition, operation, repair, replace 
ment, management and maintenance of the Premises and all 
improvements thereon. At its own expense. Anonymous 
Mortgage Company will keep the Premises both clean and in 
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good order and operating condition, and make all necessary 
repairs (both structural and nonstructural, interior and exte 
rior, ordinary and extraordinary, foreseen and unforeseen, of 
every nature, kind and description, including parking areas, 
driveways, sidewalks, landscaping and roadways). 
0334] Anonymous Mortgage will maintain, at its own 
expense, service contracts satisfactory to the Landlord for the 
following: (i) maintenance for HVAC systems, roof, eleva 
tors, landscaping and irrigation, and the parking lot; (ii) fire 
alarm service; (iii) janitorial service; (iv) security service; (v) 
Snow removal; (vi) exterior window cleaning at least four (4) 
times per calendar year. 
0335) If, after expiration of the sixth (6th) year of the lease 
term, any capital repairs are required, and Such repairs are not 
required due to (i) the failure of the tenant to perform routine 
maintenance required by the lease, (ii) tenant negligence, (iii) 
unusual or excessive tenant use of any system orportion of the 
Premises, or (iv) any tenant act which Voids a warranty that 
otherwise would reimburse repair costs, then tenant is only 
required to pay a fraction of the repair cost based on the ratio 
of the remaining lease term (including exercised options for 
extension) to the remaining useful life of the item repaired. 
0336 Anonymous Mortgage will not make any alterations 
to the Premises without first obtaining written Landlord con 
sent, which consent shall not be withheld or delayed unrea 
sonably. Landlord may refuse permission for any alterations 
that are likely to weaken the structure of the Building, which 
are likely to damage or disrupt the HVAC systems or other 
major Building systems, or which are visible from the exte 
rior of the Building. All alterations shall be made at Tenant's 
sole expense, either by Tenant's contractors approved in 
advance by Landlord or, at Tenant's option, by Landlord on 
terms reasonable to Tenant, including a fifteen percent (15%) 
supervisory fee in addition to the net cost of the materials and 
labor. 

0337. Notwithstanding the above. Anonymous Mortgage 
will pay, in addition to Base Rent, a management fee of one 
and eight tenths percent (1.8%) of the Base rent for adminis 
tering the lease and as reimbursement of Landlord expenses 
for the costs of semiannual maintenance review and other 
management overhead. 
Taxes: 

0338 Anonymous Mortgage is responsible for direct pay 
ment of all real and personal property-related taxes (except 
income taxes) as specified in Lease Section 5.01. Tenant will 
provide Landlord with evidence in the form of official 
receipts or other acceptable proof that complete payment has 
been made within thirty (30) days of each assessment due 
date. 

0339. Anonymous Mortgage has the right at its sole 
expense to contest the validity or amount of any tax, but will 
first pay the tax under protest. 

0340 For taxes and assessments related to the calendar 
year during which the Term expires, the Security holder is 
responsible for a pro rata share of taxes and assessments 
based on the ratio of the number of days during the year that 
fall within the Term to the total number of days in the year, and 
the remainder interest holder is responsible for the remaining 
portion of taxes and assessments. If the lease has not been 
extended. Anonymous Mortgage is responsible for the por 
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tion of taxes attributable to the Security. If the lease has been 
extended. Anonymous Mortgage is responsible for all prop 
erty taxes incurred during the calendar year. 
Insurance and Indemnification: 

0341 Tenant shall obtain and maintain various insurance 
policies related to the Premises and activities therein. All 
expenses in connection with Tenant policies shall be the sole 
responsibility of the Tenant. 

0342 Tenant policies shall include the following: All Risk 
insurance Sufficient to cover the replacement cost of Tenant 
personal property, Building improvements and alterations; 
business interruption insurance; comprehensive general pub 
lic liability insurance with limits of not less than S5,000,000 
per occurrence; automobile liability insurance of at least 
S300,000; Worker's Compensation and Employer's Liability 
insurance; Tenant's All Risk Legal Liability insurance for the 
replacement cost of the Premises. 

0343 Except for events due to Landlord negligence or 
willful misconduct, Tenant waives all claims against Land 
lord and agrees to indemnify and hold Landlord harmless for 
damage to any property, or injury to or death of any person, on 
or about the Premises. This includes injury or damage to 
persons or property resulting from fire, explosion, falling 
plaster, Steam, gas, electricity, water, rain, flood, Snow, damp 
ness, or leaks from pipes, appliances, plumbing works, roof. 
floor or ceiling subsurfaces or from the street. 
Utilities: 

0344). During the Term, Anonymous Mortgage is respon 
sible for all deposits and fees in connection with obtaining 
and maintaining necessary utility services for the Premises, 
including but not limited to the following: water, sewage, 
heat, gas, light, garbage, electricity, telephone, Steam and 
power. 

Tenant-Incurred Liens: 

0345 Anonymous Mortgage warrants to keep the Pre 
mises free from any liens arising from any work performed, 
materials furnished, or obligations incurred by or on behalf of 
Anonymous Mortgage. If any Such lien is attached and not 
promptly discharged as prescribed in Lease Section 10.01, 
Landlord has the right to pay the full amount of the lien 
without inquiry into its validity, and to bill Tenant as Addi 
tional Rent for all expenses connected with the lien removal, 
including interest and attorneys’ fees. 
Hazardous Materials and Indemnification: 

0346 Tenant is restricted to use of the Premises for execu 
tive, sales and administrative purposes. For the restrictions on 
use and/or handling of hazardous and toxic material, see 
Lease Article XXV. 

