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SYSTEM AND METHOD FOR PROVIDING 
COMPENSATION TO LOAN PROFESSIONALS 

CROSS REFERENCE TO RELATED 
APPLICATION 

[0001] This application is a continuation of application 
Ser. No. 11/672,770, ?led Feb. 8, 2007, Which is a continu 
ation of application Ser. No. 11/467,426, ?led Aug. 25, 
2006, Which also claims the bene?t of Provisional Applica 
tion Ser. No. 60/800,437, ?led May 16, 2006, Which is 
incorporated herein by reference. 

BACKGROUND OF THE INVENTION 

[0002] 
[0003] The present invention relates to systems and meth 
ods for providing compensation to loan professionals and, 
more speci?cally, to providing a compensation program 
associated With modi?able mortgages Which provides incen 
tives to encourage a sales force to promote and originate 
modi?able mortgages. 

[0004] 2. Description of the Related Art 

[0005] A lending institution, such as a bank, provides a 
loan to a debtor in return for periodic time payments at a set 
rate of interest. The time payments are due at predetermined 
payment intervals, typically every month, during the period 
or the term of the loan. The term is sometimes de?ned by the 
number of time payments. Part of each time payment made 
by the debtor is generally allocated to paying interest on the 
loan, and the remainder of the payment is allocated to 
reducing the amount oWed, knoWn as the principal balance 
of the loan, and any escroW deposits. Interest to be collected 
on the loan is often front loaded. This means that the portion 
of a payment, made by a debtor, Which is allocated to interest 
Will decrease over the term of the loan, While at the same 
time the portion of the payment applied to the principal Will 
increase. The reduction in the principal balance by the time 
payments is knoWn as amortization. Known methods of 
calculating interest rates and amortization payments are 
disclosed in “The Mathematics of Investing: A Complete 
Reference” by Michael Thomsett, pp. 23-40. 

1. Field of the Invention 

[0006] Financial loans (such as mortgages) may be clas 
si?ed as ?xed-rate or variable-rate. In a ?xed-rate loan, a 
prevailing interest rate at the time the loan is made deter 
mines the rate of interest for the entire term of the loan. In 
a variable-rate loan, a prevailing interest rate at the time the 
loan is made determines the initial rate of interest. HoWever, 
at set dates the interest rate of a variable-rate loan is adjusted 
in accordance With a time-varying interest-rate index, such 
as the rate of interest payable on Treasury Bills. 

[0007] Interest-rate indices typically ?uctuate several 
times a year, and may ?uctuate by substantial amounts 
during the term of a loan. Such changes in interest rates are 
beyond the variable-rate debtor’s control, and may be to his 
or her advantage or detriment depending on Whether the 
interest rate on the adjustment date is higher or loWer than 
the mortgage’s initial interest rate. 

[0008] A mortgage servicer is an entity Who is paid a fee 
to collect the payments from the mortgagor (borrower) and 
pay them to the mortgagee (lender). The fee collected is 
typically called a servicing income, servicing revenue, or 
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servicing fee. There may be other terms for this fee. Mort 
gage servicing companies collect servicing fees as compen 
sation for the collection and processing of mortgage pay 
ments. 

[0009] A debtor having a ?xed-rate loan may ?nd that 
after receiving a loan at a ?xed rate of interest, interest rates 
decrease substantially beloW the ?xed interest rate associ 
ated With his or her loan. Naturally, the debtor prefers a loan 
With a loW rate of interest so that the time payment amount 
Will be as loW as possible. Unfortunately, a draWback of a 
?xed-rate loan is that the debtor cannot automatically take 
advantage of decreases in interest rates. On the other hand, 
the ?xed-rate debtor is not adversely affected by increases in 
interest rates Which Would negatively impact a variable-rate 
debtor. 

[0010] To loWer the mortgage payment in light of a 
decrease in interest rates, the mortgagor must re?nance his 
or her loan. Re?nancing a loan consists at least of the 
folloWing steps: re-applying for the loan, re-qualifying for 
the loan, and signing a neW loan agreement at the loWer rate 
of interest. Re?nancing of a loan involves a number of 
mandatory fees, such as fees paid to the lending institution, 
attorney’s fees, and title searcher’s fees. Therefore, re?nanc 
ing is not cost effective to the debtor unless interest rates 
have decreased enough that savings from loWer mortgage 
payments Will offset the initial monetary expenditure of 
re?nancing the mortgage. Mortgage servicing companies are 
adversely affected When mortgagors re?nance their mort 
gages in order to take advantage of interest rate drops, 
because re?nancing of a mortgage pays the mortgage in full 
thereby eliminating future earned interest on the mortgage 
and the accompanying servicing fee revenue. 

[0011] In recent years par plus pricing has become very 
popular for re?nancing mortgages. Par plus pricing is Where 
a lender, in exchange for a higher rate of interest, provides 
a credit to the borroWer Which can be used to pay for the 
borroWer’s closing costs associated With re?nancing. In 
essence, par plus pricing alloWs borroWers to loWer the 
interest rates on their mortgages, through re?nancing, With 
out having to pay the associated fees at closing. This alloWs 
the mortgagor to loWer his or her interest rate even if a small 
interest rate percentage drop Would not have offset the 
monetary cost of traditional re?nancing. Loan of?cers re? 
nancing their current customers using par plus pricing are 
paid a commission on each re?nance. A side effect of par 
plus pricing has been unusually high prepayment speeds on 
mortgages. High prepayment speeds negatively affect mort 
gage servicers and mortgage investors by loWering both the 
interest collected over time and the revenue generated 
through the mortgage servicing fee. 

[0012] US. Pat. No. 5,878,404 is directed to a system and 
method for managing the amortization of a loan Which 
automatically resets the rate of interest stored in memory in 
response to the debtor’s election, yet holds the rate of 
interest ?xed in the absence of such an election. In this 
patent application, a mortgage Which can have its interest 
rate loWered Without re?nancing, as disclosed in US. Pat. 
No. 5,878,404, Will be called a modi?able mortgage. The 
use of modi?able mortgages increases the customer reten 
tion rates for mortgage servicers and mortgage investors by 
eliminating the need to re?nance mortgages in order to take 
advantage of loWer interest rates. In essence, if a person had 
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a mortgage whereby interest rates could be lowered without 
re?nancing, such person may be less inclined to leave his or 
her current mortgage servicer. 

[0013] Mortgage companies employ loan of?cers to origi 
nate mortgages. Compensation is paid to loan of?cers in the 
form of commissions for the origination of mortgages. 
Further, loan of?cers are typically paid a full commission 
when they re?nance their current customers. When interest 
rates decline, par plus pricing provides loan of?cers the 
opportunity to earn a commission each time a customer 
re?nances the same property. However, not all involved 
parties bene?t from the re?nancing of mortgages. Higher 
prepayment speeds adversely impact mortgage investors 
because their original investment is repaid earlier than 
expected. Servicing companies who collect payments on 
behalf of the investor also are adversely impacted because 
the servicing income generated is stopped when the loan is 
paid o?‘. 

