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AUCTION NUMBERO12698F 
PRODUCT:30 YEAR FIXED RATE LOANS 

Minimum loan amount S50,000 
Maximum loan amount S252,700 

BASE RATE: 7.25% 

You are bidding on points only 

Auction begins: 10/25/00 (99:51 
.. Total funds available in 

Auction ends: 10/26/00 (9 8:26 this auction: 
". an S10,000,000.00 

Loan must close by: 12/5/0012:00 Remainin Out: Note: Your approval code 
alning amount: must have an FN prefix so p.m. 

o $3,235,300 you may participate in this 
Highest bid received: 7.25% + 1.25 auction, 

points Ruggen abicycle2S r" 

You are bidding on the following base interest rate and points: 7.25% + 1.25 points 
Bidders in this auction have the following rate options as well: 

You need only bid on the base rate of 7.25%. You may choose other rate and point combinations. 
Click the options button below to see what other rate/point options will be available to you if 

you are a successful bidder, 

Click here to review other lender fees charged at settlement: 
ES 

The minimum required bid for the interest rate of 7.25% is 1.25 points. Your final bid may be 
Subject to addons. Click here to see if your loan is subject to any addons. Bids are in 0.125 

point increments. Complete the following if you would like to bid in this auction: 

Enter your approval code 
Enter the points you would like to pay on the interest rate of 7.25% 125 points ly 

Click on Options button to determine other rate/point options for your bid. 
sur-a-ro 

(a\QuA&ls A app. Optysis \ly esca Ors Pawe-Taravitrar 

FIGURE 1 
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AUCTION NUMBERO12698F 

PRODUCT: 30 YEAR FIXED RATE LOANS 
Minimum loan amount S50,000 
Maximum loan amount S252,700 

BASE RATE: 7.25% 

You have chosen a rate of 7.25% with a base loan fee of 1.25 points for a loan amount of 
S226,000.00. In addition to the above loan fee you have the following addons: 

Non-owner occupied feature: Add 1.50 to points 

Your locked in rate and fee witl be: 7.25% with 2.75 points APR 7.578 should your bid be a wining 
bid. You witl also be allowed any of the following options as well: 

6.875% + 4.25 points APR 7.352 
7.00 % + 3.75 points APR 7.428 
7.125% + 3.25 points APR 7.503 

You will be required to close your escrow by 12/5/00 at 12:00 p.m., otherwise your rate will 
expire and you wilt be subject to cancellation fees. 

Click on the appropriate button below to complete your bid. By clicking on, you will be asked to 
acknowledge the canceltation fees associated with a cancelled transaction. 

Age ovus Višid 

FIGURE 2 
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BID CONFIRMATION 

AUCTION NUMBER 012698F 

Thereby understand that I am ready to accept the following terms for my loan, should my bid be 
accepted. 

Loan Amount: S226,000 

Base Rate: 6875ly 

Total Points: 4.25 
APR: 7.352% 
Closing Date: 12/5/00 (s) 12:00P.M. 

understand that escrow must close no later than 12/5/00 12:00 p.m. Should escrow not close by this 
date, understand that there is a 1% cancellation fee, or $2,260. 

role Auscs ance 3id 

FIGURE 3 
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. Borrower Traditional Model. 
visits our This method is for 
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Bid is not good, ie 
borrower is outbid 
by other bidders 
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Bid is good 

FIGURE 4 

Borrower decides to bid 
again, wait for next 
auction, or go traditional. 

Auction closes. 
Loan is processed 
and closed. 

Loan is sold to 
FNMA, FHLMC or 
other conduit 

Note: Large commitments will be obtained from FNMA, FHLMC or conduit for the 
purposes of the auction on a regular basis. Borrowers will have to be approved through 
automated underwriting to be able to participate in the auctions. New commitments will be 
purchased as auctions come to a close. 
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DIRECT ON-LINE MORTGAGE AUCTION 
NETWORK 

CROSS-REFERENCE TO RELATED PATENT 
APPLICATIONS 

0001. This application is a continuation of U.S. patent 
application Ser. No. 10/013,019, filed on Nov. 30, 2001, 
which in turn claims priority to U.S. Provisional Application 
No. 60/250,108, filed on Dec. 1, 2000 entitled “DIRECT 
ONLINE MORTGAGE AUCTION', the entirety of which 
are incorporated by reference. 