0347 Tenant shall indemnify, defend and hold Landlord, 
its beneficiaries, any managing agents and leasing agents of 
the Premises, and their respective agents, partners, officers, 
directors and employees harmless from all damages, costs, 
losses, expenses (including, but not limited to, actual attor 
ney's fees and engineering fees) arising from or attributable to 
any breach by Tenant or any of its warranties, representations 
or covenants in Lease Article XXV. Tenant's obligations here 
under shall survive termination of this lease. 
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Remainder Interest Liens: 

0348 During the Term the remainder interest will be held 
in a grantor trust. Among the primary responsibilities of the 
remainder interest trustee will be to prevent any liens what 
soever from being attached to the remainder interest fee. 
Tenant Financial Reports: 
0349. During each year of the Term, on no later than 
March 1, Anonymous Mortgage shall provide Landlord with 
a networth report as of December 31 of the prior calendar 
year and the preceding year. The report shall be certified by a 
nationally recognized accounting firm. 
0350. At any time during the Term, up to once per fiscal 
year, Tenant will, upon ten days prior notice from Trustee A, 
provide the Trustee with a current financial statement and 
financial Statements for the two (2) preceding fiscal years. 
The statements will be prepared in accordance with Generally 
Accepted Accounting Principles. 

Specimen 4 

Summary of Terms 

The Remainder Equity Component Security 

For Real Estate to be Occupied by Anonymous 
Mortgage Company at Typical Industrial Park 

Anytown, Illinois 
Description of Security: 
0351. The security, henceforth known as the “Security,” is 
the sole beneficial interest in a land or grantor trust, as will be 
determined, that will be established to hold the deed to the 
remainder interest in the land and improvements described in 
Exhibit A, henceforth known as the "Premises.” The remain 
derinterest will be created as part of a transaction in which fee 
simple ownership of the Premises changes hands and is sepa 
rated into an estate for years and a remainder interest. The 
remainder interest will be acquired by the Trust and the estate 
for years will be acquired by a legally separate trust. The trust 
indenture will assign the Security holder the general respon 
sibilities accorded financial fiduciaries, reserving other speci 
fied services to the trustee as appropriate. 
0352) The holder of the estate for years will have the right 
to all rent paid by tenants for occupancy of the Premises 
during the estate for years term. Covenants in the estate for 
years deed and the remainder interest deed will provide for 
claims by the estate for years holder against tenants incurred 
during the estate for years term to survive expiration of the 
estate for years term. All other rights of property ownership 
after expiration of the estate for years term belong to the 
Security holder. 
0353. The Security has similar investment characteristics 
to a Zero-coupon bond: a remainder interest with a specified 
term and a balloon payment at maturity, and no cash flows 
prior to maturity. Unlike a zero-coupon bond, the balloon 
payment at maturity consists of the fee simple interest in real 
property rather than a nominal cash payment. 
Description of Property: 

0354) The Premises are located in the Typical Industrial 
Park, a 400 acre master-planned business park under devel 
opment in Anytown, Illinois. The park is Zoned for office and 
light industrial facilities. 
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0355 The Building is a two-story, 100,000 square foot 
build-to-suit office building configured for multitenant occu 
pancy but fully (100%) pre-leased on a triple-net basis to 
Anonymous Mortgage Company, a wholly-owned affiliate of 
Anonymous Conglomerate Corporation, for initial term of 
approximately ten years with options for renewal. 
Description of Lease Term: 
0356. The Anonymous Mortgage lease is tentatively 
scheduled to begin on 15 Oct. 1992, and will expire on the last 
day of the calendar month that contains the tenth anniversary 
of the Commencement Eve Date, where the Commencement 
Eve Date is the day immediately prior to the commencement 
of the lease term. The lease is not cancelable during the initial 
term except as described below. 
0357 The period from acquisition of the remainder inter 
est by the grantor trust to expiration of the initial lease term 
will henceforth be known as the "Term” 

Automatic Lease Extension: 

0358 Anonymous Mortgage Company and the developer 
have entered into an option agreement (Phase II) under which, 
at the option of Anonymous Mortgage, a second office build 
ing may be constructed and leased on a build-to-Suit basis to 
Anonymous Mortgage on property adjacent to the Premises. 
In the event the option is exercised, the initial lease term will 
automatically be extended to cause the expiration of the initial 
lease term to coincide with the expiration of the 10-year Phase 
II lease. However, in the event of an extension of the initial 
lease term, the expiration of the Term of the Security will 
remain unchanged. The Phase II option to extend the initial 
lease term expires on Jun. 1, 1993. 
Renewal Options: 
0359 Anonymous Mortgage shall have options to extend 
the lease term for two (2) consecutive five (5) year periods, on 
the same terms, conditions and provisions as contained in the 
lease agreement for the initial lease term. The first renewal 
period shall commence on the day after the expiration date for 
the initial lease term and shall expire on the fifth (5th) anni 
versary of the expiration date for the initial lease term. The 
second renewal period shall commence on the day after the 
expiration date for the first renewal period and shall expire on 
the fifth (5th) anniversary of the expiration date for the first 
renewal period. 
0360 Exercise of each renewal option shall be exercised 
by written notice from Tenant to Landlord of Tenant's elec 
tion to exercise said option. Written notice must be provided 
not later than twelve (12) months prior to expiration of the 
then current lease term. 

Description of Rent: 
0361 Total Rent consists of Base Rent from the Anony 
mous Mortgage lease, plus Additional Rent to cover property 
management, maintenance, taxes and insurance as described 
in Subsequent sections. Annual Base Rent is determined by 
multiplying the annual base rent per square foot by the build 
ing net Square footage. Initial Annual Base Rent per square 
foot is S11.00. The preliminary estimate of net square footage 
is 100,000 feet, implying an estimated initial Annual Base 
rent of S1,100,000. 
0362. The building net square footage, and hence the ini 