[0014] A modi?able mortgage helps mortgage servicing 
companies retain their customers while at the same time 
helping to prevent mortgages from being paid off at faster 
than expected intervals. However, mortgage companies face 
a problem trying to get their salespeople to promote and 
originate (or sell) modi?able mortgages. The problem is 
that, under traditional compensation schemes, loan officers 
may earn less commission from modi?able mortgages than 
more conventional mortgage types. In particular, if a modi 
?able mortgage is offered to the borrower, a re?nancing is 
less likely to occur and the loan officer does not receive 
additional compensation because a new re?nanced loan is 
typically not originated. Loan of?cers therefore may not be 
incentiviZed to promote and sell modi?able mortgages 
because doing so may decrease the amount of income a loan 
of?cer could make when compared to selling other mortgage 
types, such as par plus pricing loans, which have a greater 
likelihood of being re?nanced. 

[0015] Accordingly, there is a need for compensation 
systems and methods which provide incentives to encourage 
a mortgage sales force to promote and sell modi?able 
mortgages which would bene?t the mortgage sales force, 
mortgage servicers and mortgage investors. 

SUMMARY OF THE INVENTION 

[0016] It is an object of the present invention to overcome 
the problems discussed above by providing a compensation 
program associated with a modi?able mortgage which pro 
vides the proper incentives to encourage a mortgage sales 
force to originate modi?able mortgages. 

[0017] It is a further object of the present invention to 
provide a compensation program associated with a modi? 
able mortgage which calculates an annuity compensation, to 
be paid to an entity in connection with the origination of a 
modi?able mortgage, based on the servicing income, loan 
amount, principal balance and/or interest associated with a 
modi?able mortgage for a speci?ed period of time, i.e., the 
life of the loan or other certain period of time. 

[0018] It is a further object of the present invention to 
provide a compensation program associated with a modi? 
able mortgage which provides a commission to be paid upon 
the occurrence of a triggering event such as, for example, 
each time the interest rate on a modi?able mortgage is 
lowered. 
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[0019] It is a further object of the present invention to 
provide a compensation program associated with a modi? 
able mortgage which provides both the annuity compensa 
tion and the commission compensation, which is paid in 
response to a triggering event. 

[0020] The compensation methods and systems in accor 
dance with the present invention may be carried out by a 
lender, bank, mortgage servicer or other mortgage provider 
using a conventional computer or the like. Furthermore, the 
compensation calculation system and process does not need 
to conduct highly complex calculations, and software used 
as part of the method and system can be effectively run on 
a mortgage servicer’s computer or may be implemented 
without the use of a computer. 

[0021] In one embodiment, the annuity compensation sys 
tem and method of the present invention is designed to 
calculate the servicing income associated with a modi?able 
mortgage. The system and method is further designed to 
calculate a percentage of the servicing income which will be 
paid as compensation in the form of an annuity to loan 
of?cers, branch managers and/or other appropriate parties 
associated with the sale of the modi?able mortgage. The 
commission compensation system and method of the present 
invention is also designed to calculate a commission paid to 
a loan of?cer each time a triggering event occurs, such as, for 
example, when an interest rate is lowered on a modi?able 
mortgage. 

[0022] In another embodiment, a method of compensating 
an individual in connection with the origination of a modi 
?able mortgage is disclosed which comprises the steps of: 
determining an annuity compensation amount in connection 
with the origination of the modi?able mortgage; determining 
a payment schedule over which the annuity compensation 
amount will be paid to the individual; calculating an annuity 
payment amount to be paid to the individual based on the 
annuity compensation amount and the payment schedule; 
and paying the annuity payment amount to the individual in 
accordance with the payment schedule. 

[0023] In accordance with another aspect of the present 
invention, a system and method for calculating an annuity 
value for compensation purposes based on the annual mort 
gage servicing income associated with a modi?able mort 
gage is disclosed which comprises the steps of: inputting 
borrower speci?c information including borrower name, 
address the loan is secured to, loan number, and/or any other 
pertinent information associated with the modi?able mort 
gage; inputting the entity and/or person who will receive 
annuity compensation; inputting the loan amount; calculat 
ing and inputting the annual servicing income; calculating 
the percentage of annual servicing income which will be 
paid as an annuity; setting the length of time the annuity is 
to be paid, i.e., life of loan or certain number of years; and 
designating and paying out annuity to appropriate entities 
and/or persons. 

[0024] In another embodiment of the present invention, a 
system and method for managing the amortiZation of a loan 
to a debtor and compensating loan professionals in a data 
processing system is disclosed which comprises the steps of: 
storing in a memory data identifying the debtor, the amount 
of the loan to the debtor, the principal balance of the loan an 
initial rate of interest payable on a principal balance of the 
loan and the term of the loan; recording in memory infor 
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mation identifying time payments received from the debtor 
for principal and interest on the loan as the payments are 
made; tracking and outputting the reduction in the principal 
balance of the loan and storing in the memory the principal 
balance in response to the time payments; resetting the 
initial rate of interest on the principal balance to a neW rate 
of interest in response to the debtor’s election; maintaining 
the initial rate of interest for the balance of the term of the 
loan in the absence of the debtor’s election and the resetting 
of the rate of interest inputting borroWer speci?c informa 
tion; determining an interest amount to be paid by the debtor 
on the principal amount oft the loan; calculating an annual 
servicing income associated With the servicing of the loan; 
calculating annuity compensation based on a de?ned per 
centage of at least one of said amount of the principal 
balance of the loan, the interest amount or said annual 
servicing income; calculating an amount of commission 
compensation to be paid upon the occurrence of a triggering 
event; and designating and paying out the annuity compen 
sation and the commission compensation to the at least one 
appropriate entity in connection With the origination of the 
loan. 

[0025] In yet another aspect of the invention, a system for 
managing the amortization of a loan to a debtor and applying 
a compensation package to the management system includes 
memory, a data input module, a module for tracking prin 
cipal reduction, a rate adjustment option module, an annuity 
compensation module, and a commission compensation 
module. The memory stores data identifying a debtor, the 
amount of a loan to the debtor, the principal balance of the 
loan, a rate of interest payable on the principal balance of the 
loan and the term of the loan. The data input module inputs 
the identifying data into the memory and records informa 
tion indicative of the time payments received from the 
debtor toWard payment of principal and interest on the loan. 
Additionally, the data input module inputs at least one entity 
Which Will receive a reoccurring annuity payment. The 
module for tracking the reduction in the principal balance of 
the loan also stores in memory the reduced principal balance 
in response to the time payments. The rate adjustment option 
module resets the rate of interest on the principal balance in 
response to the debtor’s election. The rate of interest in the 
absence of the debtor’s election and resetting is held ?xed in 
the memory for the remaining term of the loan. The com 
pensation module calculates and inputs back into memory an 
annual servicing income Which is then used to calculate the 
percentage of annual servicing income Which Will be paid as 
annuity compensation. The compensation module also cal 
culates a lump sum commission to be paid to the appropriate 
entity each time a modi?able mortgage, at the election of the 
debtor, is adjusted to a loWer interest rate. 

