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A
s our clients know, PCMA’s over-
riding objective is to help high 
net worth and mass affluent 
individuals rebuild trust in the 
financial system and provide li-
quidity to a market segment that 

has been pushed into a credit blind spot by 
overreaching regulation.

We will talk a lot about this phenomenon 
throughout this issue. Here, I’d like to break 
things down and take a closer look at one of 
the most important and most detrimental re-
gulations of our era — Ability to Repay (ATR).

First a bit of history: After the housing crisis 
of 2008, The Dodd–Frank Wall Street Reform 
and Consumer Protection Act, which sought to 
oversee all aspects of home financing in order 
to prevent another market collapse, was sig-
ned into law in 2010. Essentially the new regu-
lations dictated all mortgages be divided into 
Qualified (QM) or Non-Qualified (Non-QM) 
mortgages.  

To my mind the major obstruction in Dodd-
-Frank is the ATR clause. This states the lender 
must “make a reasonable and good faith deter-
mination based on verified and documented 
information that the consumer has a reaso-
nable ability to repay the loan according to its 
terms.” The statute is vague and ambiguous but 
nonetheless required the lending community 
to come up with acceptable methods to comply 
with ATR. 

This resulted in the bulk of lenders, unwilling 
to risk potential liabilities associated with non-
compliance, to rely on draconian income requi-
rements and a prohibitive 43% debt-to-income 
ratio to issue Qualified Mortgages. That strategy 
complied with ATR regulations but hurt a large 
segment of the market such as business owners, 
entrepreneurs, gig economy workers and reti-

The Negative 
Consequences of 
Ability to Repay 
(ATR) Regulations

rees who are often asset rich but fall below the 
stricter income requirements. 

In addition an outsize emphasis was put on 
credit-worthiness which led to an overreliance 
on typical measures such as FICO scores, which 
don’t often reflect the true wealth of high net 
worth and mass affluent individuals. (For more 
on this, please see FICO Scores are not Life Sco-
res in this issue.) 

Prior to the housing collapse, proving 
buying power had been more flexible, with 
other factors also contributing to income, 
apart from or in addition to, a regular payche-
ck. In a situation in which a borrower was not a 
traditional wage earner, other criteria could be 
used for underwriting, such as an investment 
portfolio, trust fund or cash in the bank. Not so 
under the new law. 

In 2012, in anticipation of the securitization 
market and risk capital re-entering the market-place 
post credit crisis, non-QM lending was gently in-
troduced to the market. A new breed of real es-
tate financiers, with PCMA leading the way, are 
willing to look beyond income and traditional 
ATR measures and use more realistic criteria to 
help high net worth and mass affluent indivi-
duals caught in the credit gap recapture equity 
and diversify their finances. 

Recently the Consumer Financial Protec-
tion Bureau has vowed to remove the 43% re-
quirement but it’s unclear what alternative will 
be used to replace it. 

At PCMA, we take a close look at a client’s 
asset base, which, in so many cases is more 
than enough to repay the desired mortgage. 
Our use of the far more relevant loan to value 
ratio (LTV) has allowed us to open the credit 
markets and help hundreds of individuals in 
the expanded prime non-QM segment achieve 
the financial and personal goals they deserve. 

John Lynch
CEO, PCMA Private Lending
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T
he credit blind spot is a real and 
ongoing phenomenon that affects 
high net worth and mass affluent 
individuals.  What exactly do we 
mean by the credit blind spot? 

Take a look at the math. Be-
tween 2003 and 2007 the average residential 
loan volume per year was $2.7 trillion. Fast 
forward into the post-recession era of stre-
nuous regulation and we see that from 2013 
through 2017, the average residential loan vo-
lume per year dropped to $1.6 trillion. 

The result is a loss of $1.1 trillion in residen-
tial loans. 

The bulk of people who have missed out on 
that financing are likely high net worth and 
mass affluent individuals. This large swath of 
the population with significant buying power 
is shut out of the real estate markets. Asset rich 
with varying or flexible incomes, these poten-
tial borrowers are caught in what we at PCMA 
call the credit blind spot. Qualified-mortgage 
and ability-to-repay regulations end up forcing 
these individuals out of the credit markets, 
despite their high level of wealth. 

As we’ll discuss in our next article, this cre-
dit blind spot denies high net worth and mass 
affluent individuals not only credit, but the di-
versification and inflation hedging opportuni-
ties that real estate investing affords. 