FIELD OF INVENTION 

0002 The present invention relates to a direct online mort 
gage auction network, and more particularly to provide a 
medium for an auction network designed to streamline pro 
cesses in the primary and secondary mortgage market. 

BACKGROUND OF THE INVENTION 

0003. The secondary mortgage market is the market in 
which existing mortgages or mortgage-backed securities are 
bought and sold. Similar to other secondary markets, the 
purpose of the secondary mortgage market is to provide a 
channel to move funds from capital-Surplus areas to capital 
deficit regions. Mortgage companies use this channel to bring 
together providers of capital (investors) and those needing 
such funds (homebuyers and homeowners) in all regions of 
the country. Traditionally, these mortgage companies serve at 
the retail point-of-sale for this channel. Consequently, they 
can provide mortgages to a full range of homebuyers and 
homeowners and commercial enterprises. Point-of-sale mort 
gage providers may include mortgage brokers, commercial 
banks, thrifts, credit unions, savings and loan associations, 
savings banks, life insurance companies, and the like. 
0004. There are various institutions that facilitate the 
movement of funds for the mortgage companies. These enti 
ties include 

0005 Federal National Mortgage Association (“Fannie 
Mae'), 

0006 Federal Home Loan Mortgage Corporation 
(“Freddie Mac'), 

0007 Government National Mortgage Association 
(“Ginnie Mae'), 

0008 And Private Conduits 
0009. These institutions purchase or securitize loans origi 
nated by mortgage companies. These purchases or securiti 
Zations recycle funds back to the originating mortgage com 
pany, allowing them to make loans to additional homebuyers. 
0010. In the last two decades, the secondary mortgage 
market has experienced major growth, become increasingly 
Sophisticated, and become even more important as a source of 
funds for home mortgages (Source: Mortgage Bankers Asso 
ciation of America, 2001). 
0011. The traditional model for borrowers, as described 
above, has generally resulted in a multi-layered middleman 
process. As a result, the process produces interest rates, fees 
and a turnaround time higher than necessary, especially for 
borrowers that are well-qualified. 
0012. In view of the growth of the secondary mortgage 
market, and the increased accessibility of the Internet (World 
Wide Web), it would be desirable to provide an improved 
network, namely a direct online auction network, which 
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would facilitate access to conduits in the secondary mortgage 
market. This invention would serve this purpose. 

SUMMARY OF THE INVENTION 

0013. It is an objective of the present invention to provide 
a direct online mortgage auction network, in order to provide 
a direct access for funds in the secondary mortgage market to 
borrowers and other mortgage companies. 
0014. The subject invention provides a computerized (In 
ternet, online) network or system for home mortgage borrow 
ers and mortgage companies to compete against each other in 
an auction format for certain pools of funds. This system is 
intended to be a component within an existing Web site infra 
structure, whereby visitors can choose to participate in the 
auction model or select from other options available depend 
ing on the scope of the site. In one preferred embodiment, 
these funds are provided to the auction from the secondary 
market pools on a daily (or hourly) basis. This invention 
provides qualified borrowers and other mortgage companies 
(brokers) with a direct link to the secondary market, hence 
bypassing some middlemen (wholesalers and retailers) in the 
process. According to the present invention, direct access to 
an online mortgage auction system brings the availability of 
the secondary mortgage closer to the borrowers by streamlin 
ing the Supply chain. 
0015 Borrowers or mortgage companies can go to a com 
mon Web site and complete a loan application. They then 
electronically submit the loan application to the Web site. The 
loan application is then underwritten, and if approved, an 
approval code is issued. With the approval code, the partici 
pant can then place a bid at the auction. The item that the 
participant will be bidding on is the interest rate or yield 
requirements provided by the conduits in the secondary mort 
gage market. The participants’ bidding price would beinform 
of loan fees or points that they are willing to pay to obtain a 
mortgage at the posted rate. The auction can change periodi 
cally, as pricing of the loan products is in real time figures. 
0016 Other objects, features and advantages of the 
present invention will become apparent from the following 
detailed description, when taken in conjunction with the 
accompanying drawings. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0017. The accompanying drawings, which are incorpo 
rated in and form a part of this specification, illustrate 
embodiments of the invention, where like numerals identify 
like components, and, together with the following detailed 
description, serve to explain the principles of the invention: 
0018 FIGS. 1-3 show display pages for a participant using 
the direct online mortgage auction network of the present 
invention. 
0019 FIG. 4 shows a flow diagram of the steps involved 
with the direct online mortgage auction network of the 
present invention. 
0020 FIG. 5 shows a block diagram of a direct online 
mortgage auction network according to the present invention. 