[0026] In still another aspect of the present invention, a 
method for managing the amortization of a loan to a debtor 
and applying an appropriate compensation package includes 
the steps of storing in a memory data identifying the debtor, 
the amount of the loan to the debtor, the principal balance of 
the loan, an initial rate of interest payable on the principal 
balance of the loan, the term of the loan, at least one entity 
Which Will receive annuity compensation, and at least one 
entity Which Will receive lump sum commission compensa 
tion in the event of a rate reduction on the mortgage; 
recording in memory information identifying time payments 
received from the debtor for principal and interest on the 
loan as the payments are made; tracking the reduction in the 
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principal balance of the loan and storing in the memory the 
principal balance in response to the time payments; resetting 
the initial rate of interest on the principal balance to a neW 
rate of interest in response to the debtor’s election; calcu 
lating a lump sum commission payment to the appropriate 
entity each time the initial rate of interest is reset; maintain 
ing the initial rate of interest for the balance of the term of 
the loan in the absence of the debtor’s election and resetting 
of the rate of interest; calculating the percentage of annual 
servicing income to be paid to the appropriate entity as an 
annuity compensation; and paying the lump sum commis 
sion or annuity compensation to the appropriate entity. 

[0027] Properly compensating a mortgage sales force to 
promote and sell modi?able mortgages in accordance With 
the systems and methods of the present invention Will 
substantially bene?t the mortgage sales force, mortgage 
servicers and mortgage investors. It is desirable to imple 
ment a compensation program Which Would pay a commis 
sion in the form of an annuity based on the servicing income, 
loan amount, principal balance and/ or interest amount of the 
loan Which can be offered separately or combined With a 
compensation program Which calculates a lump sum com 
mission payment upon the occurrence of a triggering event, 
such as each time a modi?able mortgage interest rate is 
decreased. E?fectively implementing the present invention 
Would help mortgage companies originate modi?able mort 
gages Which, in turn, Would promote long-term client rela 
tionships and reduced rates of pre-paid mortgages, thereby 
maximizing pro?t for the mortgage servicer and mortgage 
investor. Utilizing annuity compensation associated With a 
modi?able mortgage as set forth in the present application 
provides loan of?cers or other appropriate entities reoccur 
ring income Which may compensate for a lull in mortgage 
origination volumes during sloWer business periods. 

BRIEF DESCRIPTION OF THE DRAWINGS 

[0028] The accompanying draWings, Which are incorpo 
rated herein and form part of the speci?cation, help illustrate 
various embodiments of the present invention and, together 
With the description, further serve to explain the principles 
of the invention and to enable a person skilled in the 
pertinent art to make and use the invention. In the draWings, 
like reference numbers indicate identical or functionally 
similar elements. 

[0029] FIG. 1 is a schematic illustration of a system for 
managing the amortization of a loan and compensating an 
appropriate entity. 
[0030] FIG. 2 is a How chart describing the steps pre 
formed by the compensation module of FIG. 1 in generating 
an annuity payment. 

[0031] FIG. 3 is a How chart describing the steps pre 
formed by the compensation module of FIG. 1 in generating 
a commission payment triggered by a decrease in the 
modi?able mortgage interest rate. 

[0032] FIG. 4 is a How chart describing the steps pre 
formed by the compensation module of FIG. 1 in generating 
both an annuity payment and a commission payment trig 
gered by a decrease in the modi?able mortgage rate. 

[0033] FIG. 5 is a schematic illustration of different types 
of information stored and processed by a loan origination 
and administration module of the system of FIG. 1. 



US 2008/0046365 A1 

[0034] FIG. 6 is a schematic illustration of different types 
of information stored and processed by a compensation 
module of the system of FIG. 1. 

[0035] FIG. 7 is a How chart describing steps performed in 
processing a received time payment. 

[0036] FIG. 8 is a chart Which illustrates an example of a 
table of current interest rates. 

[0037] FIG. 9 is a How chart Which illustrates changes 
Which occur in a sample loan upon an election of a debtor. 

[0038] FIG. 10. is a How chart describing steps performed 
by the rate adjustment option module of FIG. 1. 

DETAILED DESCRIPTION OF THE 
PREFERRED EMBODIMENTS 

[0039] The present invention relates to systems and meth 
ods for providing compensation to loan professionals asso 
ciated With modi?able mortgages. More speci?cally, the 
present invention relates to providing a compensation pro 
gram associated With modi?able mortgages that provides 
incentives to encourage a sales force to promote and origi 
nate modi?able mortgages. 

[0040] In one embodiment of the present invention, a 
compensation system and method is designed to determine 
an annuity compensation to be paid to an appropriate 
individual or individuals, such as loan of?cers, branch 
managers and/or other appropriate parties, associated With 
the sale of a modi?able mortgage. In this embodiment, an 
annuity compensation amount is determined Which is to be 
paid out to the appropriate individual as an annuity. The 
annuity compensation amount may be determined based on 
the mortgage servicing income associated With the modi? 
able mortgage, such as, for example, a de?ned percentage of 
the servicing income. The annuity compensation amount 
also may be determined based on the principal amount of the 
modi?able mortgage, principal balance of the modi?able 
mortgage, or mortgage interest associated With the modi? 
able mortgage. The annuity compensation amount also may 
be determined based on any combination of the servicing 
income, the principal amount, the principal balance, mort 
gage interest, or other amount associated With the modi?able 
mortgage. 

[0041] Also in accordance With this embodiment, a pay 
ment schedule is determined for the payment of the annuity 
compensation amount to the individual in connection With 
the modi?able mortgage. This payment schedule may be at 
a predetermined payment interval over a predetermined 
period of time. In a non-limiting example, the payments may 
be paid once a month over the life or term of the modi?able 
mortgage. The payments also may be paid over other time 
intervals such as, for example, quarterly, semi-annually, 
annually or other suitable increment of time. The period of 
time over Which the payments are to be paid may correspond 
to a number of mortgage payments to be made by the debtor. 
The period of time over Which the annuity Will be paid may 
be tied to the life of the modi?able mortgage, but it may be 
based on other time periods such as, for example, a set 
number of years that may or may not be tied to the life of the 
modi?able mortgage. 

[0042] Also in accordance With this embodiment, an annu 
ity payment amount is determined. The annuity payment 
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amount is preferably determined based on the annuity com 
pensation amount and payment schedule. The payment 
schedule preferably includes the number of payments to be 
made and the period of time over Which the payments Will 
be paid. The annuity payment amount may then be paid to 
the individual in connection With the modi?able mortgage 
according to the payment schedule. 

[0043] In another embodiment of the present invention, a 
compensation system and method is designed to determine 
and pay a commission amount to an appropriate individual 
in connection With a modi?able mortgage based on a trig 
gering event occurring after the origination of the modi?able 
mortgage. In one aspect of this embodiment, the triggering 
event may be a change in the interest rate of the modi?able 
mortgage. According to this embodiment, the individual 
Would be paid a commission amount, for example, each time 
the interest rate is loWered for a modi?able mortgage 
originated by that individual. This aspect of the present 
invention provides a potential continuing revenue stream to 
the loan o?icer, for example, and compensation for an event, 
such as the loWering of an interest rate, that Would typically 
result in compensation to a loan of?cer, e.g. such as in 
connection With a re?nancing to achieve the loWer interest 
rate. 

[0044] In other aspects of this embodiment, the triggering 
event for payment of the commission amount may be events 
other than the loWering of an interest rate for a modi?able 
mortgage, such as, for example, various performance goals. 

[0045] In yet another embodiment of the present inven 
tion, a compensation system and method is designed to 
determine and pay both annuity compensation and a com 
mission amount to an appropriate individual in connection 
With the modi?able mortgage. As described above, the 
annuity payment amount is based on the annuity compen 
sation amount and the payment schedule, and the commis 
sion amount is based on a triggering event. HoWever, in 
accordance With the present invention, the compensation 
systems and methods can involve the annuity compensation 
or the commission compensation, or may involve both the 
annuity compensation and the commission compensation. 

