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Concerned by the current heightened
risk environment and exposure to increas-
ing contractor failures, surety companies
have not changed underwriting standards,
but are more closely scrutinizing contrac-
tors to ensure they meet those standards.
Underwriters are looking at whether con-
tractors have depleted their cash reserves,
rely heavily on the bank, have difficulty
right-sizing their company in the down
cycle, or are seeking bonding support for
projects of greater size or scope than their
normal business plan. This level of under-
writing scrutiny will remain until the U.S.
construction economy demonstrates signs
of a real recovery.

The current trend of longer bid lists
and declining margins is likely to con-
tinue throughout 2010. The efficient
management of human resources remains
critical to maximizing returns. Solid
underwriting requirements will continue,
and the most disciplined contractors ulti-
mately will come through this economic
cycle as stronger companies with fewer
competitors.

HEALTH OF SURETY INDUSTRY

While the surety industry likely will see an
uptick in loss ratios in 2009, sureties are
well-positioned to mitigate the losses.

In prior underwriting cycles, losses
were magnified because the weakened
economy was coupled with softer under-
writing. Sureties softened their pricing and
underwriting to enhance market share.
Their books did not consist solely of con-
tractors that were capable of withstanding
the downturn.

In the current underwriting cycle, the
surety industry has not seen a softening
of underwriting. The magnitude of the
losses in the early 2000s gave companies
an underwriting mantra, and they stuck to
the basics. Sureties have remained focused
on retaining well-capitalized and well-
managed contractors that can face cur-
rent economic challenges. While losses
are likely, they will not be as great due to
disciplined underwriting.

Furthermore, the property and casualty
insurance industry is well-positioned to
withstand these losses. Mortgage-related

INDUSTRY PROVES READY
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investments have affected the financial stand-
ing of insurance companies, but indications
show the property and casualty insurance
industry remains well-capitalized to meet
its obligations under policies and bonds.

SURETY CAPACITY

Unlike banks, property and casualty insur-
ers have proved financially sound, so sure-
ties are more willing to provide capacity
now than banks. Sureties are competing
actively for business and generally have
strong financials to back their capacity,
which is sufficient to meet the needs of
customers in all market segments.

Capacity also is adequate due to the
reduction in the overall amount of con-
struction being put in place at this time.
Most contractors’ backlogs are substantially
smaller than in previous years. They are
unable to utilize their total surety capacity
because sufficient work isn’t available.

On the other hand, sureties have raised
the level of examination in terms of credit
worthiness to extend this capacity. Today,
sureties are looking “under the hood” for
signs of weakening balance sheets caused
by the negative effects of the recession.
Sureties are responding to the changing
composition of their clients’ balance sheets
and adjusting program commitments as
necessary.

Small: Under $10 million

This market has been hit by multiple fac-
tors, including fierce competition caused
by an increased number of bidders on
scarce new work, private sector contrac-
tors entering the public market, decreased
profit margins, increased claims, growth in
geographic territory due to a lack of local
work, and bank scrutiny on lines of credit
and construction loans.

Capacity in the small market is ade-
quate, but requirements for entry remain
high for small contractors seeking to obtain
the support of a surety partner for projects
exceeding a certain size. Smaller firms must
demonstrate a certain level of experience
and sophistication, and have access to
capital to obtain surety support. Without
reasonable levels of committed capital, con-
tractors are unlikely to be extended surety
credit based on projected earnings and pro-
spective growth of the balance sheet.

The surety industry is committed to
enhancing bonding access for small and
emerging contractors. Access is less of a
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capacity issue than a qualification issue.
For example, the public procurement work-
force is stretched, and more jobs are being
bundled together under much larger con-
tracts. A single contract may be more effi-
cient for the procurement workforce team
to administer, but it is not realistic to expect
a contractor whose largest project to date
is $1 million to qualify to perform a $100
million contract. The surety industry also
is seeing projects that are supposed to be
small business set-asides carry price tags as
large as $50 million to $100 million.

Occasionally, states propose legislation
to waive bonds or increase bond thresholds
as a way for small and emerging contractors
to access jobs, but these practices may do
more harm than good. One of the purposes
of a surety bond is to protect the states’ and
public’s interests by assuring a qualified
contractor performs a project. This also
ensures that subcontractors and workers
get paid. Lack of a bond on a project hurts
these subcontractors and workers—most
often the small and emerging contractors
legislators intend to help.

The industry is working with govern-
ment procurement agencies, public works
owners and legislators to find solutions
to contract bundling, bond waivers and
bond threshold issues. One way the surety
industry is making a difference is through
implementation of programs to provide
small and emerging contractors with edu-
cation, mentors and technical assistance
to address the qualification issue. (See
related article, What Small Contractors
Need: Targeted Bonding Assistance and
Access to Capital, p. S36)

Middle: $10 million-$100 million

Even with the consolidation of carriers
that occurred during the past several years,
capacity still is sufficient in the middle
market. Carriers are employing greater
scrutiny in evaluating these contractors in
line with their underwriting requirements,
but will expand both single and aggregate
programs for what they perceive to be val-
ued accounts.

Some surety executives set the mid-
market range at $50 million to $150 mil-
lion. The capital structures, reinsurance
arrangements and net retention strategies
of many underwriting companies support
business plans that focus on developing
relationships with construction firms with
sales in this range.

Middle market contractors may see
some underwriting flexibility from surety
companies on issues such as surety rates,
geography, capital thresholds and personal
guarantees.

Also noteworthy in this market is that
some surety carriers that historically have
stayed below the $10 million level appear
to be increasing limits in order to par-
ticipate in this market. Carriers may re-
evaluate losing accounts to another under-
writer simply because those clients have
outgrown internal limits set on capacity.

Large: $100 million-$250 million
Although surety competition has increased,
the large market has many of the same
characteristics as the middle market except
at the high end.

Consolidation continues to affect the
large construction market, as a recent
merger left the surety industry with only
a handful of participants. Underwriting
continues to be disciplined, and more
pressure has been placed on contractors
in this market to show how they mitigate
risk with their subcontractors.

Financial institutions also have had an
effect on credit availability in this mar-
ket segment. Contractors’ profit margins
continue to decrease. Because of a lack of
work in this area, some large contractors
are increasing their territory in search of
smaller projects.

Mega: More than $250 million

Prior to the recent economic change in
the construction market, mega-contrac-
tors experienced a strong track record
of earnings, growing balance sheets and
expanding backlogs. The stronger balance
sheets and healthier backlogs will help
drive mega-firms through the down cycle
and enable these companies to maintain
staff and be properly positioned for the
recovery. In this market, all contractors are
experiencing difficulty securing new work,
but the declining backlogs have not yet
affected the balance sheets of the nation’s
largest construction companies.

Five major surety companies appear to
be the only consistent players in the mega-
construction market. Competition does
exist, however, as these sureties look to
retain their existing customers and attract
new customers.

At this size, risk is as much a factor as
available surety capacity. Currently, $750
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million appears to be the largest single
project that one surety is willing to bond.
However, most sureties in this category do
not exceed the $500 million level. Sureties
will look for co-surety arrangements on
these mega projects exceeding $500 mil-
lion to spread their risk and support the
bond needs of mega-contractors.

SUBCONTRACTOR BONDING

The current economic climate has affected
the amount of work available, increased
price volatility of labor and materials,
stretched contractors’ cash positions,
changed their balance sheets and reduced
their ability to turn a profit. Surety execu-
tives expect the subcontractor market to
be hit hardest by the economic downturn.
Defaults already are evident in the sub-
contractor community, creating significant
challenges for general contractors and con-
struction managers.

A healthy subcontracting community is
a prerequisite to a healthy general contract-
ing community. Now more than ever, a solid
approach to risk management is necessary.
There is no substitute for having an inde-
pendent, financially sound surety company
to research and prequalify subcontractors.
They know their clients and can determine
the health of other projects and previous
work far better than a contractor.

Subcontractor performance and pay-
ment bonds ensure a surety has prequali-
fied a subcontractor for a particular scope
of work and size of project. The surety’s
guarantee of performance and payment
ensures the job will be completed in
accordance with all contractual terms and
conditions and that all legitimate covered
sub-subcontractors, vendors and material
suppliers will be paid for work performed
or material provided.

General contractors place their own
working capital and net worth at risk on
every job, and subcontractor default is a risk
that must be managed. Surety bonds provide
the single best method for most general con-
tractors to protect their balance sheets. They
are an inexpensive method of risk transfer
that all general contractors and construc-
tion managers should consider on all major
subcontractor work packages.

SURETY OUTLOOK

How the surety industry performs in the
coming months largely will depend on how
the construction industry performs. In turn,
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Top 10 Writers of Surety—2008*

Company

Travelers Bond

Liberty Mutual Insurance Group
Zurich Insurance Group

CNA Insurance Group

Chubb & Son Inc.

Hartford Fire & Casualty Group
HCC Surety Group
International Fidelity Insurance Co.
ACE Ltd. Group

Arch Capital Group

Direct Premium Written (Millions $)
$991.6
$832.8
$482.3
$434.3
$297.3
$210.6
$148.8
$118.8
$109.1
$105.9

*Includes contract and commercial surety

Source: The Surety & Fidelity Association of America, “Top 100 Writers of Surety Bonds— United
States & Territories & Canada,” 2008 (Preliminary). Additional information and reports are avail-
able for purchase at www.surety.org.
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how the construction industry performs
will depend on the recovery of the U.S.
economy—and that is difficult to predict.

A number of factors and considerations,
such as the federal stimulus package, may
help advance some public works projects
and other large jobs that are on the draw-
ing board, as well as improve the condi-
tions of state treasuries, available financing
and private owner demand for buildings,
plants and equipment. All are experienc-
ing an instability that hasn't been seen in
decades.

Cycles dictate that there will be recov-
ery, but because of the lag time that
preceded the downturn in the construc-
tion industry, it could take some time to
restore demand. The recovery will require
an upturn in consumer confidence and a
more stable, predictable credit market.

Surety executives are beginning to see
signs of stability in the economic out-
look, but the longer range durability of

these conditions remains uncertain. Most
surety executives expect limited growth in
the U.S. economy through the first half of
2010. The housing market will be a lead-
ing indicator as to when the economy will
recover, and some predict that is still at
least a year away.

The impact of the slowing economy
and credit crisis will lead to an increase
in contractor defaults in the second half
of 2009. Contractor failures are expected
to accelerate in 2010 due to declining
backlogs, increased competition for fewer
new projects, mMore Onerous contracts,
compressed margins and higher overhead
expenses as a percentage of sales.

Some surety executives say improve-
ment in construction may not be evident
until the second half of 2010. Others say
that because commercial construction
tends to lag behind residential construc-
tion by about 18 months, things may not
pick up until mid-2011. Others say it could
be well into 2011 before the turnaround in
construction becomes apparent, noting the
private commercial market may not have
bottomed out yet.

Despite the current recession and cri-
ses in the mortgage and credit industries,
the surety industry has proved financially
sound and stands ready to support quali-
fied contractors and help them meet the
challenges of tomorrow.

