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Quick: What is the single most important and actionable thing your bank can do 

to improve profitability and performance?  

Unfortunately, I’m thinking that most people did not immediately (and correctly) 

answer: improve loan pricing. After all, it determines which deals you win and 

which you lose. It determines how much you get paid on the ones you win. It 

determines the type of loans you win, and it determines the quality of the resulting 

relationship.  

And yet most banks still have not created a disciplined loan pricing process. 

There are few, if any, institutions that wouldn’t pick up ten to fifty basis points with 

a renewed or a more concerted effort on this critical discipline. Worse yet, the 

lack of a disciplined pricing process almost always results in weaker asset quality.  

This white paper is to make certain that everyone agrees with the fundamental 

premise that loan pricing is the most critical and actionable performance driver of 

your bank.  

Loan Pricing is the Most Important Driver of 

Bank Performance 

Loan pricing determines which deals you win and which deals you lose. 

In the long run, loan pricing is the most important factor driving your asset quality, 

and ultimately the health of the community banking industry. For the last twenty 

years, I have consistently observed that most community banks overprice their 

best quality loans. Often this results in a slow leaking of the balance sheet as 

every bank is competing aggressively for the limited number of “best quality 

borrowers.” And often the bigger banks win these loans because most community 

banks aren’t confident or consistent in their process for determining “how low can 

they go” to win these competitive deals. Many of these deals are much more 

profitable than you think. I will tell you stories about how clients stopped walking 

on highly profitable loans.  

In this regard, one of my main objectives for starting this series is to help 

community banks protect their portfolio of best quality loans and expand this 

portion of their portfolio. I will spend a lot of time challenging you to become more 

flexible on structuring and pricing the highest quality loans. That said, for many 

reasons it’s critical that this be done in a highly disciplined way. Perhaps, none is 

more important than how, at the same time, you avoid lower pricing on average 

and lesser quality loans (stay tuned for a future post on this topic).  
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The Profitability of the Loans You Win 

Probably the biggest opportunity for increasing earnings at most community 

banks involves greater differentiation of pricing based on asset quality. 

Specifically, most banks do not differentiate their pricing nearly enough based on 

asset quality. Believe it or not, you can create a process that allows you to 

dramatically increase your pricing with little or no negative impact on customer 

satisfaction.  

In addition to leaving a lot of dollars on the table, failure to really differentiate 

pricing has asset quality implications. Inadvertently, this results in weaker asset 

quality as lesser quality, but still adequate, borrowers have fewer alternatives and 

you end up winning more of these loans.  

I will spend a lot of time sharing my experiences about how to develop a 

disciplined and consistent method for varying pricing based on asset quality.  

The Types of Deals You Win  

For good reason, most community bankers are very concerned about interest 

rate risk. Yet to my constant amazement, most banks’ loan pricing practices 

either create greater risk or cause them to lose high quality deals because of 

poorly implemented strategies. As has almost always been the case, the 

borrower and the bank are usually at odds regarding re-pricing structure. 

Specifically, in today’s historically low rate environment, most banks are trying to 

minimizing their exposure to rising rates while borrowers want to lock in low rate 

for as long as possible.  

The guiding principle that I have always coached is that you have to give your 

borrowers what they want, especially the highest quality borrowers. The big issue 

I am going to continually preach is how to do this in a highly profitable manner. 

In other words, I don’t want you to just match the bank up the street or offer 

something even more favorable to ensure you win the deal. Or worse, just tell a 

high quality borrower that you can’t make a loan with a given re-pricing structure. 

Instead, I want you to first understand the profitability of the opportunity you are 

considering. If it doesn’t meet your profitability objective, I want your lender to be 

able to quickly offer a really attractive alternative structure that the borrower 

wasn’t thinking about; one that does meet your profitability objective or at least 

gets you closer to it.  

Now before you come out of your chair, I know that your market is super 

competitive and the borrower isn’t always going to just accept some alternative 

that you throw out on the table. I’m just talking about finding a way to consistently 

offer pricing that works for the borrower AND for the bank. And yes, time after 
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time, I have seen this work. Let me be real clear, I’m not saying this will work 

every time but I’ve seen many borrowers that absolutely had to have a long term 

fixed rate loan opt for shorter re-pricing in exchange for something else of value 

like no fees. I will spend a lot of time discussing these strategies.  

And frankly, most of you have no choice about getting on board with this 

approach. If you just focus on making the deal work for the bank, borrowers, 

especially high quality borrowers, will just go up the street. On the flip side, if you 

just give the borrower what they want, without concern for your profitability 

objectives, you either won’t make much money or your bank’s balance sheet will 

have a high level of interest rate risk, or worse yet, lower quality loans. In this 

case, it won’t be long before someone else will either be running or owning 

your bank.  

Having said all that, let’s back up a minute and put several issues on the table for 

future discussion. There may be nothing more difficult then walking away from a 

deal. So, how do we draw the line in the sand and confidently walk from deals 

that don’t hit our profit objectives? I also recognize that many of you don’t have 

profitability objectives for each loan. And frankly, many of you that do, don’t have 

a thoughtful approach for dealing with loans that don’t hit your profitability 

objective. And then there are the relationship issues such as how should we 

evaluate the pricing of each piece of the relationship versus the whole 

relationship. If the relationship is very profitable, how should the next piece be 

priced? And if its not profitable, how does this impact pricing on the current pricing 

opportunity?  

It quickly becomes apparent that virtually every aspect of the loan pricing process 

requires consideration of other factors, which underscores the importance of a 

disciplined loan pricing process. 

The Quality of the Resulting Relationship 

Here I am talking about not only a broader, more profitable set of accounts but 

also the resulting interpersonal relationship and trust between your lenders and 

borrowers, and between your lenders and management.  

The interactive approach that allows your lender to make the deal work for the 

borrower and the bank is going to facilitate a great working relationship between 

the borrower and the bank. Even when your bank doesn’t win the current 

opportunity, goodwill and respect will be created that will foster future 

opportunities. Most lenders will like working in this environment as there is much 

more certainty in what they can offer borrowers, and loan committees function 

much more smoothly as there is far less discussion regarding pricing and a more 

concentrated focus on quality.  
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Hopefully, even if I have raised more questions than I have given answers, you 

are close to agreeing with my statement that loan pricing is the most important 

discipline at the bank. The good news is that we don’t have to turn creating a 

disciplined approach to loan pricing into rocket science. And, within 90 days most 

banks can have completely changed their pricing culture to increase margins, 

grow faster, and improve loan quality.  
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About PrecisionLender 
PrecisionLender is a pricing and profitability management tool used by thousands 
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PrecisionLender, relationship managers can handcraft a solution in real-time that 

works for both the customer and the bank, while improving NIM and loan growth.  
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