

The method of sealed bids algorithm
Step 1:
THE BIDS

Each player “bids” for each item, an honest assessment of the value/worth (sealed bid).

Step 2:
THE ALLOCATION

Each item goes to the highest bidder.

Step 3:
THE PAYMENTS

Based on Step 2, each player pays in or is paid by the estate.

- A fair share to each player is determined;

- If the total value of the items allocated to player P is greater than its fair share, then P pays the estate the difference;

- If total value of the items allocated to player P is less than its fair share, then P receives from the estate the difference.

Step 4:
DIVIDING THE SURPLUS

The surplus money is divided equally among all the players.


OBS1:   Each player must have enough money to pay in (if necessary).

OBS2:   Each player must be willing to accept money vs. any item  (nothing is priceless).

Example 1 (Exerc. 41 page 110):

Bob, Ann, and Jane wish to dissolve their partnership using the method of sealed bids.  Bob bids $240,000 for the partnership, Ann bids $210,000, and Jane bids $225,000.

Step 1:  Bids:
Bob


Ann


Jane




240,000

210,000
       225,000

Step 2:  Allocation:
The business goes to Bob.

Step 3:  Payments:


Fair shares:


Bob = $80,000, owes estate $160,000


Ann = $70,000, paid by estate


Jane = $75,000, paid by estate

Step 4:  Dividing the Surplus:


Estate received $160,000


Estate paid out $145,000 ($70,000 + $75,000)


Surplus = $15,000 ($160,000 - $145,000)


Divide it equally among the 3 (each player gets $5,000 more).

Bottom line:

Bob gets business, pays out a total of $155,000 

Anne gets $75,000

Jane gets $80,000

Example 2 (Exerc. 42 page 110):

Three heirs (Andre, Bea, and Chad) wish to divide up an estate consisting of a house, a small farm, and a painting, using the method of sealed bids.

Step 1:  The Bids




Andre

Bea


Chad

House

150,000

146,000

175,000

Farm

430,000

425,000

428,000

Painting

50,000

59,000

57,000

Step 2:  The Allocation

Chad gets the house

Andre gets the farm

Bea gets the painting

Step 3:  The Payments

Fair share:
Andre = 210,000




Bea = 210,000




Chad = 220,000

Chad gets 45,000 from the estate

Andre pays the estate 220,000

Bea gets 151,000 from the estate

Step 4:  Dividing the leftovers

Estate has 220,000; estate pays 196,000 

Leftover: 24,000 (each player gets 8,000 more).

Bottom line:

Andre gets the farm, and pays out a total of $212,000 

Bea gets the painting and $159,000

Chad gets the house and $53,000
