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Under the Dodd-Frank Act, the prohibition of Unfair and Deceptive Acts and 

Practices (UDAP) has expanded to the Unfair, Deceptive and Abusive Acts and 

Practices (UDAAP), dramatically increasing the level of uncertainty in the lending 

regulatory landscape. This has created considerable concern for bank 

management and lenders. A disciplined loan pricing management system can 

serve as both sword and shield in this regulatory environment -- not only 

facilitating optimized pricing, but also documenting adherence to rational, 

defensible pricing criteria. 

Loan Pricing Management System 

In another white paper, The Pricing Dynamic, we described that any loan pricing 

management system must continually balance competitive demands, risk-based 

pricing, portfolio needs and relationship awareness. A robust pricing 

management system not only improves risk-based profitability but it can also be 

a vitally important tool to maintain and even enhance your Fair Lending/UDAAP 

compliance program. 

Improving Fair Lending/UDAAP Compliance 

Practices  

How does a loan pricing management system improve these practices? 

1.  Consistency. The difference between prudent, permitted decision-

making and unlawful, prohibited discrimination can be deceptively 

ambiguous. A disciplined and consistent pricing methodology within the 

financial institution will, by definition, move the financial institution away 

from differing and possibly questionable, approaches by various lenders. 

After all, a consistently applied pricing management system would apply 

the same risk-based profitability “math” for every potential borrower. A lack 

of a disciplined and consistent approach considering the wide range of 

loan decisions can lead to negative outcomes, including inadvertent 

correlation with memberships in one or more prohibited-discrimination 

categories. 

2. Competitive Awareness. The best loan pricing management systems 

can seamlessly integrate detailed and accurate competitive product data.  

These tools allow you to automatically monitor and save all relevant 

competitor offers over time, and how you priced relative to these offers.  

This allows you to instantly understand and document your risk-based 

profitability relative to your competitors.  

3. Accurate Historical Information. A loan pricing management system 

would not only save all published rate sheets, but also all relevant pricing 

factors used in the generation of each rate sheet (e.g. risk-based targets 

and/or competitive landscape). The ability to easily articulate and 
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document defensible lending practices is becoming more and more 

important. 

4. Use Risk-Based Targets Effectively. On pricing tiers or risk grades that 

might potentially be subject to more fair lending scrutiny, you can use your 

loan pricing management system to lower the profitability target versus 

other tiers. This buys an inexpensive “insurance policy” against future 

claims of unfair pricing (i.e. “we preemptively accepted a lower return for 

these pricing categories”). A detailed look at the comparative profitability 

of this practice would reveal that lowering the ROE target from say 15% to 

10% would equate to a very nominal amount of income on these loans 

given that they typically only generate a small net income anyway. Just be 

sure that you are not the “best deal in town” to prevent ad-verse selection. 

5. Relationship Awareness. A good loan pricing management system 

would allow you to make use of “relationship” discounts – for example, 

reducing rates for such things as having a deposit account with direct 

deposit or auto-debit discounts for electronic payments. 

 

The Bottom Line 

A past Senior Attorney at the FDIC recently said: “Pricing decisions that are 

consistently generated from a loan pricing management system that uses prudent 

and permissible criteria are more easily defended than those that are composed 

without such criteria.” 

While most good pricing management systems are designed to optimize pricing, 

and not as Fair-Lending Compliance systems, they can nevertheless serve as a 

critical element of your overall compliance strategy – maximizing risk-based 

profitability while documenting compliance.
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About PrecisionLender 
 

PrecisionLender is a pricing and profitability management tool used by thousands 

of lenders to price over $20 billion in loans and deposits each month. With 

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.  

 

For more information, visit www.precisionlender.com. 
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