tial net rent, will be finalized for the Term as described in 
Lease Section 3.02 within ten days of the Lease Commence 
ment Date. 
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0363 Annual Base Rent per square foot in subsequent 
years of the initial lease term (including the Phase II extension 
option) is determined by increasing the base rent per square 
foot in the preceding year by three percent (3%) and rounding 
the resulting value off to the nearest cent (S0.01). 
0364 During the first year of the first renewal option 
period, Annual Base Rent shall be the greater of (i) initial 
Annual Base Rent on the Lease Commencement Date, 
increased by three percent (3%) per year compounded annu 
ally through the first day of the renewal period, and (ii) ninety 
five percent (95%) of the fair market rental rate as defined in 
Lease Section 26.04(a). 
0365. In each successive year of the renewal option period, 
Annual Base Rent shall increase by an amount equal to three 
percent (3%) of the Annual Base Rent for the preceding year. 
0366 During the first year of the second renewal option 
period, Annual Base Rent shall be the greater of (i) initial 
Annual Base Rent on the Lease Commencement Date, 
increased by three percent (3%) per year compounded annu 
ally through the first day of the renewal period, and (ii) the fair 
market rental rate as defined in Lease Section 26.04(a). In 
each Successive year of the renewal option period, Annual 
Base Rent shall increase by an amount equal to three percent 
(3%) of the Annual Base Rent for the preceding year. 
0367 Base Rent is due in equal monthly installments at 
the beginning of each month. Additional Rent is paid directly 
or as described under “Preservation of Property” and “Dam 
age and Destruction.” 
Preservation of Property: 
Estate for Years Trust: 

0368. The trust indenture for the estate for years will for 
bid the trustee from imposing any lien whatsoever on the 
Premises and will charge the trustee with removing any liens 
imposed by other entities that the trust beneficiary does not 
promptly seek to remove by all legal means available. Other 
wise, ultimate responsibility and discretion regarding Land 
lord decisions concerning property management, mainte 
nance, insurance and taxes will remain with the estate for 
years trust during the Term, although under the Anonymous 
Mortgage lease the Tenant will assume full responsibility for 
performance in these areas as prescribed in the lease, together 
with responsibility for direct payment of all costs associated 
with performance. The trust indenture assigns the estate for 
years beneficiary the general responsibilities accorded finan 
cial fiduciaries, reserving other specified services to the estate 
for years trustee as appropriate. 
0369 During the final Term year, the estate for years trust 

is responsible only for management and maintenance costs 
incurred prior to Term expiration, and only for a pro rata share 
of tax and insurance expenses based on the ratio of the num 
ber of days during the year that fall within the estate for years 
to the total number of days in the year. 
Management and Maintenance: 
0370 Anonymous Mortgage assumes full and sole 
responsibility for the condition, operation, repair, replace 
ment, management and maintenance of the Premises and all 
improvements thereon. At its own expense. Anonymous 
Mortgage Company will keep the Premises both clean and in 
good order and operating condition, and make all necessary 
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repairs (both structural and nonstructural, interior and exte 
rior, ordinary and extraordinary, foreseen and unforeseen, of 
every nature, kind and description, including parking areas, 
driveways, sidewalks, landscaping and roadways). 
0371 Anonymous Mortgage will maintain, at its own 
expense, service contracts satisfactory to the Landlord for the 
following: (i) maintenance for HVAC systems, roof, eleva 
tors, landscaping and irrigation, and the parking lot; (ii) fire 
alarm service; (iii) janitorial service; (iv) security service, (v) 
Snow removal; (vi) exterior window cleaning at least four (4) 
times per calendar year. 
0372) If, after expiration of the sixth (6th) year of the lease 
term, any capital repairs are required, and Such repairs are not 
required due to (i) the failure of the tenant to perform routine 
maintenance required by the lease, (ii) tenant negligence, (iii) 
unusual or excessive tenant use of any system orportion of the 
Premises, or (iv) any tenant act which Voids a warranty that 
otherwise would reimburse repair costs, then tenant is only 
required to pay a fraction of the repair cost based on the ratio 
of the remaining lease term (including exercised options for 
extension) to the remaining useful life of the item repaired. 
0373) Anonymous Mortgage will not make any alterations 
to the Premises without first obtaining written Landlord con 
sent, which consent shall not be withheld or delayed unrea 
sonably. Landlord may refuse permission for any alterations 
that are likely to weaken the structure of the Building, which 
are likely to damage or disrupt the HVAC systems or other 
major Building systems, or which are visible from the exte 
rior of the Building. All alterations shall be made at Tenant's 
sole expense, either by Tenant's contractors approved in 
advance by Landlord or, at Tenant's option, by Landlord on 
terms reasonable to Tenant, including a fifteen percent (15%) 
supervisory fee in addition to the net cost of the materials and 
labor. 

0374. Notwithstanding the above. Anonymous Mortgage 
will pay, in addition to Base Rent, a management fee of one 
and eight tenths percent (1.8%) of the Base rent for adminis 
tering the lease and as reimbursement of Landlord expenses 
for the costs of semiannual maintenance review and other 
management overhead. 
Taxes: 

0375 Anonymous Mortgage is responsible for direct pay 
ment of all real and personal property-related taxes (except 
income taxes) as specified in Lease Section 5.01. Tenant will 
provide Landlord with evidence in the form of official 
receipts or other acceptable proof that complete payment has 
been made within thirty (30) days of each assessment due 
date. 

0376 Anonymous Mortgage has the right at its sole 
expense to contest the validity or amount of any tax, but will 
first pay the tax under protest. 

0377 For taxes and assessments related to the calendar 
year during which the Term expires, the estate for years trust 
is responsible for a pro rata share of taxes and assessments 
based on the ratio of the number of days during the year that 
fall within the Term to the total number of days in the year, and 
the Security holder is responsible for the remaining portion of 
taxes and assessments. If the lease has not been extended, 
Anonymous Mortgage is responsible for the portion of taxes 
attributable to the estate for years. If the lease has been 
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extended. Anonymous Mortgage is responsible for all prop 
erty taxes incurred during the calendar year. 

Insurance and Indemnification: 

0378 Tenant shall obtain and maintain various insurance 
policies related to the Premises and activities therein. All 
expenses in connection with Tenant policies shall be the sole 
responsibility of the Tenant. 

