
In cr ea se Net  
In ter est  
Ma r gin

And  Win More  Deals!



Abou t  St r u n k

Partners not Vendors 
Provide strategy + execute 
programs start to finish, self-funding 
pricing model

Unmatched Industry Reputation 
Over 1,700 highly satisfied bank 
clients

Experts in Core Customer Profitability    
Consistent success: Overdraft 
Privilege, Rewards Checking and 
Secure Checking, Pricing

Market Focused, Fact Based 
Continually evaluate market needs 
and performance with processing, 
analytic and compliance software



Why is Pr icin g  
Cr it ica lly  
Im por ta n t?



Mega -Ba n k a n d  
Region a l Soph ist ica t ion

 The  ‘Doub le -Whammy’
 Diffe rentiating  cap ital allocation b ased  

on risk
 Varying  p rofitab ility targ e ts b ased  on 

risk
 The  re sult? Comp e ting  more  ag g re ssive ly 

for the  larg e st most p rofitab le  customers



H ow  is Pr icin g  Set  Toda y?

#1 Answe r is…we  have  to  match the  comp e tition

Be nchmark vs. Treasury or FHLB Ad vance  rate s

Sp read  ove r b ank ‘b ase ’ rate

And  my favorite …the  flinch me thod



Why Do Ou r  Cu stom er s Choose Us?

Have  d one  b usine ss with the  b ank for years

Family has a history with the  b ank

The y like  our p e op le

The y like  the  se rvice  we  p rovid e



Wha t  Abou t  Cr ed it  Con sider a t ion s?

 Is e ve ry custome r an ’A+’ cre d it?

 Can e ve ry custome r g o  to  any o the r b ank and  g e t a ‘YES’?

 Do we  ofte n have  a b e tte r und e rstand ing  of our custome r’s b usine ss 
situation than o the r comp e titors that d on’t have  a re lationship  with 
that custome r?



Wha t  Mot iva tes ou r  Len der s?

Are  the y motivate d  to  g ive  the  
custome r the  b e st p ossib le  
d eal the y can – i.e . is p rice  

ofte n confuse d  with se rvice ?

O r, are  the y motivate d  to  
structure  the  d eal so  that it 
works for the  b orrowe r and  

the  b ank?

Do our tools arm the  le nd e r 
with the  information the y 

ne e d ?



Wha t  Fa ctor s Shou ld  be Con sider ed?
 Typ e  of Loan

 Amortization Te rm

 Fixe d , Ad justab le , o r Floating  Rate  – Te rm of Fixe d  Pe riod

 Loan Amount

 Fe e

 Risk

 Exp e cte d  Life

 O rig ination Cost

 Se rvicing  Cost

 Utilization

 Value  of O the r Re lationship  Comp one nts



H ow  Do I Esta blish  Discip lin e a n d  
Con sisten cy?

Stand ard ize d  
assump tions

Be nchmark fund ing  
curve

Targ e t p rofitab ility

Re q uire  all loans 
re g ard le ss of size , typ e , 
e tc. to  me e t o r exce e d  
the  targ e ts



Wha t  is Con sisten cy?  Consiste nt p ricing  so  that e ve ry d e cision is mad e  fo llowing  
the  same  p roce ss using  the  same  se t of factors and  
assump tions
 Le nd e r to  le nd e r
 Custome r to  custome r
 Prod uct to  p rod uct
 Most imp ortantly…from one  p oint in time  to  the  next



Rela t ion sh ips Ma t ter  

 Unive rsal ag re e me nt on this the ory

 But d o  we  have  a way to  factor the  VALUE of a re lationship  into  our 
p ricing  e q uation?

 Do we  know what the  e conomic value  is?

What is the  d e finition of a ‘g ood ’ custome r?



Fa ctor s Con sider ed  in  Rela t ion sh ip  Va lu e

Size  of loans 
and  size  o f 
d e p osits

What typ e  of 
d e p osits – non-
inte re st b earing  

or inte re st 
b earing ?

Is Profitab ility on 
loans e valuate d  

b ase d  on the  
rate  

e nvironme nt 
that existe d  

whe n the  loan 
was b ooke d ?

