
ERA
OF 

NON-
QM

PRIVATE CLIENT LENDING 
IN THE  ERA OF NON-QM

INDUSTRY OPINION REPORT



Imagine this scenario. Robert and Mary Smith have lived the 
American Dream. They have three kids, two in college and one in 
her senior year of high school. Mary, a full time homemaker and 
mother, and Robert, a highly sought after architect by trade with 
a very successful practice. By all accounts the pinnacle of success 
in family and business.

Here is where things begin to unravel. Robert and Mary have 
been homeowners for nearly 4 decades, established significant 
net worth based on the value of his practice and equity in their 
family home. Robert has been approached with an opportunity 
to buy a complimentary practice that would make his firm even 
more valuable and further position him as a leader in his market.

Robert and Mary discuss the opportunity and decide together 
as a family that it is an opportunity too good to pass up. Robert 
and Mary decide to access some of the home equity they have 
accumulated in their family home as part of their liquidity plan to 
purchase the complimentary business. 

Only one problem. Crisis regulations born out of the Dodd-Frank 
legislation redefined the housing and residential credit markets 
causing a scenario of unintended consequences that pushed 
the Mass Affluent (MAI) and High Net-Worth (HNWI) to the 
sidelines and forced an enormous amount of buying power out 
of the market. Unfortunately, Robert and Mary missed out on the 
opportunity offered to them until now.



PAGE 3

How Crisis Legislation 
Created the Need for 
Specialization
Prior to the credit crisis of 2008, 
residential lending was not only active but 
accommodative to the many methods in 
which borrowers earned income and in 
a manner that could support responsible 
lending. 

The two primary methods of income at 
that time were classified as “wage” or 
“self-employed” earnings. The practice of 
determining an “Ability to Repay” for wage 
earners was based on a variable of current 
paystub review and prior year W2 income. 

For the self-employed applicant, 
underwriting standards were modified and 
the adoption of the applicant “stating” the 
household income became normal practice. 
Now, to be fair, this accommodation came 
with strict offsetting factors to protect 
investors.

Underwriting overlays, such as an adequate 
history of repayment on prior housing 
and credit obligations, liquid retirement 
and cash reserves to cover any periodic 
shortfalls in cash flow, and  equity in the 
subject property, were all implemented to 
protect the investors.

This approach, albeit controversial post 
crisis, made the credit markets very efficient 
and balanced for not only wage earners 
but for self-employed entrepreneurs, 
freelancers, contractors, and retired 
individuals. 

Fast forward to 2008 and beyond — post-Dodd-Frank, post-Qualified Mortgage Rules, post-Risk Retention and post-
Ability to Repay (ATR) legislation —a new approach was desperately needed.

Dodd-Frank significantly affected lenders as regulations dictated all mortgages be divided into Qualified (QM) or Non-
Qualified (Non-QM) mortgages. Now potential home buyers would have to meet even stricter standards to qualify for 
a loan. Essentially, QM = traditional W2 wage earners, while Non-QM meant . . . everybody else.

The major obstruction clause outlined in Dodd-Frank, Ability to Repay (ATR), states the lender must: “make a 
reasonable and good faith determination based on verified and documented information that the consumer has a 
reasonable ability to repay the loan according to its terms. All be it a ridiculously vague and ambiguous statute, it did 
require the lending community to come up with acceptable methods to meet the litmus test to comply with ATR.

In 2012, in anticipation of the securitization market and risk capital re-entering the marketplace post credit crisis, 
Non-QM lending was introduced to the market ever so gently. As NQM began to enter the market, several noticeable 
commercial underwriting methods were introduced to meet the high bar of the new law.
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Non-Bank Private Client 
Lending is Born 
Nearly 32% of all U.S. Households are Mass 
Affluent and High Net-Worth - yet only 3% of 
them enjoy the benefits of private banking.

The consequences of having such a large swath 
of the population with significant buying power 
shut out from the market due to overregulation 
have been dire. Forced to buy homes with cash, 
or stay put and remodel, this lack of available 
financing has contributed to the current 
situation of low inventories and rising costs of 
housing.