[0046] The compensation methods and systems in accor 
dance With the present invention may be carried out by a 
lender, bank, mortgage servicer or other mortgage provider 
using a conventional computer or the like. Furthermore, 
because the compensation calculation system and process 
does not need to conduct highly complex calculations, the 
compensation systems and methods of the present invention 
may be implemented Without the use of a computer. 

[0047] FIG. 1 is a schematic illustration of a system 10 
With softWare programs for managing the amortization of a 
loan and calculating compensation to loan professionals in 
accordance With one embodiment of the present invention. 
The system 10 is a computing platform Which operates in 
accordance With softWare provided on a storage medium, 
such as a conventional hard drive, to perform process steps 
as described herein. The computing platform includes other 
conventional computer peripheral devices necessary for its 
functionality. As is knoWn in the art, a single conventional 
computer may perform steps in accordance With a plurality 
of softWare modules. Alternatively, the functions of several 
softWare modules may be performed by a plurality of 
computers. 
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[0048] Referring to FIG. 1, an input 14 serves as an 
interface between the system 10 and an operator or user (not 
shown) of the system 10, such as a loan of?cer. Input 14 may 
be a keyboard, mouse or other suitable device for responding 
to prompts generated by the softWare on a display 22. In 
response to user input actions, such as keystrokes and mouse 
movements, the input module generates identifying signals 
indicative of loan information. The input module also 
records time payment signals indicative of time payments 
received from the debtor for credits toWard payment of 
principal and interest on the loan and escroW funds. Such 
time payment signals preferably comprise signals Which 
identify the debtor and signals indicative of the amount of 
the time payment. The input module 14 generates and 
transmits the identifying signals to a loan origination and 
administration module 12. The loan origination and admin 
istration module 12 processes and stores the identifying 
signals in memory. 

[0049] FIG. 1 also includes compensation module 112 
Which performs the determination of the compensation to 
the appropriate individual as described herein. In one aspect 
of the present invention, compensation module 112 calcu 
lates, for example, the annuity compensation amount, pay 
ment schedule, annuity payment amount, the commission 
compensation amount to be paid to the appropriate individu 
al(s) based on input from the user. In another aspect of the 
present invention, the system 10 illustrated in FIG. 1 may be 
implemented by modifying existing systems for managing 
the amortization of loans. Thus, the present invention may 
be constructed Without a signi?cant investment in system 
architecture design and softWare development. 

[0050] FIG. 2 is a How chart illustrating an example 
calculation of the annuity compensation to be paid to an 
appropriate individual(s) for a given modi?able mortgage in 
accordance With one embodiment of the present invention. 
These computations may be made by an appropriately 
programmed computer, such as compensation module 112, 
as illustrated in FIG. 1. First, the annuity compensation 
amount is determined. In this embodiment, the annuity 
compensation amount is based on the servicing income. As 
illustrated in FIG. 2, the annual servicing income on the 
modi?able mortgage is calculated, as shoWn in step 96, and 
input into memory for future calculations, as shoWn in step 
98. Next, the system 10 Will retrieve the predetermined 
percentage of annual servicing income to be paid as annuity 
compensation from memory, as shoWn in step 100, such as, 
for example, 10%. Of course, other percentages may be 
used. Using this percentage, the system calculates the annu 
ity compensation amount Which is the amount of annual 
servicing income to be paid as an annuity, as shoWn in step 
102. Next, the system 10 retrieves from memory the number 
of payments through Which the total annuity is to be paid out 
in a year, as shoWn in step 104, for purposes of determining 
the annuity payment amount. For example, if the annuity is 
to be paid out in monthly installments, the number of 
payments in a year Would be 12. The total annuity amount 
from step 102 is divided by the number of payments from 
step 104 and the resulting dollar amount is paid out to the 
appropriate entity, as shoWn in step 106, in accordance With 
the number of payments from step 104. This process is 
repeated for each year that the annuity is to be paid, such as, 
for example, the life of the loan or certain number of years, 
as set forth in step 107. 
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[0051] In another aspect of the present invention, the 
annual annuity amount could be the same or different from 
year to year. In one embodiment, the annuity amount is 
based on the servicing income Which, in turn, can be based 
on the principal loan balance. For example, if the loan 
balance goes doWn, the service income also may go doWn. 
Under these circumstances, the loWer servicing income may 
result in a loWer annuity amount, Which may result in a 
loWer annuity payment amount paid to the individual. In 
another embodiment, the loan is an interest only modi?able 
mortgage and the annual servicing income and the annuity 
compensation do not ?uctuate based on the principle amount 
of the modi?able mortgage during the term of the modi?able 
mortgage. 

[0052] The folloWing example is offered to illustrate, but 
not to limit the claimed invention. In this example, a 
borroWer originates a modi?able mortgage through a loan 
of?cer for the amount of $400,000.00. The annual servicing 
income associated With this modi?able mortgage is calcu 
lated as folloWs. In this example, there are, for example, 50 
basis points of annual servicing on the modi?able mortgage. 
Accordingly, the annual servicing income Would be $400, 
000x50 basis points (0.005)=$2000. 

[0053] The annuity paid to the loan of?cer is a percentage 
of the annual servicing income on the modi?able mortgage. 
In this example, the loan of?cer is to be paid 10% of the 
annual servicing income. Of course, this percentage could be 
larger or smaller at the discretion of the mortgage company. 
The total annuity paid to loan of?cer therefore Would be 
(0.10><$2000) or $200. If it is determined that the loan of?cer 
is to be paid in monthly installments, for example, the loan 
of?cer Would receive tWelve monthly payments of $16.67. 
This annuity Would be calculated and paid for each year for 
a speci?ed period of time, such as, for example, the life of 
the loan or a certain number of years. 

[0054] While the How chart of FIG. 2 illustrates an 
embodiment of the invention Where the annuity compensa 
tion amount is based on the servicing income of the modi 
?able mortgage, in other embodiments the annuity compen 
sation amount may be based on the principal loan balance, 
the interest associated With the modi?able loan, or any 
combination of these. 

[0055] In accordance With another embodiment of the 
present invention, a commission payment is calculated and 
paid out to the appropriate individual at various predeter 
mined time intervals. In one embodiment, the commission 
payment is triggered by a speci?c event such as, for 
example, the loWering of the interest rate of a modi?able 
mortgage. FIG. 3 is a How chart illustrating the calculation 
of the commission payment to be paid to the appropriate 
sales force member for a given modi?able mortgage in 
response to a loWering of the interest rate on a modi?able 
mortgage. These computations may be made, for example, 
in compensation module 112, as illustrated in FIG. 1. First, 
the system 10 checks for a speci?c triggering event, such as, 
for example, a change in the interest rate of a modi?able 
mortgage, as shoWn in step 108. If there has been no change, 
then no commission payment is made, as shoWn in step 116. 
HoWever, if a change has taken place, the system 10 
identi?es the amount to be paid out to the appropriate sales 
force member as a commission, as shoWn in step 110. This 
commission amount can be a speci?c dollar amount stored 
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in the memory or can be calculated based on, for example, 
a speci?c percentage of the original loan amount (eg 25 
basis points). Finally, the commission for the change in 
interest rate is paid out to the appropriate sales force 
member, as shoWn in step 114. 

