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Securities-Based Lending Is In High Demand-
Are You Ready?

The wealth industry has been facing new market dynamics that are 
threatening the existence of traditional legacy businesses.  Innovation 
in technology, emerging fintech options, and a millennial mindset, are 
challenging wealth organizations to offer new and innovative products and 
deliver superior services all while needing to reduce processing time, costs 
and improve overall efficiencies.

In the current growth market environment, with portfolio values soaring 
and borrowing rates historically low, Securities-Based Lending (SBL) has 
become an ideal way to add a lucrative income stream without much added 
risk. Financial institutions are driving revenue growth and profitability by 
offering securities-based loans to their clients while attracting new clients 
by removing credit availability barriers. The practice of making loans using 
securities as collateral, securities-based lending provides ready access to 
capital that can be used for almost any purpose such as buying real estate, 
purchasing personal property like jewelry or a sports car, or investing in a 
business.
 
Securities-Based Lending offers advisors a distinct way to differentiate 
services and consolidate client wallet share. These lending solutions allow 
client assets to stay in-house rather than be liquidated to go elsewhere. 
With long time customer relationships with those who have accumulated 
high value portfolios, traditional banks and wealth organizations are primely 
suited to take advantage of a new and expanding opportunity for SBL.
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Simple, Easy Account Opening
The First Day

The Average SBL Loan For An Individual Is Between 
$100,000 and $250,000.

WealthManagement.com
When Is Securities-Based Lending Right for Clients? 

According to a Mink Hollow Advisors survey of leading SBL providers, 
the market size of outstanding SBL loans is approximately $200 billion 
and growing rapidly. Today, the largest SBL programs are found at Merrill 
Lynch/Bank of America, Morgan Stanley and UBS, with many other firms 
offering the product as an accommodation. This is changing for several 
reasons. Broker/dealers with banking arms and those with bank-revenue 
sharing agreements are positioned to earn greater levels of interest-income 
revenues from SBLs and are exploring their options.

It’s no wonder there’s increased interest in SBL throughout the industry, 
as it’s a lucrative strategy with growth potential. At the end of 2016, 
clients of Bank of America’s wealth unit had some $40 billion in such loans 
outstanding, up 140% from 2010. Morgan Stanley’s customers had $30 
billion, more than double from 2013. UBS and Wells Fargo are also said to 
have lent billions. Merrill opened more than 121,000 such loan accounts 
between 2010 and 2014 with more than $85 billion in total credit extended, 
according to a Financial Industry Regulatory Authority.
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Weighing Risk
vs Reward

Today’s process for fulfilling SBLs is manual and time-consuming. Historically offered to high net worth 
clients, SBL have been treated as an “accommodation” rather than a repeatable process offered to 
many. That is changing. With the increased net worth of a larger population, more customers are 
requesting to tap into their securities to fund large purchases and projects.  However, SBL is not 
without its risks. Lenders and borrowers need to be aware of the benefits and risks associated with 
securities based lending.

BENEFITS OF SECURITIES-BASED LENDING

Benefits: Borrower

• Substantially lower interest rates, reduced risk 
relative to a traditional margin loan

• Precludes the need to sell securities, thereby 
avoiding a taxable event for the investor

• Ability to borrow between 50% to 95% of 
eligible assets, depending on the collateral and 
type of credit

• Access to cash within a couple of days, with a 
great deal of repayment flexibility

Benefits to Lender

• SBL offers an additional and lucrative income 
stream without much added risk

• The liquidity of securities mitigates much of the 
credit risk associated with traditional lending

• SBL offers advisors a distinct way to differentiate 
services and consolidate client wallet share. 
There lending solutions allow client assets to 
stay in-house, rather than be liquidated to go 
elsewhere

RISKS OF SECURITIES-BASED LENDING

Risk to Borrower

• Volatility of stocks increases risk of forced 
liquidation if the market falls and collateral value 
plunges

• If there’s a market plunge and the value of 
securities pledged as collateral drops below the 
minimum threshold set by the brokerage firm, 
borrowers may be required to promptly pay 
down a loan or deposit additional collateral

• The firm has the right to sell off some securities 
without notifying the borrower, potentially 
triggering big capital-gain taxes

Risks to Lender

• Although securities can be liquidated, the 
volatility of stocks increases the risk of collateral 
value plunging, forcing lenders to take a loss

• Risk of brand damage due to perception of 
banks strong-arming clients to borrow against 
their securities
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SBL
Considerations

Processing an SBL can be seen as an art rather 
than a science. Determining the amount of credit 
extended for securities based loans requires an 
evaluation of the value of the collateral securities, 
the liquidity and volatility of those securities, and 
the extent to which there is any concentration in 
a single security. Loans require a minimum level 
of equity and are subject to calls for additional 
capital if the value of the collateral falls below a 
stated minimum. 

Once the broker has the client’s financial 
information, several questions should be 
considered before approving an SBL:  

1. How much debt (from all sources) does 
    the client currently carry? 
2. Will this loan create more debt 
    than is justified by the client’s financial 
    circumstances? 
3. What are the client’s liquid assets, apart 
    from the collateral securities? Does the 
    client have sufficient liquidity to meet 
    margin calls? 
4. Is the additional risk created by the  
    financial leverage suitable for the client? 
5. Does the client understand all the risks  
    of an SBL?

6. To what purpose is the loan being  
    applied? Will the client have a means of  
    repaying the loan? 
7. Are asset sales a better alternative?

