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The information herein does not constitute an offer to sell securities. Automation Finance is not an investment advisor. This document contains forward-looking projections 
based on historical performance. Historical performance is not a predictor of future performance. Future performance could differ significantly from past performance.

CONFIDENTIAL

Market Update - Much worse in the short run….better in the long run

April 8th 2020
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Agenda:

1. Market Update

• Residential Real Estate

• Mortgage Market

2. Significant Opportunities Ahead: ~3 month lag

3. Company Update: 

• Team Update: Adding Senior Executives

• Divesting Legal Project Management Business

4.  Q&A
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Sources 

U.S. Case-Shiller Index Mortgage Monitor
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This is what the market looked like…..just 3 weeks ago…

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

0

50

100

150

200

250
O

ct
-2

0
0

9

Ja
n

-2
0

1
0

A
p

r-
2

0
1

0

Ju
l-

2
0

1
0

O
ct

-2
0

1
0

Ja
n

-2
0

1
1

A
p

r-
2

0
1

1

Ju
l-

2
0

1
1

O
ct

-2
0

1
1

Ja
n

-2
0

1
2

A
p

r-
2

0
1

2

Ju
l-

2
0

1
2

O
ct

-2
0

1
2

Ja
n

-2
0

1
3

A
p

r-
2

0
1

3

Ju
l-

2
0

1
3

O
ct

-2
0

1
3

Ja
n

-2
0

1
4

A
p

r-
2

0
1

4

Ju
l-

2
0

1
4

O
ct

-2
0

1
4

Ja
n

-2
0

1
5

A
p

r-
2

0
1

5

Ju
l-

2
0

1
5

O
ct

-2
0

1
5

Ja
n

-2
0

1
6

A
p

r-
2

0
1

6

Ju
l-

2
0

1
6

O
ct

-2
0

1
6

Ja
n

-2
0

1
7

A
p

r-
2

0
1

7

Ju
l-

2
0

1
7

O
ct

-2
0

1
7

Ja
n

-2
0

1
8

A
p

r-
2

0
1

8

Ju
l-

2
0

1
8

O
ct

-2
0

1
8

Ja
n

-2
0

1
9

A
p

r-
2

0
1

9

Ju
l-

2
0

1
9

O
ct

-2
0

1
9

Case-Shiller 20-City Composite Experian Second Mortgage Default

Equity Boom: +58% House Price Inflation  

…with low default rates…

Corelogic:  Q3 2019, Negative equity fell from 4% to 3.7% of all mortgaged properties

?
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Significant growth across all value bands….driven by lower-priced homes

Low-value home prices have doubled since 2011



Investors left the market in 2018….we are now dealing with homeowners

6

investors

homeowners



7

As unemployment breaks 10%...likely to hit 15%…
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One thing is for sure….we are accelerating into Recession...

"Our baseline forecast does not see GDP reverting to its pre-virus levels 

until late 2021 in the US and Europe," said Brian Coulton, Chief Economist”
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Economic Activity has slowed to almost nothing….

Average Wednesday in LA

Wednesday 3/18 

Air Pollution March 2019 Air Pollution March 2020                  
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As people transform their spending behavior…

Time Series
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Shelter-in-place….
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50% decline in Showings as we enter the Q2/Q3 Transaction Peak

• Home Sales Fall 30%: 500,000 missed transactions (8% of the projected annual total)

• New Listings: BlackKnight and Redfin report a 20% drop in new listings…

What if….?



Could this set the stage for a significant fall in prices….

“If a large percentage -- let’s say 20-30% don’t have the ability to make a payment for six 
months, most servicers will not have the capital needed to cover those payments,”

Quicken C.E.O. Jay Farner

Calm?

* Moody’s Chief Economist Mark Zandi (15M households)

Calm

?



Corelogic: 33% of US homes are overvalued….
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NY, NJ

Coastal Cities 

WA, FL,

Houston, Dallas

Phoenix, AZ

Las Vegas NV to follow ?
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Which Markets are stand to be most hard-hit?

15

Second Homes Expensive N.E. 