[0056] The folloWing example is offered to illustrate, but 
not to limit the claimed invention. In this example, the 
borroWer originates a $400,000.00 modi?able mortgage 
having an initial interest rate of 6.5% through a loan of?cer. 
TWo months later, the modi?able mortgage interest rate is 
adjusted doWn to 6.25% Without re?nancing. The compen 
sation system of the present invention recognizes the change 
in interest rate and retrieves the percentage amount to be 
paid in the event of an interest rate change. In this example, 
the commission amount to be paid to the loan o?icer When 
the interest rate is reduced is 25 basis points of the loan 
amount. The commission is calculated by multiplying the 
modi?able mortgage amount by the percentage to be paid in 
commission. In this example, the commission to be paid to 
the loan of?cer is $400,000><25 basis points (0.0025), Which 
yields a $1000 commission payout. 

[0057] In one embodiment, each time the interest rate is 
changed on the modi?able mortgage, the commission per 
centage is retrieved, the commission is calculated, and the 
commission is paid out. In other embodiments, the trigger 
ing event for payment of the commission amount may be 
events other than the loWering of an interest rate for a 
modi?able mortgage, such as, for example, various perfor 
mance goals or set time intervals, for example, based on the 
retention of the modi?able mortgage. 

[0058] In accordance With another embodiment of the 
present invention, the sales force member or other appro 
priate individual is compensated for originating a modi?able 
mortgage With both annuity compensation and a commis 
sion to be paid upon the occurrence of a triggering event. 
FIG. 4 is a How chart illustrating the compensation system 
based on both the annuity and commission amount. As 
shoWn therein, the annual servicing income on the modi? 
able mortgage is calculated, as shoWn in step 116, and input 
into memory for future calculations, as shoWn in step 118. 
Next, the system 10 Will retrieve the percentage of annual 
servicing income to be paid as compensation from memory, 
as shoWn in step 120. Using this percentage, the system 
calculates the amount of annual servicing income to be paid 
as an annuity, as shoWn in step 122. Next, the system 10 
retrieves from memory the number of annual payments 
through Which the total annual annuity is to be paid out. For 
example, if the annuity is to be paid out monthly, the number 
of annual payments Would be 12, as shoWn in step 124. The 
dollar amount from step 122 is divided by the number of 
payments from step 124 and the resulting dollar amount is 
the annuity to be paid out to the appropriate entity. 

[0059] Proceeding to the commission compensation steps 
illustrated in FIG. 4, the system 10 checks for a change in 
interest rate, as shoWn in step 126. If there has been no 
change, the already calculated amount from step 124 is paid 
to the appropriate entity, as shoWn in step 132. HoWever, if 
there has been a change in the interest rate, the system 10 
retrieves from memory the dollar amount or percentage 
amount to be paid out to the appropriate entity, as shoWn in 
step 128, and the dollar amounts from both steps 128 and 
124 are paid out to that person, as shoWn in step 130. 
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[0060] The folloWing example is offered to illustrate, but 
not to limit the claimed invention. In this example, a 
borroWer originates a modi?able mortgage through the loan 
of?cer for the amount of $400,000.00. The annual servicing 
income associated With this modi?able mortgage is calcu 
lated as folloWs. In this example, there are, for example, 50 
basis points of annual servicing on the modi?able mortgage. 
Accordingly, the annual servicing income Would be $400, 
000x50 basis points (0.005)=$2000. 

[0061] The annuity paid to the loan of?cer is a percentage 
of the annual servicing income on the modi?able mortgage. 
In this example, the loan of?cer is to be paid 10% of the 
annual servicing income. The total annuity paid to loan 
of?cer therefore Would be (0.10><$2000) or $200. If it is 
determined that the loan of?cer is to be paid in monthly 
installments, for example, the loan of?cer Would receive 
tWelve monthly payments of $16.67. Further, during a given 
month, the interest rate on the borroWer’s modi?able mort 
gage drops from 6.5% to 6.25%. This interest rate change is 
recognized by the compensation system Which then retrieves 
the percentage amount to be paid in the event of an interest 
rate decrease. In this example, the commission to be paid 
When the interest rate is reduced is 25 basis points. In this 
example, the commission to be paid to the loan of?cer is 
$400,000><25 basis points (0.0025), Which yields a $1000 
commission payout. Therefore, the total payout to the loan 
of?cer for the given month Will be $1016.67. 

[0062] In another embodiment of the present invention, 
the commission compensation Would not be paid out in a 
lump sum. Rather, the commission payment Would be paid 
out over an extended period of time in accordance With the 
annuity compensation payment schedule. For example, in 
the illustration of the present invention relating to the 
combined annuity and commission calculation, the commis 
sion compensation to be paid out Was $1000 and the monthly 
annuity Was $16.67. If, for example, there are 3 years left on 
the modi?able mortgage then the total number of annuity 
payments remaining Would be 36. To extend the commission 
payment in accordance With the annuity payment schedule 
Would mean that in this example the loan of?cer Would 
receive a monthly payment of $44.45. This option Would 
alloW for a more consistent income stream for the loan 
of?cer, and in certain circumstances tax bene?ts. 

[0063] While these embodiments have been described in 
connection With an appropriately programmed computer, the 
systems and methods described herein may be implemented 
Without the assistance of a computer. 

[0064] In yet another embodiment, the compensation sys 
tems and methods of the present invention are described in 
connection With a computer implemented loan amortization 
management system. By storing an executable system loan 
amortization management and compensation computer pro 
gram in accordance With the present invention in a general 
purpose digital computer’s memory, and executing the 
stored program, the stored program imparts loan amortiza 
tion and compensation management functionality to the 
general purpose digital computer by changing the state of 
the computer’s arithmetic logic unit When program instruc 
tions of the loan amortization and compensation manage 
ment program are executed. 

[0065] The present invention has applicability in manag 
ing loans to debtors, the transactions associated With those 
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loans, and compensating loan professionals Who Work With 
the loans. This invention is valuable to lending institutions 
seeking to efficiently and competitively manage loans, par 
ticularly mortgage loans. The system is also valuable to 
debtors seeking to adjust the interest rate on their loans 
Without having to go through a re?nancing process. The 
system is also valuable to a portfolio lender, Which is a 
lender Who is using their oWn funds to lend to a consumer. 
In this case, they are the investor and the servicer at the same 
time. In general, the present invention is valuable to any 
company Who compensates a person to originate modi?able 
mortgages using the systems and methods described herein. 

[0066] FIG. 5 is a schematic illustration of the information 
represented Within the loan origination and administration 
module 12, as illustrated in FIG. 1. At the time of loan 
origination, the module 12 receives and stores identifying 
signals indicative of the debtor 28, such as, for example, the 
amount of the loan to the debtor 29, the principal balance 30 
of the loan, the ?xed rate of interest 32 payable on the 
principal balance of the loan and the term 34 of the loan. 
During the course of the loan, module 12 may store other 
information such as, for example, the received time pay 
ments, as Well as delinquencies in the time payments, as 
indicated by reference numeral 36. In a preferred embodi 
ment, the module 12 further stores signals indicative of other 
required payments, such as taxes and insurance 38, Which 
are paid along With the principal and interest on the loan and 
set aside in escroW. 