0379 Tenant policies shall include the following: All Risk 
insurance Sufficient to cover the replacement cost of Tenant 
personal property, Building improvements and alterations; 
business interruption insurance; comprehensive general pub 
lic liability insurance with limits of not less than $5,000,000 
per occurrence; automobile liability insurance of at least 
S300,000; Worker's Compensation and Employer's Liability 
insurance; Tenant's All Risk Legal Liability insurance for the 
replacement cost of the Premises. 

0380 Except for events due to Landlord negligence or 
willful misconduct, Tenant waives all claims against Land 
lord and agrees to indemnify and hold Landlord harmless for 
damage to any property, or injury to or death of any person, on 
or about the Premises. This includes injury or damage to 
persons or property resulting from fire, explosion, falling 
plaster, Steam, gas, electricity, water, rain, flood, Snow, damp 
ness, or leaks from pipes, appliances, plumbing works, roof. 
floor or ceiling subsurfaces or from the street. 
Utilities: 

0381. During the Term, Anonymous Mortgage is respon 
sible for all deposits and fees in connection with obtaining 
and maintaining necessary utility services for the Premises, 
including but not limited to the following: water, sewage, 
heat, gas, light, garbage, electricity, telephone, Steam and 
power. 

Tenant-Incurred Liens: 

0382 Anonymous Mortgage warrants to keep the Pre 
mises free from any liens arising from any work performed, 
materials furnished, or obligations incurred by or on behalf of 
Anonymous Mortgage. If any Such lien is attached and not 
promptly discharged as prescribed in Lease Section 10.01, 
Landlord has the right to pay the full amount of the lien 
without inquiry into its validity, and to bill Tenant as Addi 
tional Rent for all expenses connected with the lien removal, 
including interest and attorneys’ fees. 
Hazardous Materials and Indemnification: 

0383 Tenant is restricted to use of the Premises for execu 
tive, sales and administrative purposes. For the restrictions on 
use and/or handling of hazardous and toxic material, see 
Lease Article XXV. 

0384 Tenant shall indemnify, defend and hold Landlord, 
its beneficiaries, any managing agents and leasing agents of 
the Premises, and their respective agents, partners, officers, 
directors and employees harmless from all damages, costs, 
losses, expenses (including, but not limited to, actual attor 
ney's fees and engineering fees) arising from or attributable to 
any breach by Tenant or any of its warranties, representations 
or covenants in Lease Article XXV. Tenant's obligations here 
under shall survive termination of this lease. 
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Definition of Tenant Default: 

0385) Any of the following events constitutes a default 
under the lease: failure by Tenant to pay monthly Rent when 
due, together with failure to pay within ten (10) days after 
Landlord serves Tenant with written notice of past due Rent; 
failure by Tenant to perform or observe any other provision of 
the lease, provided that such failure continues for more than 
ten (10) days after Landlord gives Tenant written notice of 
such failure or, if the failure cannot be corrected within the ten 
(10) day period, provided that Tenant does not commence to 
correct the failure within the ten (10) day period and thereaf 
ter pursue the correction through to completion within a rea 
sonable time, and in any case prior to such time as failure to 
complete the correction could result in violation of any law, 
rule, or ordinance; failure by Tenant to pay monthly Rent on 
time more than three (3) times during any twelve (12) month 
period, or failure by Tenant to perform or observe any other 
provision of the lease more than three (3) times during any 
twelve (12) month period; performance by Tenant of any act 
that results in the creation of alien upon the Premises and fails 
to discharge the lien or post bond for the lien with Landlord as 
required by Lease Article XX; any attempt by Tenant to make 
an unpermitted assignment or Sublease; failure by Tenant to 
maintain in force all insurance policies required by the lease, 
and such failure continues for more than ten (10) days after 
Landlord gives Tenant written notice of such failure; the filing 
of a petition against Tenant or any guarantor of the lease under 
any section of the Bankruptcy Code (and in the case of an 
involuntary proceeding, the filing is not permanently dis 
charged or vacated within sixty (60) days); if Tenant or any 
guarantor of the lease becomes insolvent or makes a transfer 
in fraud of creditors or makes an assignment for the benefit of 
creditors; a court-authorized appointment of a receiver, cus 
todian, or trustee for substantially all Tenant assets or all 
assets of any guarantor of the lease is made and not Subse 
quently vacated within sixty (60) days of the initial appoint 
ment date; the cumulative transfer of more than 50% interest 
in Anonymous Mortgage that results in Anonymous retaining 
less than a 50% interest Anonymous Mortgage. 
Default Recourse: 

0386. In event of default, Landlord has the right to enter 
and take possession of the Premises and if Landlord elects, at 
Tenant's expense release the Premises and/or repair any dam 
age for which Tenant is responsible. In the event that Landlord 
relets the Premises: Tenant is liable for all costs associated 
with the default and with recovery of the Premises; all accu 
mulated Rent up to the time the Anonymous Mortgage lease 
is terminated; costs associated with preparing the Premises 
for new tenants; and any deficiency between the present value 
of rent payable by new tenants over the remaining Term and 
the present value of Anonymous Mortgage rent contracted in 
the current lease. The deficiency between the present value of 
total rent payable by the new tenant(s) and contracted total 
rent in the Anonymous Mortgage lease can be calculated 
either: before the new lease(s) are signed, on the basis of 
expected market rent; after the new lease(s) are signed, on the 
basis of actual rent specified in the new lease(s). 
Interruption of Rent: 
Condemnation: 

0387 If the entire Premises is acquired or condemned by 
eminent domain, the lease terminates as of the date the con 
demning authority takes possession, with total Rent due is 
adjusted to that date. 
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0388 If partial condemnation results in the loss by Land 
lord of at least five percent (5%) of the Building or ten percent 
(10%) of parking for the Building, then Tenant may elect to 
terminate the lease within thirty (30) days of final determina 
tion of the extent of the loss, termination to occur as of the 
date the condemning authority takes possession, with total 
Rent due is adjusted to that date. 
0389. If Tenant has the option to terminate the lease but 
fails to exercise the option, then Landlord shall promptly 
restore the remaining Premises to a condition comparable to 
its condition immediately prior to condemnation and the lease 
shall continue as prior to the condemnation, except that after 
the effective date of condemnation the Rent shall be reduced 
as reasonably determined by Landlord if such reduction is 
reasonably warranted. 
0390 Tenant waives any right or claim to any part of a 
compensatory award from the condemning authority to Land 
lord, and waives any claim against Landlord due to the con 
demnation. 