Marc Ramsey is the communications
manager for The Surety & Fidelity Associa-
tion of America, Washington, D.C. For more
information, call (202) 463-0600 or email
mramsey@surety.org.
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TOM KUNKEL

Chair of the Board

The Surety & Fidelity
Association of America
President

Travelers Bond & Financial
Products

TERRY LUKOW
Executive Vice President
Travelers Bond & Financial
Products, Construction
Services
If properly leveraged, a stra-
tegic partnership or relationship with a pro-
fessional surety agent can provide insight
into a much broader marketplace instead
of the contractor simply relying on its own
experience. A surety should not only have
knowledge of the contractor’s territory, but
also of other territories a contractor could
be evaluating.

Last but not least, the surety’s ability
to strategically advise a contractor on a
number of issues—not just financial—may
make the contractor more successful. In
today’s challenging market, information
is the key to success.

TIMOTHY
MIKOLAJEWSKI
President

Liberty Mutual Surety

ROD WILLIAMS
Executive Vice President and
Chief Underwriting Officer
Liberty Mutual Surety
Although signs are show-
ing that the economy may
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be stabilizing, the construction industry
will continue to face significant challenges.
Funding for both public and private con-
struction projects will be constrained as
the economy recovers. Contractors will
have fewer opportunities to replace their
backlog as it runs out, they will face stiffer
competition, and new work likely will be at
lower profit margins. Suggested strategies
to ride out this economic cycle include:

* have a business plan that addresses the
potential for declining revenues and
margins;

* be prepared to make necessary cuts in
overhead;

* manage debt and limit fixed asset
purchases;

* carefully consider the risks of ventur-
ing outside of past experience into new
territories, different types of work, new
owners or substantially larger projects;

* beware of onerous contract terms, such as
consequential damages provisions; and

* conserve liquidity and limit dependence
on credit.

Continued bonding support will be
essential. Partnerships between the con-
tractor, surety underwriter and agent are
more important than ever. Frequent, open
and meaningful dialogue among all par-
ties will minimize surprises. Through
consistent and responsible underwriting,
an experienced surety company can offer
stable surety capacity to help contractors
manage the ups and downs of construc-
tion cycles.

DAN RIORDAN
President

Zurich North America Surety,
Credit and Political Risk
There is no doubt that a
professional surety agent or
broker and a top-rated surety are two of a

construction firm’s most important busi-
ness advisors. The 2009 economic climate
and credit crunch has raised the risk levels
for contractors today. Issues such as the
availability of project financing, strenuous
banking relationships, onerous contractual
terms and subcontractor default have con-
spired to significantly raise the risk profile
for construction firms in a competitive
marketplace.

Contractors now need to work more
closely than ever with a professional surety
agent or broker and a surety provider,
which are experienced in helping clients
identify and implement solutions for many
of these risks. Sureties have seen all sorts
of economic cycles (and sometimes have
the scars to prove it). These advisors will
help a well-managed contractor succeed
and grow.

DOUG HINKLE
Chief Underwriting Officer
CNA Surety
Contributing to a contrac-
tor’s ongoing success is a
. common interest between
the surety underwriter and the bond pro-
ducer. The surety benefits from interacting
with many different contractors; over time,
successful sureties learn to measure and
match risk with contractor experience and
financial strength. That surety experience
is shared with contractor clients through
the surety’s underwriting requirements.
Recognizing that sureties don’t always
view the same risk the same way, pro-
fessional bond producers provide addi-
tional counsel through their experience in

PHOTODISC/PHOTOLIBRARY
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working with successful contractors and
knowing the difference between the surety
companies in the market.

The combined contribution from the
surety underwriter and bond producer
helps shape an overall business discipline
that maximizes surety support and bet-
ter positions the contractor for long-term

SUCCess.

MARK C. VONNAHME
Executive Vice President,
Surety

Arch Insurance Group

The ability to offer surety
to potential customers adds
value to a contractor’s set of negotiation
tools. Differentiating a company is essen-
tial to long-term business success.

The underwriting process sure-
ties undertake to establish a contrac-
tor’s prequalification offers a contractor
a rigorous and detailed assessment of its
financial stability, credit relationships,
business structure, performance history
and capacity for new work. Recommen-
dations by the surety agent and surety
firm often are based on well-established
industry benchmarks, supplemented by
their own experiences working with other
similar, successful contractors. In today’s
economy, this third-party review, guidance
and prequalification can result in a letter
of surety qualification or bid bond, which
the owner can use to evaluate a firm’s
proposal.

The relationship between a contrac-
tor and its surety is enhanced over time as
the firm successfully develops and grows
within the marketplace. This relationship
will withstand most trials and setbacks so
long as there is open and honest commu-
nication between the parties.

Bonds are required on public works
projects, but in today’s environment,
private project owners frequently ask for
contractors to be bonded as well. They
know the benefit of having a surety
prequalify a contractor through a rigor-
ous process.

MICHAEL P. FOSTER
|: Executive Vice President
L Merchants Bonding Company
(Mutual)
Surety underwriters and
producers are excellent
resources for contractors. They can provide

i

It is best to be in a position
to he bondable due to
the severe reduction in the

amount of private work.

advice on contract language, bond forms
and insurance requirements; explain local
laws or ordinances that pertain to con-
struction; provide advice on tax planning
and continuity arrangements; and help a
contractor succeed in business.

A contractor may prefer to perform
unbonded work; however, it is best to be
in a position to be bondable due to the
severe reduction in the amount of private
work.

With new submission counts up 26
percent this year, many contractors are
attempting to qualify for surety support.
This can be a frustrating process for every-
one. Contractors should try to get prequal-
ified for bonding so they aren’t forced to
scramble at the last minute. Not only will
they be prequalified for surety support, but
they also can take advantage of the other
services a qualified surety producer and
underwriter can provide.

STEVEN F. COWARD
President
Berkley Surety Group
Demand for surety prod-
V ucts may be increasing, but
tewer non-bonded contrac-
tors exist today because bonds are available
on a secured or collateralized basis. Given
the greater availability of surety bonds,
more emphasis should be placed on the
quality of the surety relationship. Contrac-
tors should focus on the benefits derived
from surety partners and how they can
help when things go wrong.

A significant portion of new business
today involves “reconstructive” efforts.
The right partners contribute valuable
insight when a contractor stumbles and
needs surety support to rebuild its com-
pany. Truly working together to save a
company puts the relationship, experience
and knowledge of the surety partners in an
entirely different perspective.

Prudent contractors should examine
all facets of their surety’s operation and
also question what happens when claims
occur. By and large, the surety’s claims
functionality today is more sophisticated
and responsive than in the past, providing
the appropriate expertise in a timely fash-
ion to promote positive and constructive
solutions.

MICHAEL F. GREER

Vice President, Surety & Fidelity

Penn National Insurance Co.

Surety bonds are significant to contractors
for several reasons; first and foremost is
the value of the surety relationship. An
expert surety has seen hundreds of con-
tractor operations and financial state-
ments. It has seen good and bad business
plans, as well as companies grow and fal-
ter. When choosing a surety, a contrac-
tor must determine if it is relationship-
oriented and provides value-added advice.
A surety that is relationship-oriented will
not hesitate to guide the contractor in the
right direction.

Unbonded contractors never have
the benefit of the advice and counsel of
their local surety underwriter or bond
agent and, as a result, are less likely to
be as well managed as a bonded contrac-
tor. The surety prequalification process
ensures a contractor knows the techni-
cal aspects of construction and running
a business.

A bonded contractor can be proud of
the fact that it passed a surety prequali-
fication process and should sell this fact
to project owners, whether it is a bonded
project or not.

HENRY W. NOZKO JR.
President
| - ACSTAR Insurance Co.
* w  The surety bond producer
.,& » i-" and underwriter are two of
the most valuable advisers
a contractor can have because they help
position a contractor to maximize its
bonding capacity, acquire work and steer
clear of pitfalls that can lead to default.
In the midst of a down cycle, it is a grave
error not to downsize and conserve assets.
It makes no sense to operate as usual and
hope for a change. The best way to pre-
pare for a recovery is to cut expenses now
in order to conserve assets and resources
so they are available when conditions

November 2009 Construction EXEGUTIVE | S11


http://www.cna.com
http://www.archinsurance.com
http://www.merchantsbonding.com
http://www.merchantsbonding.com
http://www.berkleysurety.com
http://www.berkleysurety.com
http://www.pennnationalinsurance.com
http://www.acstarins.com

[SPECIAL SECTION:

present better opportunities to generate
profit. Once the market improves, there
will be plenty of time to bulk up.

A contractor also might want to
develop a policy of bonding subcontrac-
tors to mitigate the cost and disruption
caused by a failed subcontractor. Because
a bonded subcontractor has been prequali-
fied by a surety, it is less likely that it will
fail. In the event it does fail, the contractor
has recourse for recovery of damages as a
result of the subcontractor bond.

SOND
PRODUCERS

TODD LOEHNERT
President
National Association of Surety
e Bond Producers

w Senior Vice President, Bond
ol . Manager
Wells Fargo Insurance Services of Kentucky
The surety professional’s ability to com-
municate market conditions and review
underwriting data with a contractor on a
continual basis separates the surety profes-
sional from the competition. This interac-
tion between agent/broker and contractor
also must include the surety underwriter.
Regularly scheduled meetings allow the
underwriter and bond professional to bet-
ter understand the contractor’s business
philosophy and strategy during prosper-
ous and difficult times. When the surety
professional, contractor and surety under-
writer are on the same page, the result is a
maximum surety program.

A long-term client put it best when
describing the importance of his bond-
ing relationship: “I put a lot of time and
effort to build my company’s balance
sheet, based on the advice of key busi-
ness partners, so that I would have the
bonding capacity to separate myself from
my competitors.”

The choice of a contractor to utilize a
professional surety agent/broker to assist
in making decisions—such as upgrading
internal accounting systems, replacing an
accountant with one that is more familiar
with construction accounting principals,
maintaining profits within the company,
or better managing general and admin-
istrative expenses—all result in increased
opportunities down the road through
increased bonding capacity.

o
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The contractors with the
strongest bond relationships
are the ones that consistently

deliver forecasted results.

WILLIAM A. MARINO
Chairman and CEO

Allied North America

Surety historically has been
used by project owners to
prequalify interested bid-
ders and transfer performance and payment
exposures related to construction. When
a surety company supports a bid bond, it
affirms that as a result of due diligence, the
contractor has the necessary financial and
technical resources to successfully com-
plete the project. If the surety then issues
performance and payment bonds for the
project and turns out to be incorrect in its
assessment, the surety ultimately will be
responsible for fulfilling the obligations of
the contract, such as completing the cor-
responding scope of work and paying all
covered subcontractors and suppliers up to
the amount of the bonds.

The surety underwriting process is rela-
tively simple. Surety underwriters request
historical financial and project-related
information from their clients as well as

make projections regarding future perfor-
mance, and then measure these projections
against actual performance. The contrac-
tors with the strongest bond relationships
are the ones that consistently deliver fore-
casted results.

MICHAEL J. CUSACK
Senior Vice President,
Managing Director and
Operations Board Member
Aon Construction Services

2 Group
In today’s marketplace, only well-
managed, well-capitalized firms have
access to significant bonding capacity.
The ability to bond work in a tighter
credit cycle confirms that a contractor
has the financial, technical and person-
nel resources needed to complete a project
successfully.

