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What is the purpose of a commercial loan & relationship pricing model?

• Quantifies pricing decisions

• Helps financial institutions profitably grow their commercial loan portfolios
• Optimizes proposed loan terms with real-time profitability analysis
• Factors in the value of existing customer relationships

• Users price loans to meet established Return on Equity (ROE) targets

• Eliminates the “fly by the seat of your pants” approach that many institutions currently use
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Pricing model implementation roadblocks
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Pricing model implementation roadblocks

• Roadblock 1: Lender Resistance
• dialed in to growing their portfolios without much concern of the profitability impact to their institution
• look at models as a roadblock prohibiting them from doing their jobs

• Roadblock 2: Users don’t believe model results
• Challenge assumptions & targets
• Model produces out of market pricing suggestions
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Pricing with a badly calibrated model
Section 03
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Example loan with a badly calibrated model

• Loan Parameters
• $1,000,000
• 5-year fixed rate at 7.25%
• 0.50% loan fee
• Average credit quality

• Product Assumptions
• 1.00% base allowance for credit loss
• 0.50% fixed overhead expense
• 10.00% capital allocation
• ROE targets: 10.00% minimum & 12.50% desired 
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Model assumption & target development
Section 04
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Model assumption & target calibration

• The key to a successful implementation is having a well-calibrated model. 

• Perform a complete product profitability analysis of the institution’s existing loans & deposits 
• Produces accurate model assumptions
• Defines realistic Return on Equity Targets

10



© 2024 Forvis Mazars, LLP. All rights reserved.

Commercial Lending Strategies
Navigating Loan Pricing Model Implementation Roadblocks
Product Profitability Analysis Components

• Funds Transfer Pricing
• Choose a curve & methodology (cash flow vs. coterminous)
• Assign cost of funding to loans & credit for funding to deposits

• Capital Allocation

• Provision Expense (Credit Risk)

• Fee Allocation
• Assign to accounts that directly produce the income (loan fees, interchange fees for deposits)
• Allocate remainder based on statistical rules (# of accounts by product, $’s by product)

• Non-Interest Expense Allocation
• Allocated based on statistical rules (# of accounts by product, $’s by product)
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Product Profitability Funds Transfer Pricing
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• What is FTP?
• Process of assigning cost of funding to Loans & credit for funding to deposits
• Determines Net Interest Margin of each account
• Key account characteristics include origination date, last rate reset date, rate term, & average life
• Cost of funds assigned to Assets equals credit for funding assigned to liabilities & capital

FTP Methodology Description

Coterminous Maturity Matched Term of the loan (fixed term for fixed rate loans & reprice frequency for adjustable-rate loans) is matched directly 
with the same term on the funding curve

Duration Cash Flow
Each principal payment is weighted by the month in which it is paid back.  The remaining principal balance after 
the loan term is weighted by the full term.  The weighted amounts are then divided by the loan amount to 
calculate the FTP term.

Coterminous Cash Flow
Each principal payment is weighted by the month in which it is paid back.  The % of the total weighted principal 
is then calculated for each weighted principal amount.  The % of total weighted principal for each month is then 
compared to the funding curve.  The final funding rate is calculated based on the weighted cash flows
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• FTP example
• 5-Year fixed rate loan amortized over 20 years & originated 3 years ago. Institution uses the U.S. Treasury curve 

for FTP
• Using a cash flow FTP method, the FTP term is 57 months
• Cost of funding equals the 57 month point on the UST curve as of 3 years ago (roughly 0.67%)
• Same loan originated today would receive a cost of funding of 3.68%
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• 100% of institution’s capital allocated out to 
products

• Allocated based on risk
• 100% risk weighted commercial loans get full 

Equity/Asset ratio, or roughly 10%

• 50% risk weighted 1–4 family mortgages get half of 
what is assigned to commercial loans, or roughly 5%

• Deposits get a low level of capital, usually 20% of what 
is assigned to commercial loans, or roughly 2%
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• Allocated base credit risk expense/provision based on 
data from Allowance/CECL calculation

• Use institution’s commercial loan risk rating scale
• Adjust base credit risk expense based on risk rating



© 2024 Forvis Mazars, LLP. All rights reserved.

Commercial Lending Strategies
Navigating Loan Pricing Model Implementation Roadblocks
Product Profitability Analysis Expense Allocation
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• Total expense for each product area is then allocated to each product individually
• Cost can be assigned based on a “$ per account” or a “% of balance” methodology
• Costs are split between Fixed/Variable or Direct/Indirect
• Scaling factors can be applied based on the time & effort required to originate various loan products

• CRE, LOC, Construction, etc.



© 2024 Forvis Mazars, LLP. All rights reserved.

Commercial Lending Strategies
Navigating Loan Pricing Model Implementation Roadblocks
Product Profitability Analysis
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Product Profitability Analysis Components

• Report shows current product average return levels

• Product specific ROE targets can be determined from this analysis

• Targets can vary by loan size tranche based on complexity
• Lender authority
• Loan committee approval
• Board approval
• All assumptions & targets from the product profitability study should be applied in the pricing model
• Complete this process annually to ensure model is kept current
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Pricing with a well calibrated model
Section 05
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Example loan with a well calibrated model

• Loan Parameters
• $1,000,000
• 5-year fixed rate at 7.25%
• 0.50% loan fee
• Average credit quality

• Product Assumptions
• 1.25% base allowance for credit loss
• 0.75% fixed overhead expense
• 10.00% capital allocation
• ROE targets: 17.50% minimum & 20.00% desired 
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LoanPricingPRO resources
Section 07
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LoanPricingPRO resources

• Product page on website
• forvismazars.us/loanpricingpro

• System Demonstration – see the model in action
• Schedule a LoanPricingPRO demo
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matt.wainscott@us.forvismazars.com

419.377.0062

EDGE – The Innovation Lab of 
Forvis Mazars

EDGE – The Innovation Lab of 
Forvis Mazars

Cara Peppers



Thank You!

Forvis Mazars

The information set forth in this presentation contains the analysis and conclusions of the author(s) based upon his/her/their research and 
analysis of industry information and legal authorities. Such analysis and conclusions should not be deemed opinions or conclusions by 
Forvis Mazars or the author(s) as to any individual situation as situations are fact-specific. The reader should perform their own analysis 
and form their own conclusions regarding any specific situation. Further, the author(s)’ conclusions may be revised without notice with 
or without changes in industry information and legal authorities.
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