[0067] Referring back to FIG. 1, the compensation module 
112 is provided Which processes and stores in memory 
information relevant to the compensation process as 
described herein. FIG. 6 is a schematic illustration of the 
information Which may be received and stored in compen 
sation module 112 in accordance With one embodiment of 
the present invention. For example, compensation module 
112 may receive and store borroWer speci?c information 
134, the annual servicing percentage to be paid as an annuity 
136, the commission payment if there has been a triggering 
event such as, for example, a change in the interest rate 138, 
and the entity to Which compensation is to be paid 140. The 
compensation module 112 then uses this information to 
calculate the proper amount of compensation to be paid to 
the appropriate entity. 

[0068] The loan origination and administration module 12 
may also further generate signals indicative of reports 40 for 
presenting the identifying data, as illustrated in FIG. 5. A 
report is typically a monthly statement or year-end report 
and consists of a formatted table describing loan status 
information, such as previously received time payments, the 
current principal balance, When the next time payment is due 
and Whether the time payment is delinquent. HoWever, a 
report may present identifying data in other graphical and 
textual formats Without departing from the scope of the 
present invention. 

[0069] Referring again to FIG. 1, the report signals are 
displayed to the operator of the system 10 through conven 
tional computer output devices. In one embodiment, a 
printer 20 and a display 22 receive the report signals from 
the loan origination and administration module 12 and the 
compensation module 112, and generate in dependence 
thereupon reports to the operator in textual or graphical form 
in a manner knoWn in the art. 
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[0070] In accordance With the present invention, a rate 
adjustment option module 18 receives from the input mod 
ule 14 election signals indicative of an election by the debtor 
to reset the interest rate of the loan. As described herein, the 
debtor typically makes such an election When prevailing 
interest rates have fallen signi?cantly beloW the interest rate 
of the loan. 

[0071] In response to the election signals, the rate adjust 
ment option module 18 resets the rate of interest 32 on the 
principal balance 30 by adjusting the signals indicative of 
the rate of interest. The rate adjustment option module 18 
preferably adjusts the interest rate signals in accordance With 
signals stored in memory in a table of current rates, or yields. 
The rates in the table are based upon a knoWn index, such 
as the Federal National Mortgage Association’s required net 
yield on mortgage loans, and, in one embodiment of the 
invention, the current rates in the table are determined from 
the index value by adding a margin established by the 
lending institution and then rounding the rate to the nearest 
l/sth of a point (0.00125). The table of current rates in the 
memory includes multiple rates, or yields, for different types 
of mortgage loans, such as a 15-year ?xed rate, a 30-year 
?xed rate, a jumbo ?xed rate, an FHA mortgage rate and so 
on. If the loan to the debtor is a given type of mortgage loan 
Which corresponds to a rate in the table, the rate adjustment 
option module 18 resets the rate of interest based upon the 
current rate or yield corresponding to the given type of 
mortgage loan held by the debtor. 

[0072] FIG. 7 shoWs a ?owchart 42 Which describes the 
steps performed in processing a received time payment in 
the loan payment module 16 (FIG. 1). The module receives 
the time payment signals from the input module 14, as 
shoWn by step 44. The loan payment module 16 determines 
the appropriate allocation of the time payment betWeen 
principal and interest, in accordance With knoWn amortiZa 
tion methods, and allocates taxes, insurance and other 
escroW items in accordance With preset payment plans, as 
shoWn by step 46. The appropriate allocation of a payment 
to principal and interest typically depends on the principal 
balance, the interest rate, and the stage or remaining term of 
the loan. Accordingly, the loan payment module 16 receives 
signals indicative of the principal, rate and term from the 
loan origination and administration module 12, and gener 
ates in dependence thereupon signals indicative of the 
amount by Which to reduce the principal balance of the loan. 
As shoWn by step 48, the loan origination and administration 
module 12 receives the principal reduction signals and 
tracks the reduction in the principal balance by the remain 
ing term or number of payment periods 34 is also decre 
mented time payments. Reduced principal signals 30 are 
then stored in memory aWaiting the next time payment. 

[0073] FIG. 8 illustrates an example of a table 72 of 
current rates 76. Each of the set of rates 76 is associated With 
one of a set 74 of types of mortgages. Other identifying 
information 82 in memory indicates the debtor 78 and the 
type of mortgage 80 held by the debtor 78. If the debtor’s 
mortgage 80 is, for example, a “Type 3,” then the debtor’s 
rate of interest set by the rate adjustment option module 18 
Would be the interest rate in the set 76 Which corresponds to 
a “Type 3” mortgage, that is, the rate 8.2%. 

[0074] As described herein, the time payments are due at 
predetermined payment intervals during the term of the loan, 
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such as every month. In a preferred embodiment, the rate 
adjustment option module 18 resets the rate of interest to 
become effective at the beginning of a payment interval, 
typically the ?rst payment interval, after the debtor’s elec 
tion. For example, if payment intervals start on the ?rst day 
of each month and the debtor makes his election on Sep. 1, 
1996, the reset rate of interest becomes effective Oct. 1, 
1996 and the ?rst time re?ecting the neW rate Would be due 
on Nov. 1, 1996 since interest is alWays paid in arrears. 

[0075] It is preferred that resetting of the interest rate is not 
permitted at all times, but is permitted in accordance With 
prescribed restrictions described herein. FIG. 10 illustrates a 
How chart 50 Which describes steps performed by the rate 
adjustment option module 18 (FIG. 1) in receiving an 
election to reset a rate. 

[0076] It is preferable, but not required, to limit rate 
resetting to prescribed periods of time, rather than at any 
time during the term of the loan. The rate adjustment option 
module 18 limits the resetting of the rate of interest to a 
prescribed option period Within the term of the loan. The 
option period is preferably early in the term, and furthermore 
starts at the beginning of the term. A typical option 15 year 
or a 30 year mortgage loan is the period extending three 
years from the beginning of the term. Upon receiving signals 
indicative of a debtor election, as shoWn by step 52, the rate 
adjustment option module 18 determines Whether the option 
period has expired, as shoWn by step 54. If so, rate adjust 
ment is rejected, as shoWn by step 70. OtherWise, the process 
of qualifying the debtor and the election continues. 

[0077] The rate adjustment option module 18 also limits 
the number of times the rate of interest is reset Within the 
term of the loan, as Well as the frequency of resetting the 
rate. For example, the rate may be reset a maximum of four 
times during the term of the loan, and at a frequency of not 
more than tWice per year. The memory stores signals indica 
tive of the number of permitted elections and the frequency 
of permitted elections, as Well as signals indicative of past 
elections and When the elections Were made. After deter 
mining at step 54 that the option period has not expired, the 
rate adjustment option module 18 determines Whether the 
number of permitted elections or the frequency of permitted 
elections has been exceeded, as shoWn by step 56. If so, rate 
adjustment is rejected, as shoWn by step 70. 

[0078] If a debtor has not made the currently due or, 
previous time payments on a timely basis, the delinquencies 
are recorded in memory (see FIG. 5 at 36), and he may not 
be granted the bene?t of a rate reduction. Accordingly, the 
rate adjustment option module 18 limits the resetting of the 
rate of interest in response to recorded delinquencies or a 
currently due time payment. Rate adjustment may be pro 
hibited if any payments are delinquent or if a prescribed 
number of late payments is exceeded. After determining at 
step 56 that the number and frequency of permitted elections 
has not been exceeded, the rate adjustment option module 18 
ascertains from memory Whether the debtor is delinquent, as 
shoWn by step 58. Similarly, the rate adjustment option 
module 18 ascertains Whether the debtor has made a time 
payment for the current payment interval, as shoWn by step 
60. If the debtor is either delinquent or not current, rate 
adjustment is rejected, as shoWn by step 70. 