0391) In any action of eminent domain involving the Pre 
mises, the grantor trust and the remainder interest holder 
make separate compensation claims against the condemning 
authority. 
Damage and Destruction: 
0392 The Landlord shall carry rent business interruption 
insurance applicable to the Premises sufficient to cover Base 
Rent payments plus all related taxes and operating expenses 
for a period of 300 days. The cost of business interruption 
insurance will be reimbursed by the Tenant, including all 
related appraisal and consulting fees. 
0393 If the Building or any portion thereof is damaged or 
destroyed to such an extent that it cannot be repaired within 
two hundred seventy days of the event, then the Tenant has the 
right to terminate the lease by giving the Landlord written 
notice within the later of (i) thirty (30) days after the event or 
(ii) five (5) business days after determination that the damage 
or destruction cannot be repaired within 270 days. The Land 
lord would continue to receive Base Rent for the period cov 
ered by business interruption insurance, and would have the 
right to relet the Premises after restoration for the remainder 
of the Term. 

0394. In event of destruction or damage to the Building 
which does not result in lease termination but which renders 
the Building wholly or partially untenantable, Base Rent shall 
be abated in proportion to the area so rendered until restora 
tion is completed. However, the Landlord would continue to 
receive the abated portion of Base Rent plus operating 
expenses while restoration is underway due to business inter 
ruption insurance, unless restoration took longer than 300 
days. 
0395. If the Building or any portion thereof is destroyed by 
fire or other cause during the last two (2) years of the lease 
term, then Tenant shall have the right to terminate the lease by 
giving written notice to the Landlord within sixty (60) days of 
the destruction. In this case, the Landlord would continue to 
receive Base Rent plus taxes and operating expenses from 
business interruption insurance for 300 days. 
Tenant Financial Reports: 
0396 During each year of the Term, on no later than 
March 1, Anonymous Mortgage shall provide Landlord with 
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a networth report as of December 31 of the prior calendar 
year and the preceding year. The report shall be certified by a 
nationally recognized accounting firm. 
0397. At any time during the Term, up to once per fiscal 
year, Tenant will, upon ten days prior notice from Trustee A, 
provide the Trustee with a current financial statement and 
financial Statements for the two (2) preceding fiscal years. 
The statements will be prepared in accordance with Generally 
Accepted Accounting Principles. 

I claim: 
1. An electronic process for selling financial assets in an 

electronic system including bidders in response to at least one 
price a buyer is willing to pay for at least one financial asset, 
said electronic system including respectively located mul 
tiple buyers computers and another computer, the computers 
being used in cooperation in a multiple computer system, 
including communicating data to said other computer includ 
ing respective data associated with a respective price at least 
one respective buyer is willing to pay for respective at least 
one financial asset, the process comprising: 

(a) operating the multiple computer system to perform the 
electronic process, wherein each of the computers has a 
respectively coupled input means and output means and 
each of said multiple buyers computers has a monitor, 

(b) communicating data associated with at least one finan 
cial asset within said multiple computer system to said 
multiple buyers computers and displaying at least some 
of said data on at least some of said buyers computer 
monitors; 

(c) presenting data associated with at least one price a 
buyer is willing to pay for at least one of the financial 
assets to said other computer as input over said multiple 
computer system; 

(d) providing some data associated with some of the at least 
one price a buyer is willing to pay for at least one of the 
financial assets to at least some of the multiple buyers 
computers over said multiple computer system; 

(e) presenting data associated with another price a buyer is 
willing to pay for at least one of the financial assets to 
said other computer as additional input over said mul 
tiple computer system; 

(f) generating, with the other computer and the input, a 
system-determined purchase price for at least one of said 
financial assets. 

2. The process of claim 1, wherein the at least one of said 
financial assets is a fixed-income asset. 

3. The process of claim 1, wherein the financial assets are 
fixed-income assets. 

4. The process of claim 2, wherein the at least one of said 
financial assets includes a bond. 

5. The process of claim 3, wherein the fixed-income assets 
are bonds. 

6. The process of claim 4, wherein the bond includes one 
from a group consisting of corporate bonds and tax-exempt 
bonds. 

7. The process of claim 5, wherein the bonds are from a 
group consisting of corporate bonds and tax-exempt bonds. 

8. The process of claim 1, wherein the step of generating is 
carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 
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9. The process of claim 2, wherein the step of generating is 
carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

10. The process of claim 3, wherein the step of generating 
is carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

11. The process of claim 4, wherein the step of generating 
is carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

12. The process of claim 5, wherein the step of generating 
is carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

13. The process of claim 6, wherein the step of generating 
is carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

14. The process of claim 7, wherein the step of generating 
is carried out in consummating a sale of the at least one of said 
financial assets with the system-determined purchase price. 