Surety affirmation is a line of demarca-
tion between the ordinary and the stron-
gest construction firms. Stronger construc-
tion companies take pride in their surety
credit relationship, often advertising their
bonding capability as a testament to their
success over the years. Conversely, thinly
capitalized companies or struggling fran-
chises are more inclined to attempt to
convince owners and obligees that bonds
are an unnecessary expense, and that the
multiple risks of the construction process
can be managed simply by bonding sub-
contractors or insuring against subcontrac-
tor defaults.

FRANK C. RODDEY
Senior Vice President,
Surety Manager

Rutherfoord

When working with surety
brokers, contractors can
increase market share and gain access to
new markets such as the public sector,
public-private partnerships and green
building—all of which result in increased
revenue and profit. In difficult economic
times, it is imperative that a contractor has
a professional surety broker with the tech-
nical expertise and experience to maximize
the surety program.

The challenges of the current economy
include frozen credit markets, a scarcity
of work, difficulty getting paid, increased
competition with lower hit ratios and vola-
tility in material pricing. To survive in this
environment, a contractor must thoroughly
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When a large contractor bidding mega projects lost confidence in one of its sureties, they
contacted us. Working across holidays and weekends, our surety experts moved quickly to

assess the projects and the contractor’s ability to perform the work. Within four days from our

first meeting with the contractor to bid time, we developed a workable bonding solution agreeable

to all parties. The bottom line is our responsive, flexible solutions help contractors succeed.

For more information, contact your independent agent or broker or visit www.libertymutualsurety.com.

CONTRACT SURETY | COMMERCIAL SURETY .
SMALL BUSINESS BONDS Liberty Mutual Surety™
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investigate and confirm that the project
owner has sufficient financing to complete
the project without restrictions.

Contractors can maximize their bond
programs by developing new markets that
will broaden their customer base. Contrac-
tors also should use this time to manage
their firms’ key financial ratios, improve
receivable collection policies, eliminate
unproductive employees, reduce overhead,
and negotiate favorable contract and pay-
ment terms. The main objective should be
to remain competitive and preserve bot-
tom line profits for the better days ahead.

All of this, coupled with meaningful
and frequent communication with a surety
broker and other advisers, will aid in plan-
ning and ward off problems before they
develop.

MIKE SPECHT

Vice President

Minard-Ames Insurance
Services (Member of
INSURICA Insurance
Management Network)
Surety partners can help contractors maxi-
mize their pipeline of potential projects
and better understand their financial
health, which is even more critical in
today’s economic environment.

Sureties have more than 100 years of
experience prequalifying contractors and
establishing financial benchmarks used in
the underwriting process. Sureties com-
pare their customers’ liquidity, leverage,
and activity and profitability ratios to
benchmarks to help determine how much
surety to extend. Contractors benefit by
comparing their key ratios to the surety’s
stringent benchmarks.

Being prequalified for bonding allows
contractors to pursue public projects, as
well as private jobs for which the owner
or lender has required the protection of
a bond. For subcontractors, establishing
bonding greatly enhances their ability to
meet the general contractor’s prequalifica-
tion standards and be selected for the proj-
ect team. During an economic downturn,
no one can afford to be handcuffed by an
inability to pursue bonded projects.

The ability to obtain contract surety
bonds opens doors to projects that non-
bonded contractors can’t pursue. In addi-
tion, going through the surety’s prequali-
fication process helps contractors better
understand their financial health.
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During an economic
downturn, no one can

afford to be handcuffed
by an inabhility to pursue
bonded projects.

ADVISERS

HERB BROWNETT

Senior Vice President

Textura Corporation

The ability for construction owners to
mitigate general contractor risk and gen-
eral contractors to mitigate subcontractor
risk via payment and performance bonds
is a financial cornerstone of the industry.
Good contractors know their bonding
capacity is a valuable asset for getting
new work.

There are three keys to a contractor’s
ability to increase its bonding line. First
is a good bond agent who has a strong
working relationship with both the con-
tractor and the surety underwriter. Sec-
ond is a surety underwriter who clearly
understands both the economics of the
industry and the unique nature of the
individual contractor. Third is risk man-
agement technology that can be leveraged
to benefit all the parties. Collaborative
technology solutions ensure accurate
billings and payments, lien waiver col-
lection, document compliance and strong
prequalification management—a great
benefit to surety professionals and con-
tractors alike.

JAMES F. ARCHIBALD Il

Partner

Bradley Arant

Major state and federal construction proj-
ects usually are available only to bonded
contractors that can provide performance
bonds to protect taxpayers against the risk
of default and payment bonds to protect
subcontractors that do not have lien rights
against public property.

While the recession has reduced the
number of private construction projects,
public projects—including highways and
bridges, public housing, courthouses,

office buildings, military bases, embassies
and consulates, prisons, hospitals and
medical facilities, water treatment plants
and schools—remain plentiful. Without
bonding capacity, opportunities to bid on
and perform these kinds of projects are
out of reach.

Because of the recession, many con-
tractors that historically focused on pri-
vate construction work have altered their
business plans to seek public work. Surety
advisers have been able to help these con-
tractors understand some of the unique
legal challenges presented by public work.
Likewise, surety underwriters and bond
producers with experience bonding pub-
lic work can help contractors understand
some of the financial risks associated with
making the switch.

DAVID ALLISON
Construction Practice
Leader, Midwest Region
CBIZ & Mayer Hoffman
McCann P.C.

The bar has been raised
for entrance into the competitive bid-
ding game of the construction industry.
In the past few years, most contractors
have been able to select customers and
negotiate pricing with owners, but those
days are gone. Now, contractors must
separate themselves from the pack, and
that differentiator is being bondable.

CPAs specializing in the construction
industry see the bottom-line difference
between contractors that can provide a
surety bond and those that cannot. Con-
tractors without bonding capacity must
compete for access to the equipment and
manpower to perform the work, some-
times without the experience or financial
ability to complete the project.

A bondable contractor has the advan-
tage of competing with other contrac-
tors that are financially sound and able
to perform great work. These competi-
tors all understand that “profit” is not
a dirty word—it is a common objective
of all strong companies. This exclusive
club of contractors understands costs and
how to make money—even in a down
economy.

Compiled by The Surety & Fidelity Associa-
tion of America, Washington, D.C. For more
information, call (202) 463-0600 or email
mramsey@surety.org.
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operations in all sectors throughout the
country.

At some point—probably sooner than
later—all of these factors will affect the
profitability and financial strength reflected
in contractors’ balance sheets.

Construction accounting has repre-
sented as much art as science since the
introduction of percentage of completion
reporting. Until the move from completed
contract methodology to percentage of
completion, the quality of a balance sheet
could only be gauged by looking at cash,
debt and historical trends. Balance sheets
looked to be dramatically undercapitalized
because no profits were being reflected
until final completion of the contract. For
credit grantors, including banks, sureties
and vendors, financial analysis involved
looking only at the results from completed
work. The impact of ongoing work and
profitability in the backlog was as much
about educated guesses as true detailed
analysis of the balance sheet.

THE DANGER OF ESTIMATES

Though helpful, today’s evolved reporting
tools present a real danger to making the
best credit decisions on continuing projects.
Revenues on projects in progress combine
cost to date and an estimate of the profit
earned on those costs. While the cost to
date should be known if the account-
ing systems being used are accurate, the
estimates of cost to complete, final con-
tract price to be billed and the resulting

ESS TESTING

A Contractor's Balance Sheet

BY MARK REAGAN

he last two years have exposed remarkable stress lev-

els in the economy—from global institutions to local

builders—and the construction industry has been

especially hard hit.

While many contractors enjoyed
healthy backlogs and margins as the
economy faltered, the decline in new
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residential and commercial projects has
reduced new work, increased competi-
tion and placed pressure on construction

profit at completion are merely estimates.

If any issues surround the estimated
cost at completion and the potential for
variances on the final amount to be billed
and paid, then those numbers are in flux. In
construction, it is rare to know final num-
bers until a project is nearing completion.
To the extent there are weaknesses in the
reporting systems, the potential for impact-
ing the balance sheet is magnified. Even
if no doubts exist about the quality of the
reporting, it is still imperative that the bal-
ance sheet be re-examined to establish the
extent to which both liquidity and equity

JOHN ZIELINSKI/CORBIS
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are driven by estimated costs and profits.

For example, if a $1 million project is
projected to make a margin of 10 percent
or $100,000, and the costs to date at the
close of a financial reporting period total
$450,000 (half of the total estimated cost
of $900,000), then the costs and esti-
mated earnings to date ($50,000) would
be $500,000. Depending on the amount
billed to that date, the balance sheet would
reflect an under- or over-billing as either an
asset or a liability. The capital would reflect
the estimated profit at that date of $50,000
before overhead, depreciation and taxes.

The important point is that an estimate of
final cost, billing and profit is in the equity. If
the costs exceed the estimate and the profit
recognized at the interim stage was inflated,
then the project makes only $50,000 at
completion and the financial report (based
on the earlier estimates) overstated working
capital and equity by $25,000.

Given that the statements of many
contracts reflect substantial amounts of
estimates of both costs and related profits,
there is always the possibility of a shock
loss if job profits fade and the earlier esti-
mates are restated. This is the inherent
“stress” in a contractor’s balance sheet.

]

THE WEIGHT OF WORK-IN-PROGRESS
Contractor operating results typically are
driven by a handful of larger projects at
various stages of completion. Depending
on a few projects to carry the enterprise
places particular emphasis on the accuracy
of reporting interim results on those proj-
ects. If this handful of larger jobs reflects,
in the aggregate, a significant propor-
tionate share of the earned profits being
reported in any balance sheet, it is likely
that the financial capacity of the firm is
tied up in those projects.

It is not uncommon to analyze a balance
sheet and find the earned profits on the larger
projects in progress represent the strength in
the balance sheet. At times, analysis shows
the earned profits exceed the working cap-
ital—and sometimes the equity—of the
contractor. The implications to any credit
grantor are clear. They are extending credit
on cost and profit estimates.

The implications for contractors are
even more critical. As they look to deploy
their assets in running and growing their
businesses, they need to understand that
the foundation of their financial position
might be centered in their most current
work. The cash on hand may be a function

of billing ahead of both their costs and
profits. This base may be less certain than
the cash resulting from completed proj-
ects. Decision-making regarding new
work, expansion, equipment purchases
and additional staffing may be based on
assumptions that relate back to assump-
tions on the open projects.

While all contractors have some degree
of work-in-progress profits in their balance
sheets, the more prudent decision-makers
continuously stress test their financials.
Prudent credit grantors also understand
the impact of not yet completed profit rec-
ognition when making lending decisions.

With extra pressure on contractors com-
ing from the broader economic climate, a
disciplined effort to identify the degree thata
balance sheet relies on the work-in-progress
estimates can provide valuable insight into
financial stress and strength. This insight
then can better inform strategic thinking
and decision-making by contractors and
their surety and banking partners.

Mark Reagan is managing director for Aon
Construction Services Group. For more
information, call (973) 463-6003 or email
mark_reagan@ars.aon.com.
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BIM'NEW
RISKS

oY LARRY TAYLOR In Construction

n 2004, the National Institute of Standards and Technology It was a relatively small contract, but

. . o the contractor predicted that situations

reported the construction industry was losing $15.8 billion per  like this would happen more often, throw-

) » ing the construction, surety and insur-

year because of poor interoperability and data management, ance industries for a loop. These indus-

tries were comfortable with the way risk,

and deemed bulldlng information modeling (BIM) the answer  roles and responsibilities were assigned

in agreements. Contractors, surety bond

to this COStly problem. BIM makes the bulldmg process a col- producers and insurance underwriters

knew the clauses and provisions some-

laborative effort between design and construction by allowing  times verbatim—but with BIM, they are

) ) ) ) ) struggling to state clearly who is respon-
project teams to visualize the structure, create efficiencies and sible for what.

cut down on costly project changes.