If you or your clients are in the mass af-
fluent or high net worth category, you and they 
are among an estimated 32% of all U.S. hou-
seholds. And yet, only 3% of these households 
enjoy the benefits of managed money and pri-
vate banking privileges, something that further 
denies asset rich individuals from making effi-
cient real estate purchases and refinancings. 

It’s not for lack of credit worthiness. The 
average age of PCMA’s mass affluent and high 
net worth clientele are in the late fifties to early 
sixties. They have been homeowners for three 
to four decades. They’ve owned homes and paid 
their mortgages consistently through countless 
recessions. And they’ve survived the “big one.” 
Mass affluent and high net worth individuals 
came through the credit crisis after the 2008 re-
cession — the most damaging credit and hou-
sing event since the great depression — stan-
ding tall and still prosperous. 

It’s clear that individuals with this level of 
assets have experience managing credit and 
achieving financial accomplishments. Despite 
their successes, large asset bases and positive 
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credit risk profile, overreaching regulation 
prohibits these individuals from accessing the 
credit markets. Instead of being rewarded for 
their successes, people caught in the credit 
gap become pariahs of the credit markets, says 
PCMA CEO John Lynch. 

The credit gap can be particularly evident 
in the refinancing markets. An estimated $62 
billion worth of housing debt was originated 
in California between 2001 and 2010 with re-
corded loan amounts between $550,000 and 
$2.5 million. These aged loans were originated 
pre-crises. But due to safe harbor restrictions 
imposed on mass affluent and high net worth 
groups, these households have been unable 
to reposition this debt into new financing that 
has been available at the lowest interest rates 
of all time. 

The credit blind spot can take at least part of 
the blame for the current inventory shortages 
that are disrupting real estate markets throu-
ghout the country. The inventory crunch is of-
ten blamed on a lack of new homes being built. 
But there is no doubt in our minds that an ad-
ditional reason is the large number of high net 
worth and mass affluent individuals who are 
unable and unwilling to trade up or down to 
a new home because of their lack of access to 
viable financing. 

PCMA’s objective is to rebuild trust in the fi-
nancial system among mass affluent and high net 
worth individuals caught in the credit blind spot. 

PAUL SIMONS - RISK ANALYST, PCMA

O U T L O O K 

“WE WANT TO 
PROVIDE THE 
LIQUIDITY TO 
THIS MARKET 
SEGMENT THAT 
NOT ONLY MATCHES 
INDIVIDUALS’ 
ACHIEVEMENTS 
BUT ALSO MEETS 
THE NEEDS OF THE 
MODERN ECONOMY.”

JOHN LYNCH

Mass Affluent Asset Allocation
The mass affluent divide their wealth in the following ways. This  diversification may be 
severely undercut by the growing credit blind spot.

Principal Residence 23%

Investment Real Estate 14%

Liquid Financial Assets  22%

Pension And Employee Retirement Plans 16%

Insurance And Annuities 9%

Privately Held Business  16%

Source: “Wealth in the US,” U.S. Federal Reserve, 2016. 



When your estate comes with a high price tag 
look no further than the OMEGA program. Built 
to accommodate the needs of the mass affluent 
and high net worth in the purchase or refinance of 
primary residential and second home residences.

PCMA understands the needs of complex and 
sophisticated estates. Born out of our proprietary 
private client credit portfolio, OMEGA is a unique 
blend of Private Client Flexibility and Concierge 
Services delivering a bespoke lending experience for 
your aspirational clientele.

Tailor-made to Meet Your Client’s   
Individual Needs.

• Purchase or Refinance

• Loan Amounts up to $5,000,000

• Rates Compete with Money Center Banks

• 10 Year Interest Only Option 

• 12 Month Bank Statements – Blending Business 
& Personal OK

• Borrower Prepared P & L – NO CPA Letter

• 36 Month Asset Utilization

• Rate & Term Refinance – Payoff of any Credit 
Tradeline, Mortgage Lien or IRS Installment Plan

• Reserve Waiver – DTI < 45% or any Rate & Term 
Refinance with overall payment reduction > $1.00

• Cash Out to LTV Limitations - NO pricing hits

THE OMEGA
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Not to sound like our dads and grand dads, but does it ever seem like your dollar 
doesn’t go as far as it used to? That’s because it doesn’t. The reason is inflation — 
the economic term that refers to the decline in value of your hard-earned money. 
It’s a term you’re no doubt familiar with. Nonetheless it can be difficult to grasp 
inflation’s long-term effect on finances. Inflation rates have been extremely low 
for years now, making individuals, personal finance experts, advisors and even 
economists complacent.

