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The PFE Interview: Clarence Dixon, European Managing Director, Crown Northcorp

Despite present worries over US sub-prime mortgages, similar
market flexibility in Europe would help boost home ownership

Even if the sub-prime mortgage market in the US is currently throwing profound jitters into financial
markets worldwide, Europe - and pardceularly Germany - would benefit from the boost in home owner-
ship that flexibility via such non-conforming credits could provide, says the top European official for

US/UK-based servicing group Crown Northcorp.

Clarence Dixon, a natve of Californda and Head of BEu
ropean Busness Development for Crown Nostheoorp, 1s one
of the very few Amercans on the continent with experience
in sub prime, or ‘non conforming” home loans. He estimares
that about 10% of the German new mortgage market  about
£10bna year has the potenttal to fall into the category: lower
downpayments and higher loan to waluer available to those
whose credit records are less than perfect or below prime ask;
attracting hipher interest rates to offset in
creased lender.

“If you loak at the Gemnan market with
about 40% home ownership, one of the man
reasonsis that in the past the banks have made
the burdle very, very high” Dixon tald PEE
in an interview secendy “Tf you can't come
in with 20% or 30% equity, you go and yenr
On a €200000 or €300,000 home, who has
£a0,000, £70,000, or €30,000 spare in their
podeers? Not very many people”

Offering products such a5 low equityrmort
pages would not only help large numbers of
individual families, butalso be the natiral exdr
for major private equity proups that invested
in residential portfolios and are now turning
to portfolio sales to et

“If you rnake the maortgage payments high
ex than the rene, you just blow yourself our of
the matketplace;” Dixon says. “If you've got
4 person paying €400 rent every month, you
can't scll them mortpage financing at €600
You're going to have to come in with a prod
uce that says well, if your rent is now €400,
FOur mortgage payment is going w be €330 a produce thars
low equity and that creates value. Then you have the customer
for life. Those are the tpe of products and those are the type
of dients that we want to target in this marleet”

Does Dixon think 113 sub prime problems will spill over to
Europe? “Wy answer to that question is no,” he says “Number
one, you don't have a sub paome market in Germany  which
is the key reason Crown dedded to establish here after having
done this ina mumber of other places. Number two, most of
the mrmpoil in the T8 market is not caused by loans onginated
10 2007 o1 2006 butin 2002, 2003 when there was really a hype
of people throwing money into the matketplace tying to prck
up everything they could ger”

Eaily this decade Crown i the UK crcated the Roofuwop
subsidiary to provide non conforming momngages In Germany
last year, 1t boughe the Bodhum based Westphalta Bank from
HypoVerernsbank and transformmed 1t into Crown Westfalen to
have the banlang licence and instintional epertise to service
non perfomaing loans and move into hore loan lending:

Dixon says the spedal servicing unit is munning well but the
marker 1s shifting “Tn NPLs, you don't have the big portfolios
coming onto the market any more,” he says. “The savings banks

Crown Momtheorp's Clarence Gixon:
Germany, Methedands, Spain, Portugal
ready for more morgage flewibility.

are becoming restictve about selling because of the public
view of this. The mortgage banks have more or less deaned up
their houses. The marker 1s going to smaller portfolios: £10m,
€20m, €30m instead of the €50m, €60m, €100m.”

The second prioxity is primary servidng for thivd party
non conforming mortgage lenders: “If you get a lendex, typr
cally U5, UK or Asta based, they don’t want to come over
here and set up a bank. It dossn’t make sense for two or three
years or five years. What we offer is a bank
ing platform to orginate loans on thetr be
half Funder Xowill say I want to iovest £300m
in this market in sub paime with high TTV or
lowr LTV or low credit rating  whatever they
call non conforming They desen the prod
uct, define the citena, pive it tous and we can
originate the loans for themn We distdboee
thermn through owr bankdng platformmn, sell them
back to the funder and service them through
to rnamigity. The loans will never stay on the
books of Crown Westfalenr we don't take the
agke Once they have a book big enough, the
fund exs will seousitse or do a wholeloan sale,
whatever exdt stratepy they dedde”

After Gemmany, Diooon sees the Neth
crlands, Spain, Portugal andAustia as the
most interesting junsdictions for non con
forming mostgages in Burope. France offers
huge opportunites but dso marketplace and
regulatory hurdles that generaly hinder ac
cess by third pardes. The Nordics, where
Crown has 4 strong asset management bust
ness, 1s also not top prioaty, But Gemnany s
different  also because capital valuations reman low.

“What makes this market so atrractive is that you have had
10 12 years of property stapnation,” Dixon says. “Now the first
indicators are showing sises, centimetre by centdmetre, inch by
inch. Where's the question? Where's the risk? There is none”

Dixon says he has had positive response from German
banks considerng outsourang their non conforming bust
ness. “Of the, say, 20,000 applicatons they get in a year,
only 7,000 applicatons fit, and of those only 5,000 arc ruled
worthy. I tell those banks, give me those other 13,000 that
you throw away. [ am not 2 competitorn I don’t wane the 1e
latonshrp with the borrower, I just want the mortgage. The
Crerman high streer bank can keep the savings account, keep
the deposit account, keep the bonds, the msurance polides
and all the cross selling potentral | without throwing the dient
out the door 1o, possibly, another lender”

He adds: “At the end of the day, regardless of what mar
ket you get into and how asky that market 15, if you have
proper underwiiting critenia, ranage your products properly
and have proper servicing processes it will work You cando
a 6% LTV and the borrower can stll fall over. Whar's the
differences” pfe