But for all of its benefits, BIM also
is blurring the lines between design and
construction, creating anxiety and unin-
tended consequences in an industry that
is as much about managing risks as it is
about designing and constructing.

WAKE-UP CALL

During the National Association of
Surety Bond Producers’ national
conference in April, a 30-year vet-
eran of the construction industry
explained how he had a BIM wake-
up call. During a panel discussion,
he said his company, as the client’s
preferred contractor, expected to win
a $2 million interior project for a data
center. The company came in with the
low bid and had two professional recom-
mendations. The client, however, selected
another contractor that offered BIM.

DIGITAL VISION/V
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In the traditional model, the client
hired an architect to create a visual plan
and then took it to the market for bids.
Recent trends toward design-build con-
tracts improved project efficiency and, in
theory, decreased the number of disputes
between the designer and the builder.

Now, contractors are moving toward
BIM, in part because of the benefits for
the subcontractor community. BIM allows
subcontractors to be more efficient in
material ordering, prefabrication and other
areas. Contractors that have adopted BIM
are using it to model virtually every job,
putting them in a role with new respon-
sibilities and risks not likely addressed in
standard contracts.

SURETY BOND CONVERSATIONS
Before determining the terms and condi-
tions that ultimately end up in the perfor-
mance bond, construction companies and
bond producers should include their surety
underwriter in a discussion about the fol-
lowing observations:

* Subcontractors using BIM often create the
conceptual plans and enter all the infor-
mation needed for this type of modeling.

* With BIM, typical top-down organiza-

Just as BIM promotes
collaboration hetween
design and construction,

it also should promote
a collahorative effort
among contractors,
bond producers and
surety underwriters.

tion charts don’t work because it is a col-
laborative effort, and roles and responsi-
bilities become less clear. To be successful,
the entire project team must be included:
the owner, engineers, consultants, gen-
eral contractor/construction manager and
specialty contractors.

The team also should discuss the fol-

lowing questions:

* How will this impact existing risk man-
agement practices?

* What risks might be assumed, know-
ingly or unknowingly, in a BIM team
approach?

» Will related risks, such as standards of care,

ownership of documents, costs of new
hardware and software, and responsi-
bilities for project communications be
accounted for in the prime contract and
in the subcontracts?

* Are existing insurance policies and surety
bond forms sufficient for a design and
construction environment using BIM or
related technologies?

* If an architect or a contractor chooses to
use a blanket BIM disclaimer, what kind
of message does that send to the other
team members?

* Does BIM change any expectations
regarding short-term and long-term
building functionality?

Just as BIM promotes collaboration
between design and construction, it also
should promote a collaborative effort among
contractors, bond producers and surety
underwriters. Consulting with the surety
bonding team is critical to an organization’s
successful implementation of BIM.

Larry Taylor is president of Merchants
Bonding Company and past chairman of the
National Association of Independent Sureties.
For more information, call (515) 243-8171 or
email ltaylor@merchantsbonding.com.
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Best Practices for Managing Today’s

n this challenging economic market, well-managed construction firms have
increased their focus on robust risk management practices to better manage
costs and increase profit margins. Enhanced risk management efforts

are no longer just “nice to do,” they are “must do” best practices.

PROJECT FINANCING

Contractors are focusing more than ever on
project financing. In today’s credit crunch,
a contractor must fully investigate the
source of funding for a project. Before a
firm incurs costs and commits resources,
many questions need to be answered.

* Is the project financing in place, and what
is its source? These questions have been
routinely important for jobs in the pri-
vate sector, but how they extend to public
work is vital as well. Many projects are
subject to funding from the sale of bonds,
and the credit crisis has made that source
more problematic than in prior cycles.
Tax revenues have declined, so investors
have reduced their commitments.

Are there contingencies to the financing?
Some project funding is subject to con-
tingencies, which must be fully under-
stood ahead of time. For example, one
construction client was engaged in work
for a retirement community, but the
financing for the work was contingent
on the presale of a certain percentage of
the units. When sales activity slowed,
financing was withdrawn.

Is the financing in place for the entire
project or just for a phase of the work?
If a contractor gears up for 100 percent
of a project, but financing is only avail-
able for a portion of the work, a severe
mismatch occurs that can be detrimental
to the contractor’s finances.

CONTRACTOR FINANCING
Having a relationship with a sound,
committed construction-oriented bank
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BY DAN RIORDAN

is crucial to maintaining cash flow and
financial stability. With exposures to bad
real estate loans, sub-prime mortgages and
other non-performing assets, the financial
condition of many banks has deteriorated.
Prudent risk management calls for a thor-
ough understanding of a bank’s financial
strength to be sure it can perform when
needed. Many experts agree that estab-
lishing a backup banking relationship is
important for construction firms.

Additionally, many banks that were
active in the construction market reduced
their exposure to contractor lending. Some
contractors report their banks are impos-
ing stricter loan covenants in terms of cur-
rent ratio, debt to equity ratios or other
measures. Contractors should develop a
close relationship with their banker so the
bank can be an advocate in the lending
process.

CONTRACT REVIEW

Another industry best practice is the
establishment and utilization of a formal
contract review process. The legal review
of contract terms is either carried out in
house through counsel and staff or through
the use of outside counsel.

The contractor puts its own working
capital and net worth at risk every day
with every contract, and the surety puts
its capacity at risk by writing surety bonds
for the contractor. Overall, the risks the
contractor assumes through the contract
with the owner should be reasonable and
tully recognized by all parties.

From a surety perspec-

tive, three common types

of contract or bond form

risks are:

1. Consequential damage
language with no cap. Some
contracts may have the effect of
consequential damages without
actually using the term “consequential.”
Unlimited consequential damages place
the contractor at great risk and, without
a cap, can create risks in excess of what
is planned. A sound remedy is to insist
on language that acts as a mutual waiver
of consequential damages.

2. “On demand” language requires the
surety to pay monies to the obligee
upon its demand for any and all fees
expended by the owner on account of

JOHN S. DYKES/IMAGES.COM
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the failure and/or refusal of the contrac-

tor to perform and/or comply with the
terms and provisions of the contract.
This could be applied even if there was
no declaration of default.

. Indemnification language in the bond
form expands the liability of the surety
beyond that of its principal. Some bond
forms have broad indemnification lan-
guage covering any and all losses, liability

and damages, claims, judgments, stop
notices, costs and fees, whether imposed
by law or equity, that may be incurred
by the obligee by reason of the failure
or default on the part of the principal.
This language is broad enough to imply
tort liability and other risks the con-
tractor or the surety never intends to
cover under its performance and pay-
ment bonds.

Contractors must utilize these and
other strategies to succeed in today’s
high-risk environment. Talk with a pro-
fessional surety agent, legal counsel and
accountant to craft an effective risk man-
agement strategy.

Dan Riordan is president of Zurich Surety,
Credit and Political Risk. For more informa-
tion, email daniel.riordan@zurich.com.

November 2009 Construction EXECUTIVE | S25


mailto:daniel.riordan@zurich.com

[SPECIAL SECTION:

]

Keep the

Sure

Communication Loop

in the

BY JOHN COYNE

ifficult times can bring out some of the best manage-

ment instincts, especially as construction professionals

shift into survival mode and re-examine longstanding

processes. In doing so, they often streamline overly

expensive processes and eliminate antiquated ones to

come out with a more efficient organization.

However, during all of this self-
examination, it is easy to forget that
the construction executive exists in
a much larger world—a world of
creditors and business associates who,
without hearing from the construction
firm, are left wondering how the orga-
nization is coping with the stresses of
a recession.

Anxious times such as these call
for heightened communication with
all of the interested parties connected
to a construction business, such as its
banker, subcontractors, employees and
surety.

THE HERMIT MENTALITY
Communication often is the first casualty
during an economic downturn. When
times are good and business is growing,
business professionals naturally find it eas-
ier and more pleasant to let others know of
their success, goals and strategies. In tough
times, they are not as determined to share
information. Managers may become more
introverted in hopes that the difficult time
will pass quickly. If the financial statement
has taken a beating, they may feel inclined
to not draw any attention to the situation
lest anyone ask questions or begin to view
the firm in an unfavorable light.
However, putting communication
skills into cold storage until the economic
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landscape improves likely will be coun-
terproductive and could lead to lasting
damage.

WHO TO BRING TO THE TABLE

Construction managers should be proac-
tive and reach out to keep interested par-
ties in the loop. Bankers need to know
about cash flow and a contractor’s ability
to repay loans. Suppliers need to under-
stand when they will be paid for materials
and why payments might be slower. Sub-
contractors that have been loyal partners
need to understand the business plan and

whether bidding may pick up so they, too,
can plan more effectively.

The surety is an equally important part
of the communication loop. The profes-
sional surety is a key stakeholder that can
help a construction company grow or help
keep it in business. Surety bonds protect
creditors against numerous risks facing
a construction project, and a surety can
provide protection for bid, performance
and payment bonds, licenses and permits,
release of liens and supplies.

It is especially important during tough
times to communicate clearly, through
an agent or broker, the state of the con-
struction firm’s financial health and any
unusually difficult financial or technical
issues facing the business. A good surety
has resources in the legal, financial and
accounting arenas.

A professional surety should be a true
partner. Construction project managers
should feel comfortable discussing project
issues in detail. By disclosing problems
to the surety, they can tap the surety’s

resources to address the issue. An

experienced surety will not automati-
cally rescind bond credit upon hearing
negative news, but rather will work
with the firm to get the project back on
track. Just as many construction execu-
tives have met the challenge of difficult
times and weathered the highs and lows
of business cycles, so have many bond
underwriters.

Presenting bad information and seek-
ing the surety’s input is always better than
sitting on a problem and then surprising
everyone with a poor fiscal statement.

Finally, ensure employees understand
management’s thoughts about the future
of the business and where they fit into
the strategy. During downturns, it is not
uncommon for staffing levels to fluctuate.
Poor communication of the vision can lead
to a dispirited workforce.

In this economy, managers in the con-
struction industry must fight the instinct
to “go it alone.” They must engage all of
their stakeholders, including the surety,
and clearly articulate cogent strategies
designed to see them through to the inevi-
table upturn.

John Coyne is vice president of Construc-
tion Services for Travelers Bond & Financial
Products. For more information, call (267)
675-3134 or email jcoyne@travelers.com.
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Maximizing Bonding Capacity in

TOUGH

Economic Times

BY WILLIAM P. WATERS

hen new construction work is scarce and project funding is

tough to come by, the last thing a contractor wants to do is

disrupt its surety bonding program. A firm’s focus needs to be

on maximizing the surety program and avoiding any actions

that would limit its support in any way. Understanding what

the bonding company needs and how the underwriter thinks

is critical to maximizing a bonding program.

