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Good morning! I am______________ and  welcome to the ABIA Conference power breakfast, “Emerging Trends in Small Business Lending: Insuring Personal Guarantee Risk”

We hope you have been enjoying the conference so far. Thank you for making the effort to get up extra early and be a part of our power breakfast.  The goal of these power breakfasts are to provide an opportunity for you to learn something new or gain valuable insight on something relevant to your business, provide you the opportunity to ask questions and network – and catch a little something to eat in the process. We hope you find today’s breakfast about Personal Guarantee Insurance insightful and interesting.

And now, to get things started, let me introduce today’s speaker…



Today’s Speaker 

Mark L. Ricciardelli  

 Co-Founder, CEO and Executive 
Director of Asterisk Financial 

 Former CEO of Alea Group Holdings, 
a publicly-traded reinsurance and 
specialty insurance company 

 Former CEO of GE ERC Global 
Casualty, Chairman and CEO Asia 
Pacific 
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Mr. Mark L. Ricciardelli 

Mr Ricciardelli is the Co-founder, CEO and Executive Director of Asterisk Financial, the makers of Personal Guarantee Insurance. 

Before joining Asterisk, Mr. Ricciardelli was Group President and Chief Executive Officer of Alea Group Holdings, a publicly traded global reinsurance and specialty insurance company.

Prior to Alea, Mark was the CEO of GE ERC Global Casualty and the Chairman and CEO of Asia Pacific.

We are pleased that Mark was available today to discuss some of the trends in the lending industry that makes this new insurance product so valuable to you and your clients. 
And now, here’s Mark….
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Agenda 

 Trends in Small Business Lending 

 Personal Guarantee Insurance 

 Bank-owned Agency Case Studies 

 Proven Process 

 Q&A 
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Thank you, ______

Nice to be with you all today.  

Now, over the next 45 minutes, we are going to introduce you to a new and unique commercial insurance product called Personal Guarantee Insurance. 
We are going to show you how Personal Guarantee Insurance (or PGI) has the power to:
Open doors and start conversations with your commercial business clients,
Improve your commercial client’s relationships with you AND your associated lending institution
Generate income for your agency simply by generate leads
Help you and your lending institution  be more competitive in the commercial lending space

But first, we are going to start off with a look at some of the lending trends effecting your affiliate banks and your commercial clients and how they make Personal Guarantee Insurance an increasingly relevant product to all involved.  

Then we’ll discuss how some bank owned agencies are already engaged with Asterisk Financial in selling PGI to their commercial clients – Arlene Lasagna, VP of Commercial Insurance for CIT will be getting up to share their experience with PGI. 

Finally, we will wrap things up with some information on how you can access more information on PGI and consider selling PGI at your agency in the future. 

Ok, so let’s jump in with some data about today’s commercial lending market









Challenging Environment  

Long term declines in 
commercial loan volume  

Sustained market 
uncertainty 

High rates of charge offs 

Stricter regulatory 
standards 
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“Challenging Environment” – well this isn’t new news – I think we are all too familiar with the effects the US and global economic downturns have had on businesses throughout the country. 

Here we are talking specifically about your affiliate banks and how the events of the past couple of years have made life particularly difficult for them. 

Often commercial loans to small businesses can make up a good % of your lending institution’s accounts – particularly if they are a smaller community bank. 
The sustained market uncertainty has put most small-medium sized businesses in a position where they are unwilling to take chances on future growth. 
For those businesses that have run into difficulties, banks are feeling their pain with increases in the rate of past-due and non-performing loans.  
Of course, after 2008, With stricter standards in place, even those businesses who are healthy and request a commercial loan from these institutions may be turned away. 

So, of course, we are seeing sustained declines in the volume of commercial loans and therefore a sustained decline in many smaller community bank’s revenue. 
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This graph emphasizes the point we just made about banks feeling the squeeze of this perfect storm of market factors.   