With the correct and approved background 
checks and assessment of risk, lenders will then 
determine the value of the loan and execute 
an approval process to fulfill.  Because the SBL 
evaluation process as it exists today is manual 
and time-consuming, these loans can be costly 
to fulfill. But with a strong stock market, more 
people are asking for SBL offerings – so firms are 
rising to meet the challenges of processing them.

Challenges of Processing a  
Securities-Based Loan

• No defined process, treated as an  
“accommodation” for high value clients

• Manual process is prone to error

• Increased demand means increased costs  
for resources to fulfill 

• Slower time to market due to manual 
process

• Competitive pressure to provide faster access 
to funds 

• Increased assumed risk of mismanaged loans

• Internal compliance could consider 
unregulated process a risk
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Moving From Accommodation To
A Streamlined Process For Sbl

With a widening demographic and increasing requests by customers to tap into the value of their wealth 
portfolios, securities-based lending is fast becoming a high-demand service. No longer reserved for the 
ultra-wealthy, this loan type is becoming an essential part of many wealth management firm’s product mix, 
and the process for fulfillment. This means wealth firms will need to examine how they will incorporate this 
loan type into their fulfillment processes. SBL fulfillment is often a manual process today, but technology 
is quickly filling the gap and enabling organizations to put more automated processes in place to support 
reduced risk and increased customer satisfaction. The end goal?  To move from “accommodation” to a 
streamlined, consistent process for securities-based loans.

Technology Solutions Needed for Improved Automation

1. Data Capture – historically driven by a lengthy 
paper-based process, organizations are looking to 
transform legacy paper processes to more user-
friendly digital experiences. When selecting data 
capture technology, ensure your solution provides 
flexibility for customization, enables integration 
with third-party systems to pre-populate data, and 
most importantly, includes a clean, responsive, 
mobile-friendly UI that can be customized for your 
brand.  

2. Forms Generation – in a digital process, forms 
should be a by-product of collecting customer 
data.  Once all the data is collected, look for 
technologies that automate the forms generation 
process with flexibility to generate both electronic 
and printed forms. Total solutions will include 
some automation even for print forms, such as 
the use of bar codes for scanning and association 
with customer records. 

3. Workflow - Instead of building workflows from 
scratch, be sure to select a workflow engine that 
includes quick-start options for faster deployment. 
These pre-configured workflows should be 
designed by an experienced vendor, based on 
best practices and industry guidelines. Using such 
a workflow can help you ensure that all steps, 
including the multiple approvals required for 
complex loan processes are executed correctly, 
every single time.  

4. E-Signatures - Integrated e-signature 
technology enhances security, eases the 
administrative burden on advisors, improves client 
satisfaction, and reduce the time required to finalize 
loans and deliver funds to clients. 

5. Integrations – Because securities based 
loan required collection of many pieces of data 
and validation from third parties such as credit 
checks and AML, SBL solutions should include 
open API’s to support integration into all the 
required internal and external systems. Premium 
solutions will offer these integrations as part of 
the implementation. 
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The Securities-Based
Lending Opportunity

As the community of high net worth individual 
grows, wealth organization have a prime 
opportunity to tap into new forms of revenue 
by adding in new products and to serve this 
demographic. However, without the proper 
infrastructure in place to support these additional 
revenue streams, process inefficiencies and 
overhead will consume costs and eat into profits. 

Luckily, vendors too are developing products and 
services to support new lending opportunities. 
With a complex landscape of options, 
organizations should develop a strategy based on 
key guiding principles.

Choose a partner who understands the 
process. Time to market will be a critical success 
factor in capturing the SBL opportunity. Choose 
a solution provider that already understands your 
business and can quickly execute.

Invest in flexible technology. As governance, 
customers, and processes change, your 
technology stack needs to adapt. Invest in 
technology that offers a flexible architecture, 
open API’s, and even pre-configured 
connections to core banking systems.

Leverage best practices and advice from 
experts. With market pressures requiring 
faster time to market, organizations should find 
technology partners who can be trusted advisors 
and not just executers. Vendors that understand 
your business can offer guidance and checks and 
balances to ensure the optimization and accuracy 
of your business process. Seek out vendors that 
not only offer solutions specifically developed for 
your business processes such as Securities-Based 
Lending, but also offers professional services and 
consulting by experts in your business. 

  i    http://www.wealthmanagement.com/alternative-investments/when-securities-based-lending-right-clients
 ii   http://www.foxbusiness.com/features/wall-street-needs-you-to-borrow-against-your-stock
  iii  http://www.wealthmanagement.com/alternative-investments/when-securities-based-lending-right-clients
 iv  http://www.slcg.com/pdf/workingpapers/securities-based-lending.pdf

Let’s Talk
Do you want to explore SBL as a growth strategy 
for your firm? Talk to us first and see how we can 
help!

Doxim is a leading provider of SaaS-based customer communications and engagement software for banks, 
credit unions, and wealth management firms. Doxim’s Customer Engagement Platform helps financial institutions 
transform their client experience, communicate effectively throughout the client lifecycle and improve cross-
sell and upsell activities that drive increased wallet share. The platform addresses key digitization challenges, 
from automated account opening, through improved, personalized communications to anytime, anywhere 
content access, tailored to a client’s channel preferences. This eliminates costly traditional paper-based, manual 
processes and enables cost-effective provision of an omni-channel experience that delights customers and 
improves their long-term loyalty. Find out more at www.doxim.com.