Have no fear! A marketplace is unfolding to 
fill the void in lending - creating an amazing 
opportunity for future focused lenders. We call it 
private client lending.

  Nearly 32% of all 
U.S. Households 
are Mass Affluent 
and High Net-
Worth - yet only 
3% of them enjoy 
the benefits of 
private banking.  
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We Believe in the 
Paradigm Shifters and 
Invest in Their Success
Here’s to the disruptors, the game changers, 
the paradigm shifters. The number of Mass 
Affluent (MAI) and High Net-Worth (HNWI) 
households is growing and so is the opportunity 
for experienced mortgage professionals 
to serve this community. Consider Private 
Client Lending as part of your comprehensive 
approach to professional mortgage 
management and become a recognized expert 
in high capacity lending.
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BESPOKE LENDING SOLUTIONS FOR PRIVATE CLIENTS

The profile of a private client comes in all shapes, sizes and circumstances.

As NQM began to enter the market, a significant innovation in credit evaluation was introduced. Commercial 
underwriting methods typically used only for evaluating high net-worth private banking clients were now available to 
non-bank residential lenders.

Private client profiles tend to be net income light and asset rich. In order to accommodate this situation, a more 
sophisticated approach to credit risk is applied using methods such as cash flow analysis on operating business 
income, asset utilization lending on qualified pledged assets, and cross collateralization to secure investor interest, 
along with many other sophisticated evaluation methods to determine credit risk.

High Income: Executives 
/ Athletes / Entertainers

When your home comes 
with a large price tag. Our 
Private Client Advisors 
work closely with high 
income professionals 
to determine the best 
financing solution, lock in 
a preferred interest rate, 
and smooth the process to 
closing.

Business Owner: 
Shareholders / LLC 
Members / Enterprise 
Contract

Small and medium-sized 
enterprises (SMEs) are the 
lifeline of our economy. 
We understand the needs 
of the self-employed and 
have developed programs 
for business owners that 
require no tax returns 
and rely solely on the 
cash flows and financial 
soundness of their 
enterprise(s).

Asset Rich: Retirees / 
Trust Fund / Foreign 
National

Financing for today’s 
needs, without sacrificing 
tomorrow’s goals. 
Whether it’s renovating 
their home, consolidating 
debt or seizing a time-
sensitive business 
opportunity, asset rich 
borrowers can gain 
immediate liquidity to act 
on opportunities without 
risk to invested holdings.

Investor: Residential / 
Commercial

Building the wealth effect 
one rentable door at 
a time. A true investor 
product with rates closer 
to prime than hard 
money. Clients may use 
the cash flow from the 
property to qualify. No 
tax returns or credit 
verification required 
and no limit on financed 
properties.
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Economic Lifecycles: 
From Wealth 
Creation to Wealth 
Management
As we graduate from the academic 
lifecycle we enter what is called the 
economic lifecycle. The economic lifecycle 
is made up of three graduating phases. 
The first economic sub-cycle is the 
“transition” phase from the academic to 
the economic and the beginning stages of 
career development. The second phase 
of the economic lifecycle is called the 
“wealth creation” phase. The third phase 
of the sub-cycle is called the “wealth 
preservation” phase.

Many are fortunate enough to be 
classified as Mass Affluent and High Net-
Worth, yet are still not wealthy enough 
to be in the highly exclusive realm of 
Private Banking. This is where Non-Bank 
Private Client Lending fills the void in the 
market. Recognizing that wealth happens 
in phases based on where one is in life is 
key to understanding why so few private 
banking clients exist.  

Private client lending unlocks the pent 
up demand shut out by regulations. This 
phase of the economic lifecycle is in the 
Wealth Creation cycle, and what’s needed 
isn’t private banking wealth management, 
but finance management for wealth 
creation.