Here we have trended the volume of C&D, CRE and C&I loans annually. It likely comes as no surprise, loan volumes have generally declined since 2008 – Commercial and Industrial Loans and Construction and Land Development loans taking the greatest hit with Commercial Real Estate loans to a lesser degree. 

These graphs include all commercial banks reporting data to FDIC. The trends look even more dramatic if you were to isolate smaller community banks.
Smaller community banks have suffered a recession in lending – greater than 10% decline since Q1 of 2008 - as regulatory uncertainty and increasing capital requirements have forced loan portfolio reductions. 

According to FDIC data, small banks are failing at a rate of one every two days – and they are facing greater regulatory scrutiny as a result.  A recent Business Week article quoted the Chief Executive Officer of Community Valley Bank in El Centro, California: “We are being told to raise more capital or shrink assets. What is the primary asset of a community bank? Loans.”





Losses Have Hit Lenders Hard 
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This is a chart of FDIC data – a culmination of over 6,000 institutions’ data over the past decade. 
Here we charted the trends in charge off rate – that is the $ of charge offs/total loan amounts – for:
Construction & Land Development (C&D – Glowing Dark Blue)
Commercial Real Estate (CRE – Medium Blue) and 
for Commercial and Industrial loans (blue) 

Charge off rates have skyrocketed – particularly in the Construction & Land Development category over the past few years. 

Such increases in uncertainty coupled with the more stringent bank regulations have forced banks to tighten lending requirements and increase usage of Personal Guarantees for even the most seasoned of businesses. 

Personal guarantees are nothing new. It’s hard for us to determine an exact volume of PG secured loans, based on available FDIC data we estimate over $600 billion of PG’s in the US.

While they are nothing new, they are playing an increasing important roll in securing the solvency of today’s banks. 



C&I Standards and Demand 
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Senior credit officer survey is completed by senior lending personnel at FDIC reporting institutions on a quarterly basis. The loan standards and loan demand questions are asked on a relative basis – as a comparison to the prior quarter. 

A positive reading for loan demand indicates rising demand, a negative reading falling demand.

A positive reading for credit standards indicates tightening standards, a negative reading loosening standards.

Graph demonstrates that starting near the end of 2007, credit standards began tightening and loan demand began falling. While loan standards have stopped tightening (as, generally speaking, they can’t get much more restrictive), they have not yet begun to loosen from those levels.

Loan demand has likewise stopped falling and, over the last couple of quarters, shown some modest signs of increasing. However, loan demand, from the lender’s perspective is basically stagnant at lower than normal levels.

With demand low and standards high, competition for strong credit opportunities is significant.



CRE Standards and Demand 
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CRE standards began tightening somewhat earlier, and loan demand began falling somewhat earlier than with business loans.

While standards have not yet loosened appreciably, loan demand has increased as distressed buyers enter the market – something that is less common in the business loan side of the business.

Nonetheless, the CRE market shows roughly the same dynamic according to senior lenders – high standards and better, but still only moderate loan demand with a good portion of the demand being drive by credits that represent problems on the capital/risk/income side of things for lenders.



What does all this mean? 

 Recovery from recession proving to be 
slow & disciplined 

 Tight regulatory standards are here to 
stay for the foreseeable future 

 Lower commercial loan volumes mean 
an increased focus on all of you 
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So let’s take a moment to consider what all this data means… 
This is going to be a slow and disciplined recovery from the recession
Banks’ tight regulatory standards are here to stay and with them, likely lower commercial loan volumes
This means an increased focus on you – the bank owned insurance agency. Increased pressure for all of you to find new  sources of income be it through cross-sell opportunities, increased fees or the introduction of new and innovative products. 



Tough to Balance Revenue and Risk 
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Both lenders and borrowers facing the same pressures:  
 
Aggressive competition for revenue and a reduced 
appetite for risk 
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So far, we’ve been examining the bank’s situation. But it is important to understand how your commercial clients are weather the storm as well. 
Let’s consider these market pressures are affecting the symbiotic relationship between banks and businesses. 