The reality is, no matter how low the inflation rate is, it has an ongoing corrosive 
effect on the value of money. Just consider that four pounds of sirloin steak in 
1913 or an ounce of silver in 1960, was about the same price as a cup of coffee at 
Starbucks today in inflation adjusted dollars. Math like this makes us wonder, just 
how pricey things will continue to get, especially for retirees on fixed incomes.  At 
PCMA we’re convinced ignoring the effects of inflation on long-term savings is one 
of the biggest mistakes investors can make. 

But there are sophisticated ways to hedge against inflation that can alleviate that 
anxiety and help individuals prepare for the financial future. 

E C O N O M Y

Real Estate:
A TRUE INFLATION 
HEDGE
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“Inflation is a slow, silent 
killer, which gradually 
erodes the value of 
money and wealth over 
the years.”

JOHN LYNCH

Hedging against inflation
Just as inflation refers to a decline in your 

buying power, a hedge means investing in an 
asset that will protect you from feeling the full 
force of that decline. An inflation hedge usually 
means investing in an asset that is expected to 
increase in value beyond the rate of inflation. 

Enter real estate. Anyone who has tried to 
recapture the equity in their home to move to 
a new one, knows just how fast home-price 
appreciation outpaces the rise in inflation. Last 
year in California alone, housing prices rose an 
average of 4.5%, compared to a 2.5% rise in the 
inflation rate for the year ended January 2020. 

End-of-the year predictions from realtors 
and economists anticipated a nationwide 
slowdown in price appreciation for 2020. That 
outlook changed in February, pre Coronavirus 
as rising demand and a deepening inventory 
shortage were set to push as rising demand and 
a deepening inventory shortage are set to push 
real estate prices up at the fastest rate in years, 
according to a report from Redfin.
The Real Estate Hedge is not Without 
Challenges

While we believe real estate is one of the 
best inflation hedges, it can be a difficult one 
to implement for many high net worth and 
mass affluent individuals. Asset-rich indivi-
duals with inconsistent income may find they 
are caught in a credit gap that makes it difficult 
to qualify for traditional mortgages. 

What’s more, the squeeze in inventory is 
fostering a heated sellers’ market and an ons-
laught of all-cash offers. In California, from 
2010 through August 2019 there have been rou-
ghly 103,000 all cash transactions with no mor-
tgage present at the time of closing. More than 
a third of total U.S. property sales were all-cash 
arrangements in recent years, according to 
RealtyTrac data.  

Many high net worth and mass affluent 
buyers have assets to convert for an all cash 
deal, but that is often not a sound financial 
strategy. All cash ties up a disproportionate 
amount of assets into real estate, sacrificing 
diversification and forfeiting higher returns 
garnered through other investments. 

These deals also erode the inflation hedging 
benefits of real estate. Inflation has a positive 
impact on leverage used against real proper-
ty. The “real value” of the dollar at the time of 
borrowing is much higher than its “real value” 
when the loan is repaid. If the loan amount is 
not adjusted over time due to inflation, the bor-
rower is the beneficiary. 

Although most of us are in a hurry to pay 
off debt, leverage in real estate can actually 
be one area where maintaining some debt has 
an upside. Because your mortgage payment is 

locked in, if you are able to get a favorable in-
terest rate, you may actually make money by 
having a mortgage, due to the effects of high 
inflation periods. 
Private Client Lending Can Help 

Non-qualified mortgage lending can help 
high net worth and mass affluent individuals 
bridge the credit gap and find the financing 
they need to take full advantage of the diver-
sification and inflation hedging that leveraged 
real estate purchases provide.  

At PCMA we’re committed to providing fi-
nancing alternatives that help high net worth 
and mass affluent individuals secure financing 
for new purchases or to recapture the equity in 
all-cash purchases. “Inflation is a slow, silent 
killer, which gradually erodes the value of mo-
ney and wealth over the years,” warns PCMA 
CEO John Lynch. “It shouldn’t be ignored.” 
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FICO scores even though they are in strong 
position to repay their debt obligations. 