15. An electronic system including bidders for selling 
financial assets in response to at least one price a buyer is 
willing to pay for at least one financial asset, said electronic 
system including respectively located multiple buyers com 
puters and an other computer, wherein each of the computers 
has a respectively coupled input means and output means and 
each of said multiple buyers computers has a monitor, the 
system comprising: the computers being used in cooperation 
in a multiple computer system; a computer program provid 
ing data associated with the at least one financial asset to said 
multiple buyers computers over the multiple computer sys 
tem; the multiple computer system communicating to the 
other computer data associated with at least one price a buyer 
is willing to pay for at least one of the financial assets, the 
other computer having the data associated with at least one 
price a buyer is willing to pay for at least one of the financial 
assets as input, said data being electronically presented 
respectively by at least one respective buyer's computer over 
the multiple computer system; wherein the electronic system: 

(a) provides some data associated with Some of the at least 
one price a buyer is willing to pay for at least one of the 
financial assets to at least Some of the multiple buyers 
computers over said multiple computer system; 

(b) presents data associated with another price a buyer is 
willing to pay for at least one of the financial assets to 
said other computer as additional input over said mul 
tiple computer system; 

(c) generates, with the other computer and the input, a 
system-determined purchase price for at least one of said 
financial assets. 

16. The electronic system of claim 15, wherein the at least 
one of said financial assets is a fixed-income asset. 

17. The electronic system of claim 15, wherein the finan 
cial assets are fixed-income assets. 

18. The electronic system of claim 16, wherein the at least 
one of said financial assets includes a bond. 

19. The electronic system of claim 17, wherein the fixed 
income assets are bonds. 

20. The electronic system of claim 18, wherein the bond 
includes one from a group consisting of corporate bonds and 
tax-exempt bonds. 

21. The electronic system of claim 19, wherein the bonds 
are from a group consisting of corporate bonds and tax 
exempt bonds. 
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22. The electronic system of claim 15, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

23. The electronic system of claim 16, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

24. The electronic system of claim 17, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

25. The electronic system of claim 18, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

26. The electronic system of claim 19, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

27. The electronic system of claim 20, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

28. The electronic system of claim 21, wherein the elec 
tronic system consummates a sale of the at least one of said 
financial assets having the system-determined purchase 
price. 

29. An electronic system including bidders for selling 
financial assets in response to at least one price a buyer is 
willing to pay for at least one financial asset, said electronic 
system comprising: respectively located multiple buyers 
computers and an other computer, the computers being used 
in cooperation in a multiple computer system, including com 
municating data to said other computer including respective 
data associated with a respective price at least one respective 
buyer is willing to pay for respective at least one financial 
asset, each of the computers having a respectively coupled 
input means and output means and each of said multiple 
buyers computers has a monitor, a computer program pro 
viding data associated with the at least one financial asset to 
said multiple buyers computers over the multiple computer 
system; the multiple computer system communicating to the 
other computer data associated with at least one price a buyer 
is willing to pay for at least one of the financial assets, the 
other computer having the data associated with at least one 
price a buyer is willing to pay for at least one of the financial 
assets as input, said data being electronically presented 
respectively by at least one respective buyer's computer over 
the multiple computer system, the electronic system: 

(a) providing some data associated with some of the at least 
one price a buyer is willing to pay for at least one of the 
financial assets to at least some of the multiple buyers 
computers over said multiple computer system; 

(b) presenting data associated with another price a buyer is 
willing to pay for at least one of the financial assets to 
said other computer as additional input over said mul 
tiple computer system; 

(c) generating, with the other computer and the input, a 
system-determined purchase price for at least one of said 
financial assets. 

30. The electronic system of claim 29, wherein the at least 
one of said financial assets is a fixed-income asset. 
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31. The electronic system of claim 29, wherein the finan 
cial assets are fixed-income assets. 

32. The electronic system of claim 30, wherein the at least 
one of said financial assets includes a bond. 

33. The electronic system of claim 31, wherein the fixed 
income assets are bonds. 

34. The electronic system of claim 32, wherein the bond 
includes one from a group consisting of corporate bonds and 
tax-exempt bonds. 

35. The electronic system of claim 33, wherein the bonds 
are from a group consisting of corporate bonds and tax 
exempt bonds. 

36. The electronic system of claim 29, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

37. The electronic system of claim 30, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

38. The electronic system of claim 31, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

39. The electronic system of claim 32, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

40. The electronic system of claim 33, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

41. The electronic system of claim 34, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

42. The electronic system of claim 35, wherein the gener 
ating is carried out in consummating a sale of the at least one 
of said financial assets with the system-determined purchase 
price. 

43. In an electronic multiple bidder sale system, including 
a second computer having an output means and at least one 
buyer's computer having an electrically coupled input means 
and a monitor, said buyer's computer and said second com 
puter being respectively located, said computers being used 
in cooperation in a multiple computer system in electroni 
cally communicating data between said computers, an elec 
tronic multiple bidder sale process for selling fixed income 
instruments, the process comprising: 

inputting data associated with at least one price the buyer is 
willing to pay for at least one fixed income instrument 
into said buyer's computer via said input means; 

automatically computing a yield/discount rate based at 
least in part on said inputted data, said automatically 
computed yield/discount rate associated with said at 
least one fixed income instrument; 

presenting said price by outputting at least Some of said 
inputted data from said buyer's computer over said mul 
tiple computer system; and 

communicating data associated with said price to said sec 
ond computer over said multiple computer system and 
displaying, on said output means, information associ 



US 2008/0235120 A2 

ated with said price including said computed yield/dis 
count rate, wherein at least one of the inputting step, the 
presenting step, and the communicating step includes 
the step of using a computer program for receiving data 
from an other computer in said multiple computer sys 
tem. 

44. In an electronic multiple bidder sale system including 
multiple buyers computers and an other computer, the mul 
tiple buyers computers and the other computer respectively 
located, each of said multiple buyers computer having a 
respective electrically coupled input means and monitor, said 
other computer having an output means, said computers 
being used in cooperation in a multiple computer system in 
electronically communicating data between said computers, 
an electronic multiple bidder sale process for selling fixed 
income instruments, the process comprising: 

at one of said multiple buyers' computers, inputting data 
associated with a price one of the multiple buyers is 
willing to pay for fixed income instruments into said 
buyer's computer via said respective input means; 

automatically computing a yield/discount rate based at 
least in part on said inputted data, said automatically 
computed yield/discount rate associated with said fixed 
income instruments; 

outputting said yield/discount rate over said multiple com 
puter system to said other computer, and 

displaying said yield/discount rate on said other comput 
er's output means, wherein at least one of the inputting 
step and the transmitting step is performed using a com 
puter program for receiving data from a separate com 
puter in said multiple computer system. 