Numb e r o f 
loans and  
numb e r o f 

d e p osit 
accounts – larg e  

numb e rs o f 
accounts = 

hig he r 
op e rating  
exp e nse



Ou r  Biggest  Cha llen ge

Most community b anks ove rp rice  the ir larg e st most p rofitab le  
custome rs and  und e rp rice  the ir smalle st le ast p rofitab le  custome rs

O ve rp ricing  the  larg e st most p rofitab le  = losing  our b e st 
re lationship s and  p ossib ly missing  our b e st op p ortunitie s

Und e rp ricing  the  smalle st le ast p rofitab le  = a waste  o f our limite d  
re source s



Fea r  of Losin g  Cu stom er s

 The  #1 reason we  he sitate  to  imp le me nt ne w p ricing  strate g ie s

We  all worry ab out the  wrong  custome rs

 Typ ically p rice  small, unp rofitab le  re lationship s similar to  larg e , 
p rofitab le  one s
 The  ‘little  acorn theory’ is o ften used  as the  justification

 Re me mb e r: the  ‘80/20 rule ’ is alive  and  we ll in b anking !



Wha t’s it  Ta ke to be 
Com pet it ive a t  $ 1M+?

Source : Comme rcialloand ire ct.com



Alloca t in g  
Ca p ita l a n d  
Ta r gets for  Risk

 The  ‘Big  Bank’ sop histication 
mentioned  earlie r

 Dep loying  too ls to  p rice  
more  ag g re ssive ly for larg e r 
cred its and  b e st cred it risks



Loa n  Type 
Ma t ter s

 All loans are  no t created  
e q ual

 Te rms loans have  d iffe rent 
p rofit characte ristics than 
LO C or construction loans

 O n LO C fee  p ro tect ag ainst 
low usag e



Fixed  or  
Floa t in g?

 Typ e  of rate  structure  
matte rs too

 Not so  much in curre nt 
e nvironme nt…b ut 
curre nt e nvironme nt will 
chang e



Size of Loa n

 Larg e  loans – more  NII 
$’s

 ’I can sp e nd  the  
d ollars…not the  
p e rce nts’



Sm a ll Loa n s

 Fe e s are  critical on small loans

 Imp ossib le  to  make  mone y on 
installme nt loans <$2,500

 Raise  loan fe e  to  minimum of 
$150 and  minimum loan 
amount to  $2,500



Sm a ll Deposits 
Too

 Minimum d ep osit 
req uirements have  not 
chang ed  mate rially in 25 
years

 Consid e r raising  minimums 
and  imp lementing  
maintenance  fee s on DDA



Fee In com e 

 Fe e s are  imp ortant…b ut 
not in e ve ry loan case



Som e Fees a r e 
Mor e Im por ta n t  
tha n  Other s

 In what case s d o  fe e s 
really d rive  p rofitab ility?

 Do your le nd e rs know 
the  d iffe re nce ?



Con sisten t ly  
Pr ice for  Risk

 Ge t more  from the  
hig he st risk custome r 
you are  willing  to  le nd  
to

 Give  your ‘A’ custome rs 
the  b e st p ossib le  d eal



Expected  Life is 
a  Key  
Assu m pt ion

 But b e  care ful…a b ad  
exp e cte d  life  
assump tion can have  a 
sig nificant imp act on 
p rofit



Or ig in a t ion  a n d  
Ser vicin g  Cost  
m u st  be 
Con sider ed

 Not just variab le  costs

 Fixe d  costs – b uild ing s, 
furniture , fixture s, lig hts, 
e q uip me nt, e tc.

 Cost should  vary b ase d  on 
typ e  of loan

 Cost should  vary b ase d  on 
size  of loan

 Comp lexity re lative  to  a 
p articular loan typ e  should  
also  b e  consid e re d



Utiliza t ion  is 
Key  on  LOC a n d  
Con st r u ct ion  
Loa n s

 Base  the se  assump tions 
of actual p ast 
exp e rie nce  whe re ve r 
p ossib le



On e Fin a l Wor d  
on  Con sisten cy

 Tod ay’s inte re st rate  
e nvironme nt is a p e rfe ct 
examp le  of a 
consiste ncy ‘d isrup tor’



Wha t  is the 
Va lu e of the 
Rela t ion sh ip? 

We  ne e d  an easy way to  
e valuate  re lationship  
value

 Acce ssib le  b y e ve ry 
le nd e r



Pr ofita ble vs. 
Un pr ofita ble 
Cu stom er s

 It’s no t always a b ad  thing  to  
lose  a customer 
re lationship…if you are  no t 
ab le  to  p rice  up



Ga in in g  Len der  Bu y-In

 It all b o ils d own to  confid e nce
 Valid ate  assump tions
 Show favorab le  re sults on larg e r d eals
 Id entify ‘lost loans’ that could  have  b een won
 Show how small loans often cannot achieve  p rofit targ e ts reg ard le ss of 

assump tions used
 Use  real examp le s of real d eals



QUESTIONS?
Dan Rod e rick

CEO
Strunk

d rod e rick@strunkacce ss.com
404-641-3879

mailto:droderick@strunkaccess.com
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