DETAILED DESCRIPTION OF THE INVENTION 

0021 Reference will now be made in detail to the pre 
ferred embodiments of the invention, examples of which are 
illustrated in the accompanying drawings. While the inven 
tion will be described in conjunction with the preferred 
embodiments, it will be understood that they are not intended 
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to limit the invention to those embodiments. On the contrary, 
the invention is intended to cover alternatives, modifications 
and equivalents, which may be included within the spirit and 
Scope of the invention as defined by the appended claims. 
0022. The present invention provides a computerized (In 

ternet, online) network or system for home mortgage borrow 
ers and mortgage companies (brokers) to compete against 
each other in an auction format for certain pools of funds. 
These funds are provided to the auction from the secondary 
market in pools on a daily (hourly) basis. The present inven 
tion provides qualified borrowers with a direct link to the 
secondary market, hence bypassing some middlemen in the 
process. These middlemen are wholesalers and retailers. 
0023 Borrowers and mortgage companies (brokers) go to 
a common Web site and complete a loan application. They 
then electronically Submit the loan application to the common 
web site. The loan application is then automatically under 
written, using industry standard automated underwriting soft 
ware (such as Fannie Mae’s DU system, Freddie Mac's LP 
system, or other available underwriting systems), and if 
approved, an approval code is issued. With the approval code, 
the participant can place a bid in the auction. The auction can 
change on a daily (hourly) basis, as pricing of the loan prod 
ucts is in real time figures. 
0024 FIG. 1 shows the first part of the direct online mort 
gage auction process according to the present invention. FIG. 
1 provides the auction number, the base interest rate available 
to the bidders, the current list of accepted bidders, and the 
steps that the participants have to take to place a bid. If the 
participant does place a bid, a new page appears, as shown in 
FIG 2. 

0025 FIG. 2 clearly spells out what the participants are 
bidding for, and the options to various interest rates. It also 
points out what the participants would have if they are a 
winning bidder. 
0026 FIG. 3 shows the final page in the auction process, 
which is a confirmation of the winning bid of the participant. 
Once accepted by the bidder, the bidder would be placed in 
the approved bidder list, as shown in FIG. 1. 
0027. If the pool of funds is exhausted, new bidders would 
have to increase the points they are willing to pay. Such action 
would replace the lowest bid. In the case of multiple and 
similar low bids, the last bidder of the lowest bid price in the 
pool is eliminated and replaced by the new higher bid. With 
this process, the auction continues until the deadline arrives. 
The winning bidders are then notified, and are given a fixed 
amount of time to close the transaction. 

0028. In the example shown in FIG. 1, the particular auc 
tion number assigned to the transaction is number 012698F. 
The example product is a 30-year fixed rate loan, with a 
minimum loan amount of S50,000, and a maximum loan 
amount of $252,700. The base rate is 7.25%. As illustrated, 
the approved participants are bidding on points only, as 
shown in FIG. 1. 