Banks need to grow by lending to commercial businesses – but only those who meet their strict lending standards. 
And even then, should a business meet these standards they will require stronger collateral and will undoubtedly ask for a personal guarantee to back the commercial loan.

Businesses need cash to run and grow their businesses but faced with declining values of their equipment and real estate, they will be asked to sign a personal guarantee and put their personal assets at risk. 

So both banks and businesses both having the same issue – and it’s causing each to act in a somewhat “schizophrenic” manner.  
Both Banks and Business need to grow  to stay alive in the current economy.  They need to be competitive and aggressive in their growth but they need to do so with less risk

Just one outcome of this market dynamic is the growing ubiquitous of the personal guarantee.



Business Owner’s 
Personal Assets 

Bank 
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The Personal Guarantee 
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…Leaving Personal Assets at Risk 

PGs Pierce the Corporate Shield… 

$ $ 

$ 
$ 

$ 

Business 
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So what, exactly is a personal guarantee?

A personal guarantee equates to a promise a business owner gives to a lender to be personally responsible for a business’s debts or obligations.  This personal guarantee can equate part or even the entire loan amount.  In cases where there are multiple partners, banks will request a joint and several agreement which will allow the banks to pursue the full amount of the PG from any or all of the business partners. 

Now, if the company is incorporated, an LLC, etc. some business owners think that this protects them from a PG.  Not true.  A PG is meant to “pierce the corporate veil”.  A PG allows the bank to go after the individual’s personal assets should the business default on it’s loan.  





Your Commercial Client’s Situation 

Reconsidering the risk 

 

 

 

 

 Experienced guarantors 
concerned with asset 
protection 

First time PG signers 

 

 

 

 

 Business experience 
and wealth no longer 
negotiating tools 
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While the practice of signing a personal guarantee is:
Customary,
Reasonable – from the banks perspective, particularly given all we’ve just reviewed
And in most cases necessary 

It is still a big deal to the business owner – or at least it should be. Very few business owners are wealthy enough to weather the storm of a personal guarantee being called without it significantly impacting their lives – both financial and personal. 

Not surprisingly, our research shows that most business owners (75%) have done the math on what it would mean if the PG was called.  This tells you that the majority of business owners are concerned about having to sign a PG.  

It’s a major risk. One that shouldn’t be taken lightly by the business owner. 

And for the bank – should that bleak day come when a loan does go into default and a business has to be liquidated – we all know the collection rate on that personal guarantee could be pennies on the dollar. 
That’s why we created Personal Guarantee Insurance. 




PGI: Coverage Example (50%) 
$1M Business Loan 

Remaining 
Liability:  
$600K 

Liquidation 
Value:  
$400K 

PGI:  
$300K 

Guarantor: 
$300K 
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30% to 70% Coverage Against Net Liability (Liability 
After Business Liquidation) 
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Coverage.  The insured can purchase coverage from 30% to 70% of the net liability.  

Cost.  The cost of the policy is typically between 1% and 2% of the amount of the guarantee for 50% coverage.  It’s adding a little over a point to the total cost of the loan.  For example, if the cost is 1.4% and it’s a $1MM loan, then the annual cost of the policy is $14,000.  

Coverage Example:
Let’s say that a business owner has a business that’s worth $1.2MM and they take out a commercial loan for $1MM where they had to sign a PG.  Let’s say that 18 months later, the business fails and has to close up shop and, they owe a full $1MM on the loan.  The business owner liquidates all of the businesses assets and that results in $400K which the business owner gives to the bank.  The business owner still now owes $600K which means that the bank may be going after the business owners personal assets.  If the business owner purchased a PGI policy for 70%, we would pay the business owner $420K.  The owner would then only need to cover the remaining $180K. This is key as to how the policy works. 