45. The process of claim 43, wherein said presenting step 
includes presenting a price said buyer is willing to pay for at 
least one of an entire fixed income instrument and a compo 
nent of the fixed income instrument. 

46. The process of claim 43, wherein said system further 
includes a third computer respectively located in said mul 
tiple computer system, and said presenting step comprises 
outputting said data from said buyer's computer, and said 
third computer receiving said data, by electronic communi 
cation. 

47. The process of claim 43, wherein said inputting step 
includes inputting an interest rate for at least one maturity 
associated with at least one fixed income Treasury instrument 
including one or more series of maturities. 

48. The process of claim 43, wherein said inputting step 
includes inputting a purchase price for one of a component of 
a portfolio offixed income instruments and all of the portfolio 
of fixed income instruments. 

49. The process of claim 43, wherein said inputting step 
includes inputting a yield/discount rate for each maturity 
associated with a portfolio of fixed income Treasury instru 
ments associated with a Treasury yield curve. 

50. The process of claim 43, wherein said system further 
includes a third computer respectively located in said mul 
tiple computer system, said third computer having a monitor, 
and said process further includes at least Some of said data 
inputted by said inputting step being received by electronic 
communication by said third computer in said multiple com 
puter system for display on said third computer's monitor. 
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51. The process of claim 50, wherein receipt of electroni 
cally communicated data including at least text by said third 
computer is performed in real time response to said present 
ing step. 

52. The process of claim 50, wherein said communicating 
step is performed in real time response to said presenting step. 

53. The process of claim 43, wherein said computing step 
comprises computing the yield/discount rate. 

54. The process of claim 43, further including receiving at 
least some output by said buyer's computer in the multiple 
computer system communicated from a second other com 
puter in the multiple computer system, said buyer's computer 
and said second other computer respectively located, and said 
at least some output including an offering memorandum. 

55. The process of claim 43, wherein said process further 
includes automatically verifying said inputted data. 

56. The process of claim 44, wherein said displaying step 
comprises displaying said yield/discount rate. 

57. The process of claim 44, further including selling the 
fixed income securities to the one of said multiple buyers first 
presenting the most favorable price at least one of the multiple 
buyers is willing to pay. 

58. The process of claim 44, further including selling the 
fixed income securities to the buyer presenting said price said 
buyer is willing to pay. 

59. The process of claim 44, wherein said system further 
includes a second other computer respectively located in said 
multiple computer system, and said process further includes 
outputting said inputted data from said buyer's computer and 
said second other computer receiving said inputted data by 
electronic communication. 

60. The process of claim 43, wherein said inputting step 
includes inputting an interest rate for at least one maturity 
associated with at least one fixed income Treasury instrument 
including one or more series of maturities. 

61. The process of claim 44, wherein said inputting step 
includes inputting a purchase price for one of a component of 
a portfolio offixed income instruments and all of the portfolio 
of fixed income instruments. 

62. The process of claim 44, wherein said inputting step 
includes inputting a yield for each maturity associated with a 
portfolio of fixed income Treasury instruments associated 
with a Treasury yield curve. 

63. The process of claim 44, wherein said system further 
includes a second other computer respectively located in said 
multiple computer system, said second other computer hav 
ing a monitor, and said process further includes receiving by 
electronic communication at least some of said data inputted 
by said inputting step by said second other computer in said 
multiple computer system for display on said second other 
computer's monitor. 

64. The process of claim 63, further including presenting at 
least one price at least one of the multiple buyers is willing to 
pay based on the inputting step, and receipt of electronically 
communicated data including at least text by said second 
other computer is performed in real time response to said 
presenting step. 

65. The process of claim 44, further including presenting at 
least one price at least one of the multiple buyers is willing to 
pay based on the inputting step, and wherein said communi 
cating step is performed in real time response to said present 
ing step. 

66. The process of claim 44, wherein said computing step 
comprises computing the yield/discount rate. 
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67. The process of claim 44, further including, by each of 
said multiple buyers computers in the multiple computer 
system, receiving at least Some output, including an offering 
memorandum, electronically communicated from a second 
other computer in the multiple computer system, said mul 
tiple buyers' computers and said second other computer 
respectively located. 

68. The process of claim 44, wherein said process further 
includes automatically verifying said inputted data. 

69. The process of claim 44, wherein said presenting step 
includes presenting a price said buyer is willing to pay for at 
least one of an entire fixed income instrument and a compo 
nent of the fixed income instrument. 

70. An electronic multiple bidder sale system, including: 
a second computer having an output means and at least one 

buyer's computer having an electrically coupled input 
means and a monitor, said buyer's computer and said 
second computer being respectively located, said com 
puters cooperating in a multiple computer system in 
electronically communicating data between said com 
puters to sell fixed income instruments, wherein the 
multiple computer system is adapted to facilitate opera 
tions comprising: 

inputting data associated with at least one price the buyeris 
willing to pay for at least one fixed income instrument 
into said buyer's computer via said input means; 

automatically computing a yield/discount rate based at 
least in part on said inputted data, said automatically 
computed yield/discount rate associated with said at 
least one fixed income instrument; 

presenting said price by outputting at least Some of said 
inputted data from said buyer's computer over said mul 
tiple computer system; and 

communicating data associated with said price to said sec 
ond computer over said multiple computer system and 
displaying, on said output means, information associ 
ated with said price including said computed yield/dis 
count rate, wherein at least one of the inputting opera 
tion, the presenting operation, and the communicating 
operation includes using a computer program to receive 
data from an other computer in said multiple computer 
system. 

