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One of the first problems that we encounter in discussing “relationship pricing” is 

that it often means very different things to different people in different contexts:  

 Does it just mean overall flexibility in pricing? 

 Does it mean the ability to price a full set of new business at one time 

(multiple loans, deposits and other fee-based business)? 

 Does it mean the ability to take into account the complete picture of 

borrower risk including the impact of collateral and guarantees? 

 Does it mean the ability to intelligently consider the current market 

profitability of a borrower’s existing accounts (the current relationship 

profitability)? 

More often than not, when the term “relationship pricing” is used, it is used as a 

blanket term to cover either some or all of these.  This, of course, leads to a great 

deal of confusion as to what we are really talking about when we say “relationship 

pricing.”  What we need is a good vocabulary for discussing each of the parts that 

might make up what we call “relationship pricing” so that we can speak directly 

to each. 

Pricing Flexibility 

Many times, when lenders talk about “relationship pricing” they are simply talking 

about nothing more than the ability to hand-craft lending solutions for their clients.  

Commercial lenders are relationship people.  They strengthen these relationships 

over time by listening and solving problems for their clients. Ultimately when they 

compete for business, they hope that the strength of these relationships will carry 

the day. Pricing flexibility – the ability to quickly and easily hand-craft a complete 

pricing solution that works for both the bank and for the borrower – is a vital part 

of relationship pricing. After all, every lender universally hates to tell a borrower, 

“let me go ask my manager” – it undermines the relationship building process and 

even opens up a deal to the competition. 

Full Opportunity Pricing 

When a lender is pricing a new deal to a new borrower they need the ability to 

look at the complete pricing opportunity (what we here at PrecisionLender have 

come to call the Full Opportunity). What if the borrower is willing to bring over her 

operating account(s)? What if she needs other fee-based services like remote 

deposit capture or cash management services? What if the Full Opportunity 

includes more than one loan facility such as a Commercial Real Estate loan for a 

warehouse and an Operating Line of Credit for the inventory to fill it? Full 

Opportunity Pricing is a fundamental component of relationship pricing as it 
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provides the lender the ultimate flexibility to use every part of an opportunity to 

create the best solution for their clients. 

Risk-based Pricing 

Risk-based pricing, when done properly, can also be a very important part of 

relationship pricing. How? Isn’t a “3″ risk grade just like any other “3″ risk grade?  

How can the relationship affect such things as risk-based capital and provision?  

There are actually quite a few ways. The two most obvious are the impact of 

collateral and guarantees on Loss Given Default (LGD). Suppose that a borrower 

had a $50,000 CD at your bank and they were willing to offer it as additional 

collateral against a loan. What if a borrower had another loan that was late in its 

amortization schedule – so late, in fact, that the LTV on that loan was under 30% 

– and you cross-collateralize a new deal with that collateral to reduce risk? Risk-

based pricing can be a very powerful part of relationship pricing as well as a vital 

part of overall credit risk management at the bank. 

Strategic Value of Existing Accounts 

Perhaps what makes “relationship pricing” so hard to define is that it is essentially 

an oxymoron: you don’t really ever “price” a relationship. You price Full 

Opportunities and particular accounts within those opportunities but you do so 

within the context of an existing relationship. This is what we called Relationship 

Awareness in our recent Pricing Dynamic white paper and it is the context within 

which all of the other components of relationship pricing take place. Relationship 

Awareness is not only the ability to know the current profitability (we call this 

current profitability the Strategic Value) of all of the existing accounts within a 

relationship but also how different relationships are connected to one another 

either as family members, business partners, board members, or as referral 

sources to the bank. 
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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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