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Even in today’s environment, most banks have a significant opportunity to 

enhance earnings and positively impact asset quality through their commercial 

loans. How can this be when loan volume in most markets is so low? The answer 

is renewals, and they present one of the best opportunities for your bank. 

However, this powerful opportunity is commonly missed or overlooked as a result 

of two strong misconceptions. PrecisionLender will share our approach for 

charging borrowers more and making sure they feel good about it. And no, we 

aren’t kidding. Let’s take a brief look at each.  

MISCONCEPTION #1 – “WE’RE NOT MAKING MANY LOANS RIGHT NOW.”  

Many banks mistakenly believe that they can’t enhance earnings from 

commercial loans because “we’re not making many loans right now.” However, 

virtually every bank is making numerous pricing decisions every month when you 

consider renewals. Renewals present one of the easiest and most impactful 

opportunities for increasing earnings and positively impacting asset quality. 

MISCONCEPTION #2 – “WE’RE INCREASING RATES ON VIRTUALLY ALL OF OUR BORROWERS.”  
While most banks are increasing rates on renewals, very few banks are 

increasing rates nearly enough and the “across the board” approach taken by 

most banks is problematic. While this strategy will result in increasing earnings, 

you will leave a lot of money on the table and you may experience the unintended 

consequence of losing some of your highest quality borrowers.  

Maximizing the Opportunities Presented by 

Renewals  

A well thought out and successfully implemented pricing strategy should: (1) 

accurately incorporate the credit quality of each borrower, and (2) consistently 

explore the many deal variables that can optimize the relationship for the 

borrower and the bank.  

1. Risk-Based Pricing  

 

Most banks fail to adequately vary the amount of capital that should be 

held against each particular loan. This is surprising given that almost no 

one will disagree with the statement that a higher level of capital is 

appropriate for weaker credits. When you allocate capital based on loan 

grade you are forced to differentiate pricing based on asset quality. 

 

2. Exploring Alternatives 

 

Most banks overly focus on increasing rate in lieu of exploring other 
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variables to increase earnings in a way that works better for the borrower 

and the bank. A disciplined pricing process would explore one or more of 

the following variables: amount or type of deposits, loan re-pricing 

frequency, points paid, amortization, collateral and guarantees. The 

impact of each variable varies based on the structure of the loan, interest 

rate, shape of yield curve, and many other factors. Powerful software 

models can optimize instantly and simultaneously among these many 

variables. Few lenders can.  

 

A Specific Example 
Assume that an average credit (with all other terms being equal) needs to 

be priced at 5.61% to hit our profitability target. A below average credit 

needs a rate of 7.02% or 141 basis points higher to hit the same target. 

Our weakest pass credit would require an additional 158 basis points or a 

rate of 8.6% to hit the same target. Conversely, for our best credits, we 

don’t need to hold as much capital and this gives us the flexibility to lower 

the rate by 76 basis points if we have to in order to keep the relationship.  

 

As we discussed above, we should explore alternatives for all renewals 

(besides just varying rate). For example, if we are reviewing a renewal for 

a below average credit, one alternative is for the borrower to pledge a CD 

that is approximately 20% of the loan’s value. This would equate to the 

rate increase of 141 basis points. This may surprise a lot of bankers but 

occurs because the risk of the loan is reduced dramatically and therefore 

the bank does not need to hold as much capital against the loan. Exploring 

these alternatives can be a powerful competitive weapon, particularly as 

you work to increase earnings while retaining the best relationships at your 

bank.  

 

In conclusion, given the volume of loan renewals and the right loan pricing 

solution, bankers can significantly increase earnings and grow their 

franchise while enhancing asset quality by applying a powerful loan pricing 

process to every pricing opportunity. And given the potential impact of 10 

to 50 basis points, this initiative should be given a very high priority 
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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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