ESTABLISHING STRONG PARTNERSHIPS
Most disruptions in bonding support stem
from a breakdown in communication. For
a surety to have the confidence to support
a business plan, it needs to know where the
company has been, where it’s going and
how it plans to get there.

The pursuit of larger projects, new geo-
graphic territories and other types of work
have become common strategies as con-
tractors look for the work and revenue they
need to maintain their operations. Sure-
ties don't like surprises, so if a firm plans
on venturing outside its niche, it needs to
share that information with the surety to
gain buy-in. Two days before bidding is not
the ideal time to tell the surety that the
company wants to shift its focus from retail
work to wastewater treatment plants.

A major component of the surety’s
underwriting process is the analysis of
a contractor’s financial condition—and
most importantly its liquidity. Any situ-
ations that adversely affect liquidity will
have a reciprocal effect on the surety pro-
gram. Many events that affect liquidity
are beyond a contractor’s control, such as
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a hung receivable, a decline in investment
values or a constriction of bank lines of
credit. But intentional decisions by the
contractor can have the same effect.
While using cash to make investments
outside the firm’s core construction busi-
ness, loaning money to an affiliated com-
pany, paying dividends to stockholders or
repurchasing stock might be sound busi-
ness strategies, it is wise to communicate

these intentions to the surety in advance
to determine if they will negatively impact
the bonding program.

Given the surety’s reliance on a com-
pany’s financial statements in determining
the amount of bonding support to extend,
now is not the time to limit the quality or
quantity of financial information provided.
It might be tempting to save money by
skipping an audit or eliminating the CPA-
prepared six-month financial statement, but
the impact on bonding could be negative.

In addition, contractors must provide
timely financial reporting to the surety.
The old saying that “no news is bad news”
is part of the underwriter’s mantra. The
faster a surety receives financials, the better
—even if the news isn’t positive.

OTHER CONSIDERATIONS

The two most common causes of losses
for general contractors are subcontractor
failures and the inability to collect from
the project owner. Now more than ever,
contractors must be diligent in mitigating
the risk of subcontractor failure through
careful screening of subcontractors and,
when appropriate, requiring bonding or
other means of financial protection. Also,
contractors must refuse to start work until
project financing is confirmed.

Contractors should determine how to
handle subcontractor/supplier claims or
performance complaints from the owner.
Designate a point person within the orga-
nization to handle communication with the
surety company’s claim personnel. Com-
plaint letters are becoming more frequent
as potential claimants more proactively
protect their rights under the bond, so it is
imperative to quickly respond to any of the
surety’s inquiries. Surety claim personnel
also can be a great source of information
on how best to handle disputes and protect
a firm’s interests.

Finally, expand the surety relationship
beyond the local representative. A strong
relationship with local personnel is vital,
but getting to know the regional or home
office underwriters can add a depth to
the relationship that will pay dividends
when a unique job opportunity comes
along that requires the surety to stretch
its commitment.

William P. Waters is senior vice president
of CNA Surety. For more information,
email william.waters@cnasurety.com.
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What a
Difference a
CPA Makes

BY EMILIO F. ALVAREZ

serious list of challenges faces construction firms today: reduced

backlogs, new projects that never get off the ground because of

financing issues, too many contractors responding to bids, bids

that come in 20 percent below cost, and difficulty in collecting

retainages because the lender stopped funding.

A good construction CPA can help
contractors overcome these adversities and
assist in the surety underwriting process.

A contractor seeking surety credit
must be able to provide the surety with
timely financial statements that contain
all the pertinent financial data about the
company. The ability to produce accurate
financial information demonstrates that
a contractor is in control of the company.
A CPA that understands the construction
industry can ensure the financial state-
ments are prepared correctly and contain
all the disclosures the surety needs to make
sound credit granting decisions.

At underwriting meetings between
the surety and the contractor, a CPA can
ease the process of analyzing the finan-
cial statements by explaining issues such
as under-billing on a specific project, the
company’s approach to estimating, or the
treatment of costs incurred on unapproved
change orders and claim revenues.

Successful contractors know that it
makes good business sense to treat their
surety as a partner, and quality construc-
tion CPAs support this arrangement. If
a CPA takes a contractor client down a
path of excessive profit distributions and
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incomplete financial statement disclosures
to the detriment of the surety, it is doing a
disservice to its client even though it may
sound attractive to the contractor.

CPAs AND CASH FLOW PROJECTIONS
Although profitability is the ultimate
measure of success for a contractor, it is
equally vital to maintain a close relation-
ship between profitability and cash flow.
Often, a profitable company that pays no
attention to its cash flow will fail faster
than a less profitable company that makes
cash flow a high priority.

As a result of the economic downturn,
contractors are experiencing difficulty col-
lecting receivables, as well as seeing lines
of credit reduced or canceled by banks. A
CPA can assist clients by improving inter-
nal control functions, developing internal
reports that monitor and project cash flow
needs, streamlining the billing process to
accelerate collection, and maintaining
a closer relationship between the costs
incurred and the contractor’s billings.

Monitoring the costs incurred on proj-
ects and controlling spending are of para-
mount importance in managing cash flow.

A CPA should get involved by helping the

contractor produce cash flow reports by
project, by project manager and for the
company as a whole, as well as commit-
ted cost reports and estimated-to-actual
comparisons.

A good construction CPA can help
a contractor make the tough decision to
settle for less than 100 cents on the dollar
when a receivable appears to be in seri-
ous doubt. Contractors, as a rule, find it
difficult to accept less than they deserve
for work they performed and completed
on time.

WORKING CAPITAL

One of the most important items in a
contractor’s balance sheet and the driving
force behind surety capacity is working
capital: the amount of capital that is left
over after the company has realized its cur-
rent assets and paid its current liabilities,
such as payroll. A multiple of working
capital is usually the amount of capacity a
surety is willing to extend to a contractor.

A good construction CPA makes it a
priority to help a contractor institute a
discipline of capital retention and negoti-
ate debt in a way that least impacts the
working capital.

Given the importance of cash flow,
CPAs also can help contractors with tax
planning. Several different methods of rev-
enue recognition are available to contrac-
tors depending on the kind of work they
perform and their volume of annual rev-
enue. These methods may allow the pay-
ment of taxes to be postponed, which has
temporary cash flow advantages.

CPA firms with many construction
clients have the resources to understand
industry best practices and can share that
knowledge with their clients. These firms
have expertise on issues such as equipment
acquisitions, the pitfalls of cost shifting,
the need for sound internal control struc-
tures and the discipline to understand the
next job may not materialize.

Construction CPAs don’t always tell
contractors what they want to hear, but
they do produce accurate financial state-
ments with the full knowledge that multi-
million dollar decisions largely will be
based on the information they provide.

Emilio F. Alvarez is president and managing
director of E. F. Alvarez & Company, P.A.,
Miami. For more information, call (800) 272-
5332 or email ealvarez@efacpa.com.
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The Advantages of

onsensus-Developed
Standardized
Agreements

BY MARK H. McCALLUM AND ROBERT J. DUKE

xperienced construction professionals
know their industry is fragmented
and composed of diverse and
often competing interests.
Successful projects, however,

are characterized by team

members who realize they

must align their interests

to achieve the desired

outcome.

Aligning interests for success-
ful outcomes is a fundamental tenet
of ConsensusDOCS, an initiative to
develop standardized construction agree-
ments being spearheaded by a coalition of
more than 20 leading construction associa-
tions. These stakeholders collectively rep-
resent public and private owners, contrac-
tors, subcontractors, suppliers, designers,
sureties and bond producers.

ConsensusDOCS seeks to benefit
the risk environment of the construction
industry by developing and publishing
standardized forms that address risks and
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ConsensusDOCS
300: Setting the
Contractual
Underpinnings
Of Collaborative
Project
Environments

A recently published standardized form,
ConsensusDOCS 300, promises to
make many project participants rethink
their roles on construction projects.

It establishes the expectations for a
collaborative project environment up-
front. The principal parties must form
a project management group focused
on collaborative decision-making

and communication. The owner, the
design professional and the contrac-
tor are all represented in the manage-
ment group, which strives to reach
decisions “in the best interests of the
project” through consensus.

One advantage is that key trade
contractors, at the discretion of the
management group, can be consulted
during the early stages of design and
participate in preconstruction.

Moreover, the principal parties
have the opportunity to share the
risks and rewards of the project by
establishing a financial incentive pro-
gram. For example, the project parties
may agree to release one another
from the results of project decisions
made collaboratively by selecting a
“safe harbor” decision-making policy.

Lean construction principles—
aligned interests, expansive commu-
nication, transparent decision-making
and thorough planning—are evident
throughout the structure of Consen-
susDOCS 300.

ConsensusDOCS 300 anticipates
that the parties may exchange docu-
ments and data electronically by pro-
viding an electronic communications
protocol. It also lays the foundation
for the parties to use building informa-
tion modeling.

Next on the ConsensusDOCS
“change” agenda: a standardized
addendum for green building
requirements.

responsibilities in the “best interests of the
project,” not solely in the best interests
of a single party. The ConsensusDOCS
coalition advocates that the “doors” of its
document development process are open
to all organizations and constituencies.
The drafting process ensures any constitu-
ency with a stake in the development of a
specific form has the opportunity to have
a meaningful voice, regardless of whether
that constituency is a formal member of
the coalition.

ConsensusDOCS publishes a compre-
hensive library of more than 90 standard-
ized forms that cover the main delivery
approaches, such as design-bid-build, con-
struction management and design-build.
The library also includes coordinated design
agreements and subsidiary forms, such as
payment applications and change order
forms. Further, ConsensusDOCS publishes
the most extensive set of standardized bond
forms available for private work.

USER BENEFITS

Adoption of ConsensusDOCS forms as

preferred contract forms may return signifi-

cant dividends to users, such as increasing
the pool of qualified contractors, reducing or
eliminating an adversarial environment, fos-
tering positive relationships, avoiding time
and cost contingencies to cover unreason-
able or misallocated risks, and enhancing the
project owner’s business reputation in the
construction community. These dividends
may translate into reduced total project
costs, a lower incidence of project disputes
and a shortened project delivery time.

Attributes of ConsensusDOCS forms
that set them apart from other standard-
ized forms include:

* integrating agreement forms with general
conditions in one document with dispute
provisions;

* placing provisions characterizing the
relationship of the parties in one section
at the beginning of the document;

* assuming the project owner will be an
active, not passive, project participant;

s forging a close working relationship
between the project owner and the con-
tractor, particularly with respect to project
communications and decision-making;

* removing the design professional as the
initial decision-maker/arbiter of dis-
putes between the project owner and
the contractor;

Use of accepted industry

* preserving, when possible, as much
autonomy for project parties to develop
their own early solutions to disputes, such
as step negotiations and mediation; and

* ensuring multi-party proceedings to pre-
serve the efficiency of the process and the
consistency of results.

Use of accepted industry standard form
agreements like ConsensusDOCS pro-
vides assurance to other key project par-
ties, such as sureties, subcontractors and
suppliers, that the provisions are fair and
balanced, and do not pose an unreasonable
assumption of risk for the prime contractor
and downstream parties. Moreover, stan-
dard forms contain provisions familiar to
insurers and sureties, which facilitates the
underwriting processes for critical insur-
ance policies and surety bonds.

Contracting parties, however, should
retain knowledgeable legal counsel to
review the form contract to ensure all
terms and conditions are appropriate to
the needs of the parties and are enforceable
in the specific jurisdiction of the project.