[0079] If the debtor is not delinquent and is current, the 
system 10 (FIG. 1) prints a contract or agreement setting out 
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the neW payment terms including the neW rate of interest, the 
neW time payment and the neW term, if applicable, and 
authorizing the lending institution to change the interest rate, 
as shoWn by step 62. The debtor may typically be required 
to sign the agreement and pay a fee for the rate reduction. 
Once the system receives signals indicative of the fee 
payment, as shoWn by step 64, the rate is adjusted, as shoWn 
by step 66. The loan administration module 12 (FIG. 1) then 
receives the adjustment information and processes neW time 
payments in conjunction With the loan payment module 16 
based upon the neW interest rate and other changes, as 
shoWn by step 68. 

[0080] In response to the debtor’s election and the reset 
ting of the rate of interest, the amount of the required time 
payment or the remaining term of the loan may be reduced, 
or both may be adjusted. The operator selects What is to be 
reduced via the input module 14. 

[0081] FIG. 9 shoWs a How chart 84 Which illustrates a 
payment/term routine that in one embodiment of the inven 
tion may be interposed betWeen the rate adjustment module 
18 as outlined in FIG. 10 and the loan origination and 
administration module 12 in FIG. 5. The payment/term 
routine changes either the time payment or the balance of the 
loan term in response to the debtor’s neWly elected rate of 
interest. Step 86 shoWs the rate of interest, required time 
payments and number of required time payments remaining 
for the loan before the election and rate change. Step 88 
shoWs the rate after election and rate changes in accordance 
With the adjustment module. At step 90, the system permits 
the debtor to choose to reduce the amount of the required 
time payment or the remaining term of the loan. If he 
chooses to reduce the required time payment, then the 
payment is reduced and the remaining term is unchanged, as 
shoWn by step 92. The reset required time payment amount 
depends on the reset rate of interest, the remaining term of 
the loan and principal balance of the loan, as is knoWn in the 
art. In response to the reset time payment amount, the loan 
payment module 16 allocates received time payments 
betWeen principal and interest in accordance With knoWn 
amortization methods. 

[0082] If the debtor instead chooses to reduce the remain 
ing term, then the remaining term is reduced but the required 
time payment is unchanged, as shoWn by step 94. The reset 
term depends on the reset rate of interest, the required time 
payment and the principal balance of the loan to the debtor. 
In response to the reset term, the loan payment module 16 
re-allocates the amount of the time payments betWeen 
principal and interest in accordance With knoWn amortiza 
tion methods. 

[0083] In the absence of the debtor’s election and reset 
ting, the loan rate of interest is held ?xed in the memory for 
the remaining term of the loan. Thus, Without an election, the 
system 10 (FIG. 1) accepts and processes signals indicative 
of time payments as if the system 10 Were processing 
payments on a ?xed-rate loan. 

[0084] As described hereinabove, the computing platform 
on Which the present invention is implemented receives 
input signals indicative of user input information and user 
selections, and transforms those input signals into signals for 
resetting the otherWise ?xed rate of interest. The system also 
processes time payments and produces reports at monthly or 
year-end intervals, Which describe loan status information. 
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The reports are typically presented in textual or graphical 
form to a user by means of the display 22 or a paper print-out 
from the computer printer 20. The computing platform 
therefore physically transforms the signals indicative of user 
input information and user selections. 

[0085] According to an embodiment of the invention as 
described herein, a system and method for managing the 
amortization of a loan to a debtor and applying an appro 
priate compensation package includes the steps of storing in 
a memory data identifying the debtor, the amount of the loan 
to the debtor, the principal balance of the loan, an initial rate 
of interest payable on the principal balance of the loan, the 
term of the loan, at least one entity Which Will receive 
annuity compensation, and at least one entity Which Will 
receive lump sum commission compensation in the event of 
a triggering event, such as a rate reduction on the mortgage. 
The system and method further includes recording in 
memory information identifying time payments received 
from the debtor for principal and interest on the loan as the 
payments are made and tracking the reduction in the prin 
cipal balance of the loan and storing in the memory the 
principal balance in response to the time payments. The 
system and method also includes resetting the initial rate of 
interest on the principal balance to a neW rate of interest in 
response to the debtor’s election, calculating a lump sum 
commission payment to the appropriate entity each time the 
initial rate of interest is reset and maintaining the initial rate 
of interest for the balance of the term of the loan in the 
absence of the debtor’s election and resetting of the rate of 
interest. The system and method additionally includes cal 
culating the percentage of annual servicing income to be 
paid to the appropriate entity as annuity compensation and 
paying the lump sum commission or annuity compensation 
to the appropriate entity. 

[0086] According to one objective of the present inven 
tion, the compensation systems and methods seek to achieve 
a desirable balance betWeen the interests of the mortgage 
investor, mortgage servicer, mortgage originator and the 
mortgage customer. In one example, in connection With 
paying an annuity to the loan origination force, it may be 
desirable to provide su?icient returns to the mortgage ser 
vicing or mortgage origination company. A system and 
method for achieving this, in accordance With one embodi 
ment of the present invention, is described as folloWs. 

[0087] A mortgage customer typically pays closing costs 
When he or she obtains a mortgage loan. HoWever, mort 
gages are available Where the closing costs are paid by the 
mortgage lender, ie a no closing cost mortgage. The 
mortgage customer is aWare that if closing costs are paid by 
the mortgage lender, the customer Will have to pay a higher 
interest rate. For example, a customer typically pays from 
approximately 0.25%-0.625% above par in order to have his 
or her closing costs paid by the lender. In accordance With 
one aspect of the present invention, this excess percentage 
can be used to pay the mortgage origination force an annuity 
and/or a commission amount based on a triggering event in 
connection With a modi?able mortgage. 

[0088] For example, in one embodiment, the annuity com 
pensation amount is based on the interest amount associated 
With the difference betWeen the par interest rate sought by 
the lender and the above par interest rate the borroWer is 
Willing to pay for a no closing cost modi?able mortgage. In 
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a non-limiting example, the borroWer originates a $400, 
000.00 modi?able mortgage having an initial interest rate of 
6.5% through a loan officer. In this par plus loan, the par 
interest rate sought by the lender is 6.125% and the “above 
par” interest rate is 6.5%. The borroWer is Willing to pay the 
0.375% above par for the no closing cost option in connec 
tion With the modi?able mortgage. In this embodiment, the 
interest amount associated With this 0.375% paid by the 
borroWer is the annuity compensation amount to be paid to 
the loan o?icer in connection With the origination of the 
modi?able mortgage. In this example, the 0.375% of $400, 
000 loan amount creates a $1,500 annuity compensation 
amount. If it is determined that the loan of?cer is to be paid 
in monthly installments, for example, the loan of?cer Would 
receive tWelve monthly payments of $125.00. This annuity 
Would be calculated and paid for each year for a speci?ed 
period of time, such as, for example, the life of the loan or 
a certain number of years. If the modi?able interest rate is 
adjusted doWn Without re?nancing at the election of the 
borroWer, the interest rate is still “above par” and creates an 
interest amount that may be used as the annuity compensa 
tion amount, as discussed herein. Further, the lender does not 
have pay out any additional closing costs in connection With 
this rate modi?cation because there is no re?nance of the 
loan. The compensation system in accordance With this 
embodiment of the invention is advantageous in that the 
annuity compensation amount does not come from the 
servicing income and, therefore, the mortgage servicing 
company, but from the mortgage customer Who bene?ts 
from not having to pay closing costs to receive a loWer 
interest rate. 