71. An electronic multiple bidder sale system, including: 
multiple buyers computers and an other computer, the 

multiple buyers computers and the other computer 
being respectively located, each of said multiple buyers 
computer having a respective electrically coupled input 
means and monitor, said other computer having an out 
put means, said computers cooperating in a multiple 
computer system in electronically communicating data 
between said computers to sell fixed income instru 
ments, wherein the multiple computer system is adapted 
to facilitate operations comprising: 

at one of said multiple buyers' computers, inputting data 
associated with a price one of the multiple buyers is 
willing to pay for fixed income instruments into said 
buyer's computer via said respective input means; 

automatically computing a yield/discount rate based at 
least in part on said inputted data, said automatically 
computed yield/discount rate associated with said fixed 
income instruments; 
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outputting said yield/discount rate over said multiple com 
puter system to said other computer, and 

displaying said yield/discount rate on said other comput 
er's output means, wherein at least one of the inputting 
operation and the transmitting operation is performed 
using a computer program to receive data from a sepa 
rate computer in said multiple computer system. 

72. The apparatus of claim 70, wherein said presenting 
operation includes presenting a price said buyer is willing to 
pay for at least one of an entire fixed income instrument and 
a component of the fixed income instrument. 

73. The apparatus of claim 70, wherein said system further 
includes a third computer respectively located in said mul 
tiple computer system, and said presenting operation com 
prises outputting said data from said buyer's computer, and 
said third computer receiving said data, by electronic com 
munication. 

74. The apparatus of claim 70, wherein said inputting 
operation includes inputting an interest rate for at least one 
maturity associated with at least one fixed income Treasury 
instrument including one or more series of maturities. 

75. The apparatus of claim 70, wherein said inputting 
operation includes inputting a purchase price for one of a 
component of a portfolio offixed income instruments and all 
of the portfolio offixed income instruments. 

76. The apparatus of claim 70, wherein said inputting 
operation includes inputting a yield/discount rate for each 
maturity associated with a portfolio offixed income Treasury 
instruments associated with a Treasury yield curve. 

77. The apparatus of claim 70, wherein said system further 
includes a third computer respectively located in said mul 
tiple computer system, said third computer having a monitor, 
and said operations include at least some of said data inputted 
by said inputting operation being received by electronic com 
munication by said third computer in said multiple computer 
system for display on said third computer's monitor. 

78. The apparatus of claim 77, wherein receipt of electroni 
cally communicated data including at least text by said third 
computer is performed in real time response to said present 
ing operation. 

79. The apparatus of claim 77, wherein said communicat 
ing operation is performed in real time response to said pre 
senting operation. 

80. The apparatus of claim 70, wherein said computing 
operation comprises computing the yield/discount rate. 

81. The apparatus of claim 70, wherein said operations 
include receiving at least some output by said buyer's com 
puter in the multiple computer system communicated from a 
second other computer in the multiple computer system, said 
buyer's computer and said second other computer being 
respectively located, and wherein said at least Some output 
includes an offering memorandum. 

82. The apparatus of claim 70, wherein said operations 
include automatically verifying said inputted data. 

83. The apparatus of claim 71, wherein said displaying 
operation comprises displaying said yield/discount rate. 

84. The apparatus of claim 71, wherein said operations 
include selling the fixed income securities to the one of said 
multiple buyers first presenting the most favorable price at 
least one of the multiple buyers is willing to pay. 

85. The apparatus of claim 71, wherein said operations 
include selling the fixed income securities to the buyer pre 
senting said price said buyer is willing to pay. 
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86. The apparatus of claim 71, wherein said system further 
includes a second other computer respectively located in said 
multiple computer system, and said operations include out 
putting said inputted data from said buyer's computer and 
said second other computer receiving said inputted data by 
electronic communication. 

87. The apparatus of claim 70, wherein said inputting 
operation includes inputting an interest rate for at least one 
maturity associated with at least one fixed income Treasury 
instrument including one or more series of maturities. 

88. The apparatus of claim 71, wherein said inputting 
operation includes inputting a purchase price for one of a 
component of a portfolio offixed income instruments and all 
of the portfolio offixed income instruments. 

89. The apparatus of claim 71, wherein said inputting 
operation includes inputting a yield for each maturity associ 
ated with a portfolio of fixed income Treasury instruments 
associated with a Treasury yield curve. 

90. The apparatus of claim 71, wherein said system further 
includes a second other computer respectively located in said 
multiple computer system, said second other computer hav 
ing a monitor, and wherein said operations include receiving 
by electronic communication at least some of said data input 
ted by said inputting operation by said second other computer 
in said multiple computer system for display on said second 
other computer's monitor. 
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91. The apparatus of claim 90, wherein said operations 
include presenting at least one price at least one of the mul 
tiple buyers is willing to pay based on the inputting operation, 
and receipt of electronically communicated data including at 
least text by said second other computer is performed in real 
time response to said presenting operation. 

92. The apparatus of claim 71, wherein said operations 
include presenting at least one price at least one of the mul 
tiple buyers is willing to pay based on the inputting operation, 
and wherein said communicating operation is performed in 
real time response to said presenting operation. 

93. The apparatus of claim 71, wherein said computing 
operation comprises computing the yield/discount rate. 

94. The apparatus of claim 71, wherein said operations 
include, at each of said multiple buyers' computers in the 
multiple computer system, receiving at least Some output, 
including an offering memorandum, electronically commu 
nicated from a second other computer in the multiple com 
puter system, said multiple buyers computers and said sec 
ond other computer being respectively located. 

95. The apparatus of claim 71, wherein said operations 
include automatically verifying said inputted data. 

96. The apparatus of claim 71, wherein said presenting 
operation includes presenting a price said buyer is willing to 
pay for at least one of an entire fixed income instrument and 
a component of the fixed income instrument. 
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