Oil Economies: TX, Tar Sands Leisure: NV, FL
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What does that mean for us… 

Housing: Low mortgage rates unlikely to offset demand headwinds

1. 2020 Selling Season faces significant challenges 

• Employment concerns – some businesses will not be re-opening

• Pricing uncertainty – some markets are overvalued

2. Health concerns – risk of re-infection

3. Early signs of falling new listings – 20% fall in new listings on MLS

4. Financing Credit Tightening – many non-QM lenders have paused 
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Mortgage REITS have been hammered….but recovering rapidly….

This sets the Stage for margin calls increase distressed mortgage sales 
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Mortgage: Up to 30% of the US Mortgage Market likely to Enter Default… 

The Median Household

• Income $63,030

• Credit Card Debt $6,849

• Total Savings: $11,100

• 2-4 months to cash crisis (June)

US Mortgage Fannie/Freddie FHA/VA Non-Banks/Other Private Security Total

Loan Count 27.9m 12.1m 10.4m 2.5m 52.9m

Market Share 53% 23% 20% 5%

Treasury Backstop? Yes Yes No No

What if? (every month)

5% Miss 1 payment $1.6Bn $0.5Bn $0.9Bn $0.2Bn $3.2Bn 

10% Miss 1 payment $3.1Bn $1.1Bn $1.9Bn $0.3Bn $6.5Bn 

20% Miss 1 payment $6.2Bn $2.2Bn $3.8Bn $0.7Bn $13.8Bn 

Avg Monthly Payment $1,115 $903 $1,816 $1,349 $1,216 

Likely Outcome

• Moody’s predicts <15M defaults (30% of total)

• 10M jobless claims in Week 2 (10x pre-crisis)

• July may be the point of no return….

Most Smaller Loan Servicers Cannot Fund These Advances   

The same is true for a very large minority of homeowners
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What does that mean for us… 

Mortgage: Bleak outlook for non-backstopped Loan Servicers and Investors

1. Most vulnerable borrowers, highest interest rates…least prepared

2. Smaller Servicers with weakest balance sheets…least able to sustain revenue loss

• Servicer is paid “commission” on payments they collect

• Must still pay the investor that owns the loan…whether borrower pays or not

3. Significant volume of Non-performing Mortgages will come to market

4. Significant risk that smaller servicers could close “FHFA – no non-bank too big to fail”

5. AF was lucky….95% in cash as the market declines; dry powder to put to work
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On track to buy more loans in 2020 than 2014 – 2019 combined….

• Raising another crowd fund of up to $50m to buy and rehabilitate distressed mortgages 

• Open to everyone with $250 to invest, qualified by the SEC….target return of 8%

• Historical returns of 21.5% no guide to the future 
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Symphony

Market Simulation

Second Significant Transaction in Due Diligence…
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Welcoming new Senior Leaders from Goldman Sachs and Amex

Paul Birkett
CEO

Managing 
Partner

Kwang Lim
Partner

Albert Liwoso
Sr. Director

Product 
Development & 

Marketing

Team Members Prior Experience
• Managing Partner Corporate GM, 2,000+ loans liquidated 
• Partner 20+ Banking experience, GS Strategy
• Sr. Director, Marketing American Express Marketing Analytics
• Director, Trading Citadel Quant Trader
• Director, Risk Analytics JPMorgan Chase Head of Risk Modelling
• VP, Trading GS Mortgage Desk Quant
• VP, Engineering GS Investment Banking Lead Developer
• Associates, Fund Performance E&Y Analyst, Hillside Advisor Analyst

Two new senior leaders….more to follow

Deep Financial Markets Experience Over The Past 2 Decades
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Summary

Challenging times ahead….

• Unemployment will grow from 10% to 15%+

• Economy unlikely to re-open until new cases start to fall

• People will change how they live….we are not going  back to normal (WFH etc)

• 2020 Home Sales volumes likely to be significantly below 2019

• Significant stress in the loan servicing market leading to consolidation

• Likely to see large volumes of loans coming to market by Q3 2020

• AF working to grow aggressively and adding new senior leadership to support that growth

Questions?