[0089] In accordance With still other aspects of the present 
invention, an algorithm for structuring a modi?able mort 
gage interest rate and paying the modi?able mortgage origi 
nation sales force an annuity is disclosed. For example, 
structuring a modi?able interest rate and paying a sales force 
an annuity may be achieved according to the folloWing 
formula. 

[0090] P=par interest rate 

[0091] X=% added to the par interest rate to cover the cost 
of the customer’s closing costs. 

Modi?able interest rate calculation=P+X Formula A 

[0092] Z=annuity percentage paid to sales force as appro 
priate incentives to originate modi?able mortgages 

[0093] Z=a percentage of X 

[0094] In a non-limiting example of the folloWing for 
mula, the par interest rate is 8% (P) and the percentage added 
to the par interest rate to cover the cost of the customer’s 
closing costs is 0.375% (X). The par interest rate (P) and the 
above par interest rate Q() can be determined, for example, 
from published interest rates for traditional no closing costs 
mortgages. In this example, the 8.375% interest rate pro 
vides a credit from the mortgage investor to customer for 
$6000 of closing costs. If the interest rates drop 1/2%, the par 
interest rate is noW 7.5% (P). If the customer elects to loWer 
the interest rate of the modi?able mortgage, the customer is 
offered a modi?cation rate of 7.875%.(P+X), Without going 
through a re?nance. In connection With this rate modi?ca 
tion, the investor is paid 0.375% Qi) above par Without 
paying an additional $6000 for closing costs. In this 
example, the investor pays the mortgage company a per 
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centage of the excess 0.375%(X) to be paid to the origina 
tion force as an annuity, such as, for example, 66.7%(Z). In 
this example, 0.250% Qi) is paid to the origination force as 
an annuity and the investor still receives 0.125%(X) above 
par Without paying another $6000. 

[0095] As illustrated above, providing a closing cost credit 
to the customer provides the investor a higher rate of return. 
In one embodiment, once the investor has recouped his or 
her outlay for the closing costs, the higher yield can then be 
used to pay the origination force an annuity. Timeframes can 
be set on When the annuity begins for the origination sales 
force. 

[0096] Investors in mortgage backed securities pay a 
monthly servicing fee to a servicing company, Which can be 
a bank, mortgage company, third party servicing company or 
entity, to collect the monthly payment from the mortgage 
consumer. Mortgage servicing companies look to this ser 
vicing fee as their ongoing revenue to remain pro?table in 
the mortgage industry. Servicing mortgages can be very 
risky When interest rates drop because loans are re?nancing 
to other mortgage and servicing companies. In accordance 
With one aspect of this invention, investors only have to pay 
the normal servicing fee associated in the mortgage industry. 
Through increased retention rates, and avoiding paying 
closing costs each time a loan is re?nanced, provides the 
investors With a higher rate of return than What is offered 
through traditional mortgage backed securities. The above 
par rate of return is achieved using the formula described 
above Which also provides the excess annuity fee Which Will 
be paid as incentive to the mortgage origination sales force. 

[0097] Although the invention has been shoWn and 
described With respect to a preferred embodiment thereof, it 
Would be understood by those skilled in the art that other 
various changes, omissions and additions thereto may be 
made Without departing from the spirit and scope of the 
present invention. For example, the display may be a com 
puter monitor Which is connected via a global computer 
netWork to the above-described system for managing the 
amortization and compensation of a loan. The displayed 
reports are thereby available to a user Who is remote from 
the system. Accordingly the present invention has been 
described in several preferred embodiments by Way of 
illustration rather than limitation. 

What is claimed is: 
1. A method of compensating an individual in connection 

With the origination of a modi?able mortgage, said method 
comprising the steps of: 

a. determining an annuity compensation amount in con 
nection With the origination of the modi?able mort 
gage; 

b. determining a payment schedule over Which said annu 
ity compensation amount Will be paid to said indi 
vidual; 

c. calculating an annuity payment amount to be paid to 
said individual based on said annuity compensation 
amount and said payment schedule in Which said 
compensation amount Will be paid to said individual; 
and 

d. paying said annuity payment amount to said individual 
in accordance With said payment schedule. 
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2. The method of claim 1, Wherein said annuity compen 
sation amount is determined based on a percentage of a 
mortgage servicing income associated With the modi?able 
mortgage. 

3. The method of claim 1, Wherein said annuity compen 
sation amount is determined based on a percentage of at least 
one of a principal amount of said modi?able mortgage, a 
principal balance of said modi?able mortgage, a mortgage 
servicing income associated With the modi?able mortgage, 
or mortgage interest associated With the modi?able mort 
gage. 

4. The method of claim 1, Wherein the annuity payment 
amount is paid to said individual at a predetermined time 
interval. 

5. The method of claim 4, Wherein said predetermined 
time interval is monthly, quarterly or annually. 

6. The method of claim 1, further comprising the steps of 
calculating a commission amount in connection With said 
modi?able mortgage to be paid to said individual based on 
a triggering event occurring after the origination of the 
modi?able mortgage and paying said commission amount to 
said individual upon the occurrence of said triggering event. 

7. The method of claim 6, Wherein said triggering event 
is a change in interest rate of said modi?able mortgage. 

8. The method of claim 2, further including the step of 
calculating the percentage of the mortgage servicing income 
associated With the modi?able mortgage on a monthly basis 
Which Will be paid out as annuity compensation. 

9. The method of claim 1, Wherein said payment schedule 
is based on a total number of payments to be made to said 
individual and a period of time over Which said total number 
of payments is to be made to said individual. 

10. The method of claim 9, Wherein said period of time 
over Which said payments are to be paid is the life of the 
modi?able mortgage or a predetermined period of years. 

11. The method of claim 9, Wherein said period of time 
over Which said payments are to be paid corresponds to a 
number of mortgage payments to be made by a mortgagor. 

12. The method of claim 1, Wherein the annuity compen 
sation amount is determined based on an interest amount 
associated With a di?ference betWeen a par interest rate and 
an above par interest rate of the modi?able mortgage. 

13. The method of claim 2, Wherein said annual servicing 
income and the annuity compensation ?uctuate based on a 
change in the principle amount of the modi?able mortgage 
during the term of the modi?able mortgage. 

14. The method of claim 3, Wherein the modi?able 
mortgage is an interest only modi?able mortgage and the 
annual servicing income and the annuity compensation do 
not ?uctuate based on the principle amount of the modi?able 
mortgage during the term of the modi?able mortgage. 

15. A method of compensating an individual in connec 
tion With an origination of a modi?able mortgage, said 
method comprising the steps of: 

a. calculating a commission amount in connection With 
the origination of said modi?able mortgage to be paid 
to said individual based on a triggering event occurring 
after the origination of the modi?able mortgage; and 

b. paying said commission amount to said individual upon 
the occurrence of said triggering event. 

16. The method of claim 14, Wherein said triggering event 
is a change in interest rate of said modi?able mortgage. 

* * * * * 