PGI: Eligibility & Underwriting  

 Business loans including commercial 
real estate and development projects 

 Coverage up to $2.5 MM in any one risk 

 Typical loans: $500,000 to $8 MM 

– General guidelines only, covered loans can 
be larger or smaller 

 Unique renewal policy 
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Eligibility.  The policy is for business loans.  This includes commercial and industrial, commercial real estate, and construction and development.  It’s for loans that are between $500K and $8MM.

Underwriting.  Available for 6 months after loan closing.  And this includes loans that increased, renewed, or extended.  It’s not just for new loans.  What we need to underwrite the policy are the same documents that the bank requires to underwrite the loan.
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Who Needs this Insurance? 

 Owners with a limited time to rebuild 

 Partnerships 

 Owners with outside guarantors 

 Commercial real estate investors 

 Franchisees/Franchisors 
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Who needs PGI?  The obvious answer is anyone that has signed a PG, and that’s true.  However, there are certain sub groups that it is particularly well suited for:  
  The first group are Business owners with a limited time horizon to rebuild.  Let’s say you have a business owner in their 50’s or 60’s, has built up a nest egg, and has signed a PG.  If something bad should happen to their business and the PG is called, their next egg might be wiped out, and they won’t have much time to replenish their savings.  

  The second group is business owners with partners. Almost all PG’s have joint and several language.  This means that all the partners can be pursued for 100% of the outstanding balance.  So for example, if there are two partners in a business, and one partner has 20% of the business and the other has 80%, the bank can go after the partner with 20% of the business for 100% of the outstanding loan balance.  This can put a strain on the partnership.  PGI can help to reduce the strain and provide some balance.  

  The third group is business owners with outside guarantors, for example, parents, siblings, etc.  PGI provides them with some security that they’ll be covered if the guarantee is called.

  The fourth group is commercial real estate developers. 

  And last is franchisees and franchisors
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Who is the Carrier? 

 AmTrust Financial Services, Inc. (AFSI) 

– Rated "A" (Excellent) Financial Size IX: 
A.M. Best 

– Focused on the needs of small and 
medium sized businesses 

– $1.6 billion in 2010 gross written premium 
with an 85.3% combined ratio 

– Substantial surplus and a strong track 
record of paying claims 

– www.amtrustgroup.com 
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Bank Owned Insurance Agencies 

 Capitalize on unique 
lead source 

 Create cross sell 
opportunities 

 Improve client 
relationships 

 Generate income via 
lead generation 
program 
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Let’s go over some of the basics of the PGI program.  
PGI is a lead generation program – meaning that very little effort is required of the agent to sell a PGI policy.
As an agency that is affiliated with a bank, your agency is likely going to know when a loan has been taken out.  Commercial borrowers who have taken or about to take out a loan are prospects who are going to be most interested in PGI. 
To help you explain this product to your agents and their commercial clients, we have created a wealth of co-branded collateral, training and other sales materials
In addition, AFI has PGI experts available anytime to talk with your agents or their clients for support, to explain product details or process questions, as well as handle the actual policy quote and binding details. 

Because PGI is new to the market and not yet widely available, it’s a door opener – a reason to talk to your commercial clients and cross sell other insurance products

By offering PGI you could be improving your client relationships - For a modest increase in borrowing costs, business owners will have the option to mitigate a significant portion of their personal risk exposure to a guarantee. They’ll be happy to have access to this unique solution through your institution. 

Finally – we can help you generate income with minimal effort. Again, PGI is primarily a lead generation program.  
After the agent introduces PGI to the client and the client indicates some level of interest, the lead is passed onto Asterisk and Asterisk takes it from there.  The agent can be involved in the sales process as little or as much as they like.  
AND, AFI offers full commission on renewals each year and most of the renewal work is handled by AFI 





PGI Selling Process 
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Introduce 
PGI to 
Clients  