Simply put, ConsensusDOCS is a
unique effort that follows a tried and true
model for construction projects—com-
municating and aligning party interests to
achieve successful results. For more infor-
mation about ConsensusDOCS and a
listing of all available standardized forms,
visit www.consensusdocs.org.

Mark H. McCallum is general counsel and
director of government relations for the
National Association of Surety Bond Pro-
ducers, and Robert J. Duke is director of
underwriting and assistant counsel for The
Surety & Fidelity Association of America.
For more information, email mmcallum@
nasbp.org or rduke@surety.org.
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Bond Waivers
Hurt More than Help
al:zl] Economy

iR | BY LENORE MAREMA
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This year, the U.S. Senate discussed a
provision to waive surety bonds for any
public project funded by the economic
stimulus package. Shortly thereafter, the
Oregon Department of Administrative
Services adopted temporary emergency
; procurement rules that permitted state
~ | procurement officers to waive performance
: bond or payment bond requirements for
~ projects funded under the 2009 “Go Ore-
| gon!” economic stimulus package. The
temporary rules expired in August, and
‘ legislation that would have extended the

| emergency rules until January 2012 was

defeated later in the session.
‘ In New York, legislation was introduced
late in the session that would have created
b3 a small business mentoring program under
| L which the Metropolitan Transportation
Authority (MTA) would have been able
to waive many state procurement require-
ments. Small businesses would have part-
s the economy begins its slow recovery, contractors are look-  nered with MTA-selected construction
) ) manager mentors for four years, during
ing for work to keep their businesses going, their workers which time the team could have been
) awarded MTA public works projects cost-
employed and their equipment fully utilized. In particular, ing $1 million or less. The MTA would
have been permitted to waive requirements
contractors have their eye on the public projects being funded  for bid, performance and payment bonds;
competitive bidding; awards to the lowest
through the $787 billion economic stimulus that COI’IgI’CSS responsible bidder; and the anti-directed
insurance and surety provisions for small
passed earlier this year. In some cases, these contractors pre-  businesses participating in this mentoring
) program. In the first year, the aggregate
viously worked in the residential construction market and are  amount of contracts let under this program
could not be less than $10 million or more

seeking public work for the first time. than $100 million. The legislation was
defeated in the New York Senate.

Legislators at the state and federal in the current economy by waiving the However, Ohio successfully enacted a

level have tried to pass laws to help small ~ bonding and other requirements for public ~ bond waiver program as part of its state

and emerging contractors win public jobs  procurement. budget that allows contractors to perform
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four state projects without bonding. The
first contract for a project done without
bonding may be $25,000 or less, after
which a contractor can obtain a contract
of up to $50,000 without providing the
bonds required by law. The third contract
without bonding is for a project up to
$100,000, and the fourth is for a project
up to $300,000. The bond amounts for
unbonded work for contracts with local
governmental entities are $25,000, $50,000,
$100,000 and $200,000. Contractors must
participate in a contractor assistance pro-
gram for the first two unbonded projects
and must have successfully completed

]

such a program to obtain the last two
unbonded projects. A contractor must suc-
cessfully complete one unbonded job to be
awarded another one.

THE PROBLEM: TAXPAYERS PAY THE PRICE
Although well-intended, these legislative
efforts could hurt more than help contrac-
tors and taxpayers. Because mechanics liens
cannot be asserted against public property,
laborers, subcontractors and suppliers on
public projects must rely on the general con-
tractor’s payment bond for protection.

If this bond is waived, these parties
have no way to collect for their services

and supplies if the contractor is unable or
unwilling to pay them. Small and emerg-
ing contractors are more likely to start as
subcontractors. If no bonds are in place,
subcontractors and suppliers either have
to risk losses from nonpayment that they
cannot afford, or not work on the public
jobs for which they are qualified.

In the current economy, contractors
must have payment protection.

The performance bond ensures the
project is completed with the state and
local taxpayers paying only the contract
price. If a performance bond is not pro-
vided, the taxpayers take on the risk that

What Small Contractors Need:

Targeted Bonding Assistance and Access to Capital

By Sam Carradine

Small and emerging contractors historically have had difficulty obtain-
ing bonding on public projects, but this challenge is being met through
contractors’ increased awareness of bond readiness requirements.
New products and markets for bonds are tailored to this contractor
group, and federal, state and local governmental entities support
enlightened programs in partnership with the surety industry. This
combination has proved to be a powerful and effective way to make
bonding available to the broad spectrum of contractors that need it.

A troublesome fallout of the economic downturn is the increas-
ing undercapitalization of small contractors that, in turn, contributes
to their bonding difficulties. Applications for lines of credit, the life-
blood of contractors, are being rejected at a record rate, and banks
are lowering these lines for their existing customers, too.

In the absence of some form of expanded capital access, small
businesses are having difficulty taking advantage of contract-
ing opportunities in the economic stimulus package. And with
reduced credit, some contractors are not able to obtain bonds
in the amounts that they have in the past. This often is seen as a
problem with the surety tightening its underwriting standards, but
it actually is a problem of access to capital.

Model Contractor Development

During the past several years, The Surety & Fidelity Association
of America’s (SFAA) Model Contractor Development Program
(MCDP) has been implemented successfully around the country,
and current programs are under way in New York, Mississippi,
Maryland, Texas, lllinois, Ohio and Washington, D.C.

The MCDP is a collaboration between the surety industry and
local partners (usually state or local governmental entities) that con-
sists of educational workshops that provide information on improv-
ing a construction company’s operations. Bond readiness activities
include one-on-one interactions with surety bond producers, under-
writers and other professionals who work with the contractors on a
case-by-case basis to assemble the materials necessary to com-
plete a bond application and address any omissions or deficiencies
that might deter the successful underwriting of a bond.

In its first year, the New York State Bonding Initiative resulted
in more than $30 million of direct bond placement, and the
Mississippi program graduated more than 300 contractors in
five locations throughout the state.
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MCDP initiatives also include capital access components that
address the working capital and collateral needs of contractors
seeking bonding. Both the New York and Mississippi MCDPs em-
ploy capital access to support contractors participating in these
programs. In New York, the capital access program provides
working capital loans for contractors to support their cash flow
needs once a contract has been awarded. Collateral lending also
enhances their bondability.

In Mississippi, the capital access loan program increases the
availability of financing for borrowers that might have difficulty ob-
taining conventional loans. Although these funds are not directly
tied to bonding, access to such funds enhances a company’s abil-
ity to obtain bonding by providing an incentive to the participating
banks to provide a loan or line of credit to the contractor.

Pilot Programs

Drawing on these experiences, SFAA entered into a memoran-
dum of agreement with the U.S. Department of Transportation
(DOT) that includes a “pilot” capital access effort in which the
DOT would fund the collateral often needed to meet bonding
requirements. If successful, this regional pilot program will be
implemented through state DOTs around the country.

SFAA also has a memorandum of understanding with Associ-
ated Builders and Contractors (ABC), and is exploring ways to
incentivize small and emerging contractors to become ABC mem-
bers by offering targeted access to the resources of SFAA's MCDP.

As small and emerging contractors struggle through what
is likely to be a slow economic recovery, more will utilize these
types of programs for collateral and their first bond, as well as
to obtain working capital and bond increases. As a matter of
policy, legislators at the state and federal levels should avoid the
dubious fix of bond waivers and increased bonding thresholds,
and instead fund and implement workable programs that address
both access to capital and access to bonding for this critical
sector of the contractor community.

Sam Carradine is director of development and diversity for
The Surety & Fidelity Association of America, Washington, D.C.
For more information, call (202) 463-0600 or email scarradine@
surety.org.
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Results

Stability

Experience

Berkley Surety Group, LLc

Partnership
BSG

Commitment

The Berkley Surety Group, LLC is a wholly owned subsidiary of
Berkley Regional Insurance Company Inc. (BRIC). We use BRIC to

write the majority of our bonds. BRIC is rated "A+" (Superior)
by A.M. Best. BRIC is also approved by the Department of Treasury
and appears in the Department Circular 570 (T List).

www.berkleysurety.com
973.775.5021
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the contractor will default. If no bonds are
in place and a default occurs, the state and
local contracting entities bear the burden
of re-letting work and paying any excess
completion costs. Those costs ultimately
are borne by taxpayers. Most state and local
budgets currently have little or no leeway
to absorb the extra completion costs from
a contractor default.

Because waiving bond requirements
permits contractors to bid on public
projects without being required to pro-
vide payment and performance bonds, the
result could be that financially unstable
contractors—which otherwise cannot

1

obtain bonding and are not prequali-
fied by sureties—would be bidding and
obtaining public construction projects.
This increases the risk of nonpayment
for subcontractors and the risk of default
to the state and its taxpayers.

BID PROTESTS LIKELY

In Oregon, state procurement officers have
not used their temporary powers to waive
bonds. But in Ohio, state and local pro-
curement agencies face the difficult task
of implementing their new law. Will state
and local agencies have to let contracts for
which some of the bidders have to provide

o —

e
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construction professionals seeking management
level positions—don’t get lost on generic job boards!

Job Seekers

e Post your resume anonymously
to hundreds of construction
companies

e Manage your job search

e Search job postings for
management-level construction
positions

e Access an advanced job alert
system

FIND OUT WHAT YOU'VE BEEN MISSING. GET STARTED TODAY!

www.ConstructionJobNetwork.com
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e Target qualified management-
level construction professionals

e Quickly post job openings

e Manage your online
recruiting efforts

e Access advanced resume
search tools

e Get the best candidates
for your job postings
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bid security and others do not? How many
jobs can a small or emerging contractor
bid on in order to get that first unbonded
job? Who will keep track of how many
times a small or emerging contractor bids
to obtain a contract, and who will know if
the contractor is on its first, second, third
or 20th contract without bonds?

Contractors will be bidding without
bonds to various state and local entities.
What mechanism exists to detect and
prevent a contractor from performing
four unbonded jobs and then starting all
over under a different company name or a
change in ownership? If contactors are bid-
ding on a job without bonds against other
bonded contractors, which party will review
the unbonded contractors to see if they can
complete the job, and when in the process
will this qualification be done?

Letting a job in Ohio in which the bids
of small and emerging contractors do not
have to include bid and final bonds, but
the bids of other contractors must include
bonding, could increase bid protests in the
state. Under the Ohio procurement laws,
the state must accept the “lowest respon-
sible and responsive bidder.” For the state’s
political subdivisions, it’s the “lowest and
best” bidder. What if an unbonded small
contractor is the low bidder? Do the public
contracting entities in Ohio have enough
authority under the statutory standards of
“responsible and responsive” bidders and
“best” bidders to award the contract to a
bonded contractor? The new law may turn
Ohio’s procurement process into a conten-
tious and litigious mess.

There is good public policy for the
universal requirement of surety bonds on
public works projects. These bonds guar-
antee the project will be completed and
that subcontractors, suppliers and laborers
get paid. If a surety backs a contractor that
defaults on the project, the full amount of
the surety bond is available to complete
the work and to pay the companies that
performed work on the job.

It makes little sense in a weak econ-
omy to waive the protections of the per-
formance and payment bonds required by
state and federal law.