TRANSITION

WEALTH CREATION

WEALTH PRESERVATION
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Private Client Lending Compliments the Professional Services 
Community

Private client lending is synergistic and complimentary to the needs of the professional services community. This 
includes everyone from luxury real estate agents, small to mid-market wealth managers and financial advisors, 
and estate and trust attorneys. 

By becoming referral partners with the professional services community, mortgage professionals experienced 
in the needs of sophisticated estates can help these small businesses grow their value proposition and areas of 
practice.

SYNERGY:    
WEALTH ADVISORS

Expand the total wealth 
management service offered for your 
accomplished clientele. The number 
of mass affluent and high net worth 
households is growing and so are the 
complexity of their needs. Consider 
private client lending as part of your 
comprehensive approach to wealth 
management.

With private client lending solutions 
you can go beyond helping clients 
protect and grow their wealth and 
start putting it to work. Partner 
with a private client lending expert 
with direct access to customized 
mortgage solutions, mitigating the 
need for your clients to contact a 
competitor for their financing needs. 
Protect the assets that rightly belong 
within your business while you 
capture new assets.

SYNERGY:     
REAL ESTATE PROFESSIONALS

Private client lending also helps 
realtors grow their businesses by 
first recognizing root cause. The 
current less-than-stellar conditions 
are indicative of a lending problem, 
rather than a housing problem. The 
inventory exists; it’s just locked up 
thanks to the strict regulations that 
keeps capable buyers and sellers out 
of the market.

By partnering with realtors, private 
client lending advisors can help 
co-market awareness to the private 
client community they serve and help 
bundle services to those who are 
looking to re-enter the market.

When the lending problem is solved, 
the housing issues will also be 
remedied, setting the entire industry 
in motion.

SYNERGY:    
ESTATE PLANNING

The benefits of private client lending 
also extend to estate planning 
professionals. For example, consider 
a situation wherein an estate is 
being transitioned and the executor 
wishes to assume the loan or use the 
estate’s assets for home financing, 
yet can’t get past the tight regulations 
and strict requirements of ATR.

By partnering with trust attorneys, 
private client advisors can help make 
the transition easier during a very 
uncertain time.
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Private Client Lending to Accommodate the 
New Economy

THE DIGITAL AGE HAS CREATED THE MODERN ECONOMY AND THE MODERN 
WORKFORCE. 

With digitalization, self-employment is on the rise. Today, more than 15 million 
Americans are self-employed, with 27 million more reporting they plan to be (or 
hope to be) leaving traditional wage earning jobs by the year 2020, which would 
bring the number to over 42 million.

In addition to the growth of the gig economy, the mass affluent and high net-
worth category is growing at an astounding pace.

As long as restrictive regulations continue to obstruct conventional credit to 
accomplished and experienced homeowners, the opportunity for future focused 
mortgage professionals is enormous and growing daily.
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Elevate Your Profile
Mass Affluent and High Net-Worth households 
offer a significant opportunity for mortgage 
professionals willing to take the steps to meet this 
segment’s needs. Although fewer in number, this 
group represents greater wealth, buying power and 
potential for growing the value of your practice and 
client book.

Increased competency in the areas of practice 
related to the needs of the private client community 
is a tremendous value of your service. 

Similarly, positioning your firm with PCMA Private 
Client will give you the broad range of services and 
solutions that are crucial to competing in this space.

Expanding your business to serve more affluent 
clients while maintaining your independence can set 
up your firm for lasting success.



ABOUT PCMA

PCMA Private Client Lending 
was built for the mass affluent 
and high net worth clientele and 
the financial advisors that serve 
them. We understand the value of 
relationships and are dedicated to 
making a difference in the lives of 
advisors and their clients. At PCMA, 
we serve advisors who want to 
grow their practice and deliver great 
outcomes to their clients. Protecting 
client relationships and assets under 
management is our primary focus. 
Advisors work with PCMA because 
we share a common goal: making a 
difference in the lives of investors.

65 Enterprise, 3rd Floor  
Aliso Viejo CA 92656

1-877-977-7262   
contact@pcma.us.com

pcma.partners