0029. In FIG. 1, the display shows that the auction begins 
on Oct. 25, 2000, at 9:51 AM, and that the auction ends at Oct. 
26, 2000, at 8:26 AM. A further requirement shown in FIG. 1 
is that the loan must close by Dec. 5, 2000, at 12:00 PM. 
0030 The total funds available in the example shown in 
FIG. 1 are S10,000,000, and the remaining amount in the 
example is $3.235,300. Also, the participant must have an FN 
prefix in the approval code in order to participate in the 
auction. 
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0031. In the example shown in FIG. 1, the participant is 
bidding on a base interest rate of 7.25%. As displayed in FIG. 
1, the bidder is advised that he need only bid on the base rate, 
but may choose other rate and point combinations. These 
other rate and point combinations are offered based on cor 
responding yield requirements from the secondary market. In 
other words these rate and point combinations will produce 
the same yield for the mortgage in the secondary market. 
Bidders in the particular auction have rate options as well. 
The bidder is prompted to click the options button shown in 
FIG. 1 to see what other rate/point options will be available to 
him/her if he/she is a successful bidder. Options with lower 
rates will include additional points that must be paid at clos 
ing. Options with higher rates will have points rebated at 
closing. The bid price, which will be in points, is added to the 
points that correspond to the participant's selected interest 
rate. Bids are in 0.125 increments. 

0032. As displayed in FIG. 1, the minimum required bid 
for the interest rate of 7.25% is 1.25 origination points. The 
final bid may be subject to add-ons, if applicable, and the 
bidder is prompted to see if his loan is subject to any standard 
add-ons, as shown in FIG. 1. For example, one add-on may 
involve properties that are not owneroccupied. 
0033. The bidder is prompted, as shown in FIG. 1, to 
complete all the necessary bid information if he/she wished to 
bid in that particular auction, which includes the entry of the 
approval code, entering the points he/she would like to pay on 
the particular interest rate of 7.25%, calculating the APR, 
viewing different options, viewing other lender fees, viewing 
applicable add-ons, and finally whether to place or cancel the 
bid. The winning bidders will qualify for their requested 
portion of the funds available in the particular auction, for the 
product loan shown in FIG. 1. 
0034). If the bidder does decide to place a bid from FIG. 1, 
a new page appears, as shown in FIG. 2, which is based upon 
the same auction number and product information shown in 
FIG 1. 

0035 FIG. 2 clearly shows what the bidders are bidding 
for, and the options for various interestrates, and shows what 
they would obtain if they are the winning bidder. In the 
particular example shown in FIG. 2, the bidder has chosen a 
rate of 7.25%, with a base loan fee of 1.25 points for a loan 
amount of S226,000. In addition to the loan fee shown in FIG. 
2, there are the additional add-ons for a non-Owner occupied 
property, which adds 1.50 to the origination points (a total of 
2.75 points). 
0036. In the example shown in FIG. 2, the interest rate of 
7.25% with an APR of 7.578% is provided as the winning 
bidder. The bidder, as shown in FIG. 2, also will be allowed 
any of the following options: 

0037 6.875%+4.25 points APR 7.352 
0038 7.00%+3.75 points APR 7.428 
0.039 7.125%+3.25 points APR 7.503 