Lenore Marema is vice president of gov-
ernment affairs for The Surety & Fidelity
Association of America. For more informa-
tion, call (202) 778-3637 or email Imarema@
surety.org.
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Congress Changes Rules =Y ®oreeT ¢ vuxe

For State Projects Funded
By Stimulus Plan

key underwriting consideration for a performance bond is
a contractor’s experience in performing work similar to the
project being bonded. Included in this assessment is not
only the nature of the work, but the type of owner. Experi-
ence shows that different owners, such as a private owner,
a state agency or the federal government, present differ-
ent rules under which a contractor must operate. Some
of these rules may be informal, while others are formally

written in the procurement code and regulations.
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Experience with a particular type of
owner indicates to the surety that the con-
tractor has appropriate knowledge of the
rules; moving from one type of owner to
another usually means the contractor will
face a learning curve.

However, what if the contractor sticks
with the same type of owner, but the rules
change? Such a scenario is under way
with respect to state projects funded by
the American Recovery and Reinvestment
Act of 2009 (ARRA).

Not only do contractors entering an
ARRA-funded state contract need to
comply with applicable state statutes and
regulations, but they also must comply
with certain federal requirements.

WAGE REQUIREMENTS

Under section 1606 of Division A, Title
XVI of the ARRA, all laborers employed
by contractors and subcontractors funded
in whole or in part by the ARRA must
be paid wages at rates not less than those

STEVE DININNO/IMAGES.COM
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on similar projects in the locality as deter-
mined by the U.S. Department of Labor in
accordance with the Davis-Bacon Act.

In other words, the law extends the pre-
vailing wage requirements of the Davis-
Bacon Act to state projects that use ARRA
funds. With respect to work in states
that do not have prevailing wage laws,
adherence to Davis-Bacon Act require-
ments may affect the contractor’s cost
structure.

‘BUY AMERICAN’ REQUIREMENT

Under section 1605 of Division A, Title
XVI of the ARRA, all iron, steel and
manufactured goods used in the construc-
tion, alteration or maintenance of a public
project funded in whole or in part by the
ARRA must be produced in the United
States unless the requirement is waived
by the appropriate federal agency. Waivers
must be based on a determination of non-
availability, unreasonable cost or inconsis-
tency with the “public interest.”

To soften the requirement, section 1605
requires the application of “Buy Ameri-
can” requirements in a manner consistent
with U.S. obligations under international
agreements. Under some circumstances,

]

manufactured goods, iron and steel from
a country other than the United States
may be permissible if the state is a party
to an international agreement (such as the
World Trade Organization Government
Procurement Agreement).

On April 3, 2009, the Office of Man-
agement and Budget released an interim
final guidance that was meant to clarify
the “Buy American” requirements in the
context of financial assistance awards to
states and other recipients. However, the
guidance highlights only the intricate set
of rules with which the state procurement
agency and the contractor must comply.

INSPECTION OF RECORDS

Under section 902 of the ARRA, the fed-
eral Comptroller General is empowered
to examine any records of a contractor or
subcontractor on projects using ARRA
funds. The Comptroller General also is
empowered to interview any officer or
employee of the contractor.

BONDING CONSIDERATIONS

As a result of the ARRA requirements,
states are including special terms and
conditions in contracts that are funded,

in whole or in part, with ARRA funds—

creating new obligations for the contrac-

tors and subcontractors on the project. In

light of these additional requirements, a

surety’s underwriting of a bond for a state

project must take into consideration the
new obligations.

Certain points of analysis include:

* Is the project funded wholly or partially
by ARRA funds?

* Does the contractor have internal sys-
tems and processes in place to respond
to federal oversight and audits?

* What are the particular “Buy American”
requirements for the project? How will
the contractor meet the requirements?

* Does the contractor’s estimate account
for any possible increased costs as a result
of the requirements?

In light of the ARRA, a surety can-
not be comforted solely by the fact that
a contractor has extensive experience on
projects in a particular state.

Robert J. Duke is director of underwriting
and assistant counsel for The Surety &
Fidelity Association of America. For more
information, call (202) 463-0600 or email
rduke@surety.org.
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| know our success is predicated upon allowing people to do what they know.
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Need More

nformation About

URETY
BONDS?

SURETY INDUSTRY OFFERS BROCHURES,
CDs AND PRESENTATIONS

he Surety & Fidelity Association of America and the

National Association of Surety Bond Producers provide bro-

chures, presentations, CDs and other information to help

contractors better understand surety bonding—from bidding

on a public works project to becoming more competitive,

obtaining a first bond, and establishing relationships with a

professional bond producer and surety underwriter.

Materials geared toward contractors
and subcontractors include:

* How to Obtain Surety Bonds—An over-
view of the bonding process, from finding
a producer to undergoing the prequalifi-
cation process.

o Importance of Surety Bonds in Construction
—An overview of the value and benefits
of contract surety bonds.

* Surety Companies: What They Are and
How to Find Out About Them—How to
qualify a surety company through readily
available resources.

* Helping Contractors Grow: Surety Bonds
Jfor New & Emerging Contractors—
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Bonding assistance and support programs,
bond guarantee programs and mentor-
protégé programs for new and emerging
contractors.

* An Owerview of the Contract Surety Bond
Claims Process—Performance bond de-
fault situations, payment bond claims
and project-owner expectations.

* Surety Bonds: A Guide for Contractors—
Presentations and links to online resources
contained on an easy-to-use CD.

For more information, visit www.sio.
org and select Contractors/Subcontractors.

To order or download materials, select
Brochures and CDs.

The Surety & Fidelity Association of
America

1101 Connecticut Ave. NW, Suite 800
Washington, DC 20036

(202) 463-0600

(202) 463-0606 Fax

www.surety.org

information@surety.org

The Surety & Fidelity Association of America
(SFAA) is a nonprofit corporation with
members engaged in the worldwide busi-
ness of suretyship. Member companies
collectively write the majority of surety and
fidelity bonds in the United States. SFAA is
licensed as a rating or advisory organiza-
tion in all states, as well as in the District of
Columbia and Puerto Rico, and it has been
designated by state insurance departments
as a statistical agent for reporting fidelity
and surety experience. SFAA represents its
member companies in matters of common
interest before various federal, state and
local government agencies.

National Association of Surety Bond
Producers

1828 L St. NW, Suite 720

Washington, DC 20036-5104

(202) 686-3700

(202) 686-3656 Fax

www.hasbp.org

info@nasbp.org

The National Association of Surety Bond
Producers (NASBP) is the association of,
and resource for, surety bond producers.
NASBP members are professionals who
specialize in providing surety bonds for con-
struction and other commercial purposes

to companies and individuals needing the
assurance offered by surety bonds. NASBP
members have broad knowledge of the
surety marketplace and the business strate-
gies and underwriting differences among
surety companies. As trusted advisors, pro-
fessional surety bond producers act in many
key roles to position their clients to meet
underwriting requirements for surety credit.
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ey’ INSURANCE COMPANY

ACSTAR Insurance
Company
233 Main St.
New Britain, CT 06050-2350
Contact: David A. Price
Phone: (860) 224-2000
Fax: (860) 229-1111
Email: dprice@acstarins.com
www.acstarins.com

With a well-known reputa-
tion for delivering the “best
service anywhere,” ACSTAR
provides bonding nationwide
for contract and commercial
surety needs in the standard
and specialty marketplace.

Jl.n--

\,.-' \

ALLSTAR
Alistar
1301 Hightower Tr., Ste. 210
Atlanta, GA 30350
Phone: 800-424-0132
www.allstarfg.com

We are an exclusive MGU for
Treasury listed sureties, having
full underwriting and binding
authority. We specialize in the
‘tough’ bonds — give us a try.

b
AR,
5 cArch
Insurance Group”
Arch Insurance Group
30 E. 7th St., 22nd FI.
St. Paul, MN 55101

Construction Insurance
Contact: John Mentz
Phone: (651) 855-7100
Fax: (651) 855-7171

Surety
Contact: Mark Vonnahne
Phone: (215) 606-1701

Fax: (215) 606-1610
www.archinsurance.com

Arch Insurance Group brings
a high level of underwriting,
claims and loss-control exper-
tise to both construction and
surety marketplaces.

Berkle Y Surct}-' Gmup

Berkley Surety Group, Inc.
325 Columbia Tpk., Ste. 253
Florham Park, NJ 07932
Contact: Joanna Bennewitz
Phone: (973) 549-1720
Fax: (973) 301-4869
Email:
jbennewitz@wrbcsurety.com
www.berkleysurety.com
Berkley Surety Group, Inc.
offers a full array of contract
and commercial surety prod-
ucts backed by an A.M Best
rating of A+.

C€NA SURETY

CNA Surety
333 S. Wabash Ave., 41-S.
Chicago, IL 60604
Contact: Bill Waters
Phone: (312) 822-2334
Fax: (312) 755-7276
Email: info@cnasurety.com
www.chasurety.com

CNA Surety Corporation is
the largest publicly traded
surety company in the coun-
try. We provide a full range
of contract and commercial
bonds in all states, Canada
and Puerto Rico.

I_;ihcrt}'
Mutual

Liberty Mutual Surety
450 Plymouth Rd., Ste. 400
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Plymouth Meeting, PA 19462
Contact: Roland Richter
Phone: (610) 832-8235
Fax: (610) 834-8416
Email:
surety@libertymutual.com
www.libertymutualsurety.com
Liberty Mutual Surety spe-
cializes in providing contract
surety bonds for construc-
tion firms, manufacturers and
suppliers, and commercial
surety bonds for corporations
and individuals.

PN
TRAVELERS )

Travelers Bond
& Financial Products
1 Tower Sq.
Hartford, CT 06183
Contact: Dennis Lane
Phone: (860) 277-5168
Fax: (860) 277-3931
Email: jlane2@travelers.com
www.travelersbond.com
For over 100 years,
Travelers has enjoyed a rich
heritage as a leader in the
surety industry. Travelers
provides a variety of surety
products and services to gen-
eral and heavy contractors,
construction managers and
subcontractors of all sizes.

Z

ZURICH

Zurich

600 Red Brook Blvd.

Owings Mills, MD, 21117

Contact: Jerry Haley

Phone: (410) 559-8723

Fax: (866) 947-1075

Email

gerald.haley@zurichna.com

www.zurichna.com/surety
Zurich Surety helps U.S.

and internationally based
customers succeed by offering
meaningful surety capacity and
consistently delivering value
added underwriting and risk
management insights through
a relationship based approach.

NATIONAL
BROKERS

y/X

ALLIED NOKTH AMERICA
Allied North America
390 N. Broadway
Jericho, NY 11753
Contact: Lisa Buglione
Phone: (516) 733-9200
Email:
Ibuglione@alliedna.com
www.alliedna.com

Allied North America is
one of this country’s largest
surety and insurance brokers
specializing in the construc-
tion industry. And with good
reason: Construction is all we
do—and all we have done—
since 1979. Coast to coast,
we’ve got you covered.

AoON

Construction Services Group

Beyond Protection. Partnership.
Aon Construction
Services Group
707 Wilshire Blvd.
Ste. 2600
Los Angeles, CA 90017
Contact: Mark Reagan
Phone: (888) 678-7310
Email:
mark_reagan@ars.aon.com
www.aon.com

Building wealth and creating
opportunity through unity in
partnership with our clients.
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Are Your Agent/Broker and

?,ERG;.‘;NAL Underwriter Committed to L'mg
the Construction Industry?
CALIFORNIA

Risk and insurance professionals certainly

M’!fant are at these companies:

Alliant Insurance Services, Inc.