Private client lending allows alternative 
lenders to go beyond FICO scores. PCMA 
believes the elements of capacity and expe-
rience should be given greater weight than 
a FICO score. Take a borrower that has been 
a homeowner for four decades and is not a 
high credit risk. He may have a FICO score 
of 720. Compare that to another borrower 
with higher income but fewer assets and 
who has only been a homeowner for a cou-
ple of years. But he has a FICO score of 780. 
In our view, we see no reason why the lon-
gstanding homeowner would be more of a 
credit risk than the new homeowner. 

Thus, PCMA bases more of its credit po-
licy considerations on loan to value ratios 
taking assets more heavily into account 
than income. “Traditional guidelines use 
ability to repay as their main qualifying 

component and rely 100 percent on debt to 
income ratios to determine ATR, explains 
Aron Rofer, President and General Coun-
sel at PCMA.  “Say someone applying for a 
million dollar loan has three million in the 
bank but collects social security and pen-
sion payments of only $7,000 a month. He 
would be denied at a bank or credit union 
because of his income. But the reality is he 
could pay the entire amount of the loan 
back today with plenty leftover. That’s the 
kind of client we love,” says Rofer. 

Non QM private client lending takes you 
or your client’s full financial picture into 
account, giving high net worth and mass 
affluent individuals bogged down by FICO 
scores appealing and stable alternatives for 
real-estate financing. 

I
t’s hard to get a new credit card 
let alone apply for real estate fi-
nancing without your FICO score 
following you around.

At PMCA, we believe FICO sco-
res don’t necessarily show an accu-

rate picture of credit risk.  Why? Because 
these scores do not accurately reflect por-
tfolios, property, business holdings and 
other assets that make up the full picture 
of an individual’s personal wealth.

What’s more, they are not a true indi-
cator of an individual’s capacity to repay 
debt, especially among the high net worth 
and mass affluent. “This 30-year-old risk 
algorithm’s time has come and gone,” says 
PCMA CEO John Lynch. Because high ca-
pacity estates have extensive property por-
tfolios and/or business assets, they tend 
to carry more debt than less sophisticated 
households. This can negatively affect their 

FICO Scores are 
Not Life Scores. 

P E R S O N A L  F I N A N C E

7



Building the wealth effect one rentable door at 
a time. ZENITH is a true investor product with 
rates closer to prime than hard money. Built to 
accommodate the needs of the mass affluent and 
high net worth in the purchase or refinance of 
residential investments (1-4 units).

Tailor-made to Meet Your Client’s Individual 
Needs.

• Loan Amounts up to $3 Million+

• 80% Purchase I 80% Cash Out

• Starting at 4.99%

• 30 Year Fixed Rate

• 10 Year Interest Only

• 10+ Properties, LLC Ownership, Professional 
Investors

• No Limit on Financed Properties

• Non-Warrantable Condos

• Credit and Housing Events – 36 Months

• Business Purpose Loans – Non TRID

• Title can be held in a qualifying trust or other 
entity

Investor: Residential (1-4 Units)

Real estate has been one of the best ways to 
accumulate wealth and leverage is one of the 
greatest advantages used by real estate investors.

ZENITH supports their risk-taking spirit by providing 
liquidity and credit options based on a simple, 
innovative business purpose and the quality of 
residential asset(s).

• NINA – No Income No Asset

• DSCR - Not Required

• No Tax Returns Required

• Reserves Not Required

• Permanent & Non-Permanent Resident Alien

THE ZENITH



PCMA, Inc. dba PCMA, a California 
Corporation, NMLS Consumer Access 
#237710.

Loans made or arranged pursuant to a 
California Financing Law License.

Equal Housing Opportunity Statement

PCMA, Inc. is an Equal Housing Lender and 
fully complies with all laws applicable to 
the conduct of its business, including those 
laws prohibiting discrimination such as 
the Fair Housing Act and the Equal Credit 
Opportunity Act.

We are pledged to the letter and spirit of 
U.S. policy for the achievement of equal 
housing opportunity throughout the nation. 
We encourage and support an affirmative 
advertising and marketing program in 
which there are no barriers to obtaining 
housing because of race, color, religion, sex, 
handicap, familial status, or national origin.

65 Enterprise, Suite #360  
Aliso Viejo CA 92656

1-888-399-7262   
contact@pcma.us.com

pcma.mortgage