0040. Also, the bidder in FIG. 2 will be required to close 
his escrow by Dec. 5, 2000 at 12:00 PM, otherwise his rate 
will expire and he will be subject to cancellation fees. 
0041. In the example shown in FIG. 2, the bidder is 
prompted to click on the appropriate button to complete his 
bid. By clicking the “I Agree” button, the bidder will be asked 
to acknowledge the cancellation fees associated with a can 
celled transaction. The bidder can click the “Cancel My Bid 
button to cancel his bid, and the transaction ends. 
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0042 FIG. 3 shows an example of a bid confirmation for 
the same auction number and products shown in FIGS. 1 and 
2. 
0043. In FIG. 3, the bidder is prompted to understand that 
he is ready to accept the terms shown in the example of FIG. 
3, should his bid be accepted. In the example of FIG. 3, the 
loan amount is S226,000, the base rate is 6.875%, with total 
points of 4.25 APR 7.25%, and a closing date of Dec. 5, 2000 
at 12:00 PM (this is one of the options shown in FIG. 2, as 
described above). 
0044) The bidder in FIG. 3, when finalizing his bid by 
clicking the “Finalize My Bid” button, is prompted to under 
stand that escrow must close no later than Dec. 5, 2000 at 
12"00 PM, and that should escrow not close by that date, the 
bidder understands that, in the example, there is a 1% cancel 
lation fee, or S2,260. The bidder in FIG. 3 can cancel the 
transaction by clicking the “Cancel My Bid' button. 
0045. Once the bidder accepts bid transaction in FIG. 3, 
the bidder is placed in the approved bidder list. 
0046. As previously described, if the pool of funds is 
exhausted, new bidders would have to increase the points they 
are willing to pay. This action would replace the lowest bidder 
(and in the case of multiple low bids that are similar, they 
would be replaced in reverse chronological order by date of 
bid). The auction process continues until the deadline arrives. 
The winning bidders are notified, and are given the deadline 
to close the transaction. 
0047 FIG. 4 shows an illustrative flow process of a direct 
online mortgage according to the present invention. 
0048. In FIG. 4, at step 30, the participant visits the host 
Web site. The participant has the option of visiting a tradi 
tional model at step 32. The traditional model method is for 
hard to qualify borrowers or borrowers that do not want to 
participate in an auction format. In general, with a traditional 
model, the rates, fees and turnaround may be higher. 
0049 FIG.4 assumes that the participant visits the auction 
model at step 34. As has been described in conjunction with 
FIGS. 1-3, the participant completes the loan application 
online, at step 40. The online loan application is either denied 
at step 42, approved at step 44, or referred to the traditional 
model at step 46. 
0050. If the loan application is approved at step 44, the 
process goes on to issue a pre-approval at step 50. If the 
application cannot be pre-approved at step 50, the participant 
is referred to the traditional model. 
0051. With the issuance of the pre-approval at step 50, the 
process goes to a screening/validation at step 52. If the 
borrower does not pass the screening/validation at step 52, the 
participant is referred to the traditional model. If the borrower 
passes the screening/validation at Step 52, the participant goes 
to step 54, in which he goes to the Web site and bids in the 
auction of his choice, such as shown in FIGS. 1-3. If the bid is 
good at step 64 in FIG. 4, the auction closes at step 66, and 
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Subsequently, the loan proceeds to a closing. At step 68, the 
loan is sold through a suitable mortgage conduit, such as 
FNMA, FHLMC or other conduit. 
0052. When bids are not accepted (at step 56 in FIG. 4) 
because the participant is outbid by other bidders, the process 
goes to step 60, where the participant can decide to bid again, 
to wait for the next auction, or to go back to the traditional 
model. 
0053 As shown in FIG.4, large funding commitments are 
obtained from secondary mortgage conduits (for example, 
FNMA, FHLMC, or other conduit) for the purposes of the 
auction on a regular basis. Participants must have an approval 
through available automated underwriting, as described 
above, in order to be able to participate in the auctions. New 
commitments are purchased as auctions come to a close. 
0054 FIG. 5 shows a block diagram of a direct online 
mortgage auction network according to the present invention. 
In FIG. 5, a plurality of potential participants P1, P2,..., PN 
are each directly connected to a Direct Online Mortgage 
Auction Web Site. As described in conjunction with the above 
description of FIGS. 1-4, the plurality of participants P1, P2, 
. . . , PN will, when approved by the automated approval 
process described above with FIGS. 1-4, bid against one 
another for a winning bid(s). The winning bid(s) then pro 
ceed, as shown in FIG.4, to step 66, where the auction closes, 
the loan is processed, and, at step 68, the loan is sold to 
FNMA, FHLMC, or some other conduit. 
0055. The foregoing descriptions of specific embodiments 
of the present invention have been presented for purposes of 
illustration and description. They are not intended to be 
exhaustive or to limit the invention to the precise forms dis 
closed, and it should be understood that many modifications 
and variations are possible in light of the above teaching. The 
embodiments were chosen and described in order to best 
explain the principles of the invention and its practical appli 
cation, to thereby enable others skilled in the art to best utilize 
the invention and various embodiments with various modifi 
cations as are Suited to the particular use contemplated. It is 
intended that the scope of the invention be defined by the 
claims appended hereto and their equivalents. 
What is claimed is: 
1. A direct online mortgage auction network comprising: 
a mortgage auction network Web site, the network Web site 

providing secondary market mortgage pools of second 
ary market funds; and 

a plurality of qualified participants having direct online 
access to the network Web site, the participants seeking 
to qualify for secondary market mortgages from the 
pools of funds by bidding between each other, such that 
one or more of the bidding participants qualifies for a 
portion of the secondary market mortgage fund. 

c c c c c 