Present 
Quote to 

Client 

Collect 
Documents  
and Prepare 

Quote  

Bill Client, 
Send Policy, 
and Handle 
Renewals 

Agency Underwriter 
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So let’s walk through the PGI selling process and we’re going to start with the agent.
  The Agent first introduces PGI to their commercial clients.  
 Timing:  We find the best time to share PGI is prior to loan origination. Most businesses are taking out, renewing, increasing, or extending their loans all the time.  So let them know about it now so they incorporate PGI into their loan process.  
 If the agent’s client expresses interest in learning more, the agent completes a Prequalification Form (which takes < 3 min to complete) and sends the form to Asterisk Financial

  Asterisk Financial will then: 
 Contact the client on the agent’s behalf, answer any additional questions that they may have regarding PGI, and complete an application for PGI.
 Asterisk Financial can the complete a firm quote in 72 hours after receipt of client’s documents  
 The agent, can be involved in as little or as much in this sales process as they like.  AFI can manage this entire process with the client and keep the agent up to date via email or the agent can be involved in the client conversations.  

  Once the client accepts the quote, AFI will bill the client.  The policy binds once we have received payment.  AFI will pay the agent.

Now, I’d like to hand it over to Arlene Lasagna, VP of Commercial Insurance for CIT. She will share how CIT has engaged with Asterisk Financial in selling PGI to their commercial clients.





CIT Case Study 

 Why PGI was a good fit for CIT 

 How CIT is preparing our producers to 
sell PGI to our commercial clients 

 CIT’s roll-out plans for PGI 
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Arlene Lasagna, VP of Commercial Insurance   
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Why you feel Personal Guarantee Insurance was a good fit for your agency:Explain how you first heard of PGI and how you went about introducing the concept internally.�
What kind of rigor did you use in examining PGI as a new product for your office? What process did you use?

What influenced your decision to offer PGI as a new product? For example, is it providing you with a new reason to talk to existing clients? Is it a door opener to other conversations? Potential ease of cross-sell and use of leads from bank? Was it the background of the underwriting company? Excitement around the new product? 

Is there a specific challenge that you believe PGI will assist you in overcoming?�
II. How you have educated your producers about PGI�
What process have you used to educate your producers about PGI?

How has Asterisk Financial assisted you in this training process? 

Was it easy? Turn-key? 

Have your received adequate support?

Any key feedback or learning you have garnered from this process? �
III.  How have you/how do you intend to roll this product out to your end-users/insureds�
What process do you intend to use in rolling this out? Office by office? Test market? All at once?

How will you approach the consumer? Using the bank-form process for every loan applicant at the bank? Some other process?

How do you intend to use the product as a door opener? 

How do you plan to measure success?

IV. Finally, we know it's too early to have sold a policy. Do you have any good success stories or feedback to share relating to either feedback from producers or end-users about the product? � 



Tools to Help You Sell PGI 

 Collateral for producers and consumers 

 personalguarantee.com/producers 
– Access to online tools and materials 

– Sign up for regular webinars 
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Other Great Assets:

Asterisk’s Business Development Representatives
Live and recorded PGI training webinars for producers & agents
Live and recorded webinars for insureds
Animated Product Demo
Email Campaigns 1-2-3
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Question & Answer Session 
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Q & A 
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Contact Information 
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 www.personalguarantee.com 
Asterisk Financial, Inc. 
(888) 643-8744 (toll free) 
(860) 704-4700 (main number) 
Middletown, CT 

Mark L. Ricciardelli 
Chief Executive Officer 
Mark.Ricciardelli@AsteriskFinancial.com 
(860) 704-4702 

Mitchell Lubin 
Chief Marketing Sales and Officer 
Mitchell.Lubin@AsteriskFinancial.com 
(860) 704-4721 
 

Jim Coughlin 
Chief Underwriting Officer 
James.Coughlin@AsteriskFinancial.com 
(860) 704-4710 

Patrick Walsh 
Director – Business Development 
Patrick.Walsh@AsteriskFinancial.com 
(860) 704-4730 
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Thank you for your time today.  If you have other questions or want to learn more, please contact us and we’ll be happy to help.  Enjoy the rest of your day.  
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