701 B St., 6th FI. Number of CRIS Designees

San Diego, CA 92101 CONA ..o 238

Contact: Lawrence F. McMahon Allied North America............... 156

Phone: (619) 849-3832

Fax: (619) 699-2110 Lockton..........coccooieviinincnneen. 111

IEn’lai/: ool Zurich..............cccooooiieiiiinn 69
mcmahon@alliantinsurance.com

arvrwr alliantinSUrance.com AON....ooiiiiiiiiieceeeeeeeeeen 63
Since 1925, we have provided surety WIILES.....ooveieiiieee e 46

bonds and insurance for contractors 3

and developers, Our strength is do. Amerisure..............cccoceeiiinnnn 40

veloping a responsive surety program Marsh........cooooooiviiiiiiiiii, 39

and being your determined advocate.
9y (Numbers as of September 1, 2009)

(1 Congratulations to these organizations, and nearly 3,000 total designees,
e who demonstrate their industry commitment through the
Construction Risk and Insurance Specialist (CRIS®) certification!
Contractors & Use the CRIS Directory to find an agent or broker committed
Developers Bonding to your industry at www.CRIS-CE.com.

534 E. Badillo St.
Covina, CA 91723
Contact: Philip Vega, Frank Morones
Phone: (626) 859-1000
Fax: (626) 859-1001
Email: phil@cndbonding.com,
frank@cndbonding.com
www.cndbonding.com

Surety bond only brokerage
specializing in providing bonding

CONSTRUCTION SURETY

elping the beginner as well as the | (el ; = '.i-'-"_l.ﬂ - | *
go;lapt)wisgtqiégtez bgond user. Heeth ng‘.l@?._t.?_ _Lﬁ?d_lr? l Lilz_?i,:_j ﬁj@? gﬁﬁ-{r E_ﬁ%&_ﬁ?
G Insurance Services Inc.

Gﬂ“ﬂghf:r A Name in Surety for More Than 30 Years

Construction Services Providing Contractors and Developers

Gallagher Construction Services Responsive and Responsible Contract Bond
1 Market, Spear Tower, Ste. 200 and Sub-Division Surety Bond Support
San Francisco, CA 94105
Contact: Susan Hecker
e e com SOUTH COAST SURETY
Contact: Brian Cooper surety@southcoastsurety.com
Email: brian_cooper@ajg.com 1-800-361-1720
Phone: (415) 391-1500 (949) 361-1692 Fax (949) 361-9926 Member
Fax: (415) 391-1882 DOI Lic# OB57612
Www.ajg.com
At Gallagher Construction Services, www.southcoastsu rety.co m @

it’s no accident that construction is
our middle name. Building surety
programs for contractors is our spe-

Sourbusiness werop bt South Coast Surety CAN Make a Difference
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Insurance Services Ioc.
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South Coast Surety
1031 Calle Recodo, Ste. D
San Clemente, CA 92673
Contact: Steven Swartz
Phone: (949) 361-1692
(800) 361-1720
ax: (949) 361-9926
Email: surety@southcoastsurety.com
http://southcoastsurety.com/
For nearly two decades, South
Coast Surety has provided surety
support to contractors. While West
Coast focused, we provide surety
bonding on a national basis.

CONNECTICUT

QJM'SEGHOUP NY, LLC

Fidelity and Surety Bond Agency

Blaise Group NY, LLC
256 E. 3rd St., 2nd Fl.
Mt. Vernon, NY 10550
Contact: Novica Prekpala
Phone: (914) 667-7700
Fax: (914) 219-1034
Email: novica@blaisebonds.com
www.blaisebonds.com

The Blaise Group, NY, LLC special-
izes exclusively in surety and fidelity
performance bonds. Our single focus
allows us to more fully understand
the needs of our customers and to
serve them better.

Bruen Deldin DiDio Associates
1062 Barnes Rd., Ste. 303
Wallingford, CT 06492
Contact: Jeffery P. Deldin
Phone: (800) 660-6934
Fax: (203) 269-8155
Email: jdeldin@bddinsurance.com
www.bddinsurance.com

Full lines bonding and insurance
agency with over 60 years of
experience. All types of construction
surety bonds serviced by top A rated
surety carriers.

FLORIDA

DAWSON
COMPANIES

Dawson of Florida, LLC

1615 S.E. 47th Terr.

Cape Coral, FL 33904

Contact: Matt Bevins

Phone: (239) 542-1533

Fax: (239) 542-5527

Email:

mbevins@dawsoncompanies.com

www.dawsoncompanies.com
Full-service insurance and finan-

cial services agency, specializing

in construction insurance, surety

bonding, and employee benefits.

JBIGroup

CONSTRUCTION BONDS

JBI Surety Group, LLC
10014 N. Dale Mabry Hwy., Ste. 101
Tampa, FL 33618
Contact: Bob Bond
Phone: (813) 749-7531
Fax: (813) 412-1278
Email: bondjbigroup@aol.com
www.jbibonds.com

JBI Group is one of the leading
bond agencies in Florida with of-
fices in Ft. Lauderdale and Tampa.
We pride ourselves in our many
satisfied construction clients. Call
us for an interview.

MIELSON & COMPANY.

Nielson & Company, Inc.
8000 Governors Square Blvd.
Ste. 101
Miami Lakes, FL 33016
Contact: David Hoover
Phone: (305) 722-2663
Fax: (305) 558-9650
Email: dhoover@nielsonbonds.com
www.nielsonbonds.com

From negotiating your line of credit
to providing you with day-to-day
servicing of your account, no one
does it better.

INC.
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IOWA

MERCHANTS

BONDING COMPANY

Merchants Bonding Company

2100 Fleur Dr.

Des Moines, 1A 50321

Contact: Michael Foster

Phone: (800) 678-8171

Fax: (515) 243-3854

Email:

mfoster@merchantsbonding.com

www.merchantsbonding.com
Merchants Bonding Company

specializes in common sense

underwriting providing contract

surety bonds, commercial license

and permit, notary, probate, public

official, and fidelity bonds. “A” rated

(Excellent) by A.M. Best for 51 con-

secutive years, Merchants is ranked

among the top 20 surety writers in

the United States and the top writer

of surety bonds in lowa.

MARYLAND

o O
Centennial Surety
Associates, Inc.
1514 Jabez Run, Ste. 100
Millersville, MD 21108
Contact: Michael E. Schendel
Phone: (410) 888-9110 X205

or (301) 725-1855

Fax: (301) 725-2430
Email: mike@centennialsurety.com
www.centennialsurety.com

Centennial Surety is one of the
largest bond specialists in the region.
Through our extensive bonding
network, we can service contractors

of any size.
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Early, Cassidy & Schilling, Inc.
1375 Piccard Dr.
Rockville, MD 20850
Contact: Lynne Cook
Phone: (301) 948-5800
Fax: (240) 864-8168
Email: cooklw@ecsinsure.com
www.ecsinsure.com
E,C & S is a risk management firm
with local roots and global reach.
Our surety experts are proud to
service the Mid-Atlantic’s finest
construction firms.
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Early, Cassidy & Schilling, Inc.

HD

INSURANCE

AASCHCTATES, e
HMS Insurance Associates, Inc.
10751 Falls Rd.
P.O. Box 1427
Brooklandville, MD 21022
Contact: Brian E. Wilcox
Phone: (410) 337-9755
Fax: (410) 337-0551
Email: bwilcox@hmsia.com
www.hmsia.com

Regional agent/broker with over

65 years of experience providing
commercial insurance, surety bond-
ing, risk management and financial
services to the construction industry.

Insurance Agency, LLP est.193a

McFarlin Insurance Agency, LLP

6315 Hillside Ct., Ste. D

Columbia, MD 21046

Contact: Dwight E. Crone

Phone: (410) 312-7800

Fax: (410) 312-7808

Email:

dwight@mcfarlininsurance.com
Established in 1939, McFarlin

Insurance specializes in bond and

insurance programs for those in the

construction industry.

MICHIGAN
CORNISHeZACK HILI
. &
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Cornish, Zack, Hill &
Assaociates, Inc.
24225 W. Nine Mile Rd.
Southfield, MI 48033
Contact: Kathy Zack
Phone: (248) 353-5850

ax: (248) 353-1432
Email: kzack@cornishzack.com
www.cornishzack.com

Licensed nationwide with 48 years
of experience. Both national and in-
ternational capabilities. Specializing in
surety, fidelity, financial guarantee and
all miscellaneous bonds. Unsurpassed
customer service.
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MINNESOTA

Cobb Strecker Dunphy
& Zimmermann, Inc.
150 S. 5th St., Ste. 2800
Minneapolis, MN 55402
Contact: John Tauer
Phone: (612) 349-2400
Fax: (612) 349-2491
Email: jtauer@csdz.com
www.csdz.com

Since 1919, CSD&Z has focused
on providing customized insurance,
surety and risk management solutions
to its construction and design clients.

NEW JERSEY

BULA!:S,E,GROUP NY,LLC

Fidelity and Surety Bond Agency

Blaise Group NY, LLC
256 E. 3rd St., 2nd FI.
Mt. Vernon, NY 10550
Contact: Novica Prekpala
Phone: (914) 667-7700
Fax: (914) 219-1034
Email: novica@blaisebonds.com
www.blaisebonds.com

The Blaise Group, NY, LLC special-
izes exclusively in surety and fidelity
performance bonds. Our single focus
allows us to more fully understand
the needs of our customers and to
serve them better.

NEWYORK

’ SE GROUP NY, LLC

ety Bond Agency

Blaise Group NY, LLC
256 E. 3rd St., 2nd FI.
Mt. Vernon, NY 10550
Contact: Novica Prekpala
Phone: (914) 667-7700
Fax: (914) 219-1034
Email: novica@blaisebonds.com
www.blaisebonds.com

The Blaise Group, NY, LLC special-
izes exclusively in surety and fidelity
performance bonds. Our single focus
allows us to more fully understand
the needs of our customers and to
serve them better.

Bruen Deldin DiDio Associates
621 Clocktower Commons, Rt. 22
Brewster, NY 10509
Contact: Jeffery P. Deldin
Phone: (845) 279-5151
Fax: (845) 279-7768
Email: jdeldin@bddinsurance.com
www.bddinsurance.com

Full lines bonding and insurance
agency with over 60 years of
experience. All types of construction
surety bonds serviced by top A rated
surety carriers.

Associated Builders
and Contractors, Inc.

BUSINESS PARTNER

ABC members
save with FedEx.

ABC members can now enjoy
savings of up to 29% off select
FedEx® services.* Enroll today and
start enjoying your special savings
on FedEx shipping to help put your
business a few steps ahead of

the competition.

www.abc.org/fedex

1-800-MEMBERS

(1-800-636-2377) 8 a.m.—6 p.m. EST
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NORTH CAROLINA

SennDunn
INSURANCE
we'll handle it®
Senn Dunn Marsh & Roland, LLC
P.O. Box 9375
Greensboro, NC 27429-0375

Contact: Larry Roland
Email: Iroland@senndunn.com

Contact: Jamie Lowrey
Email: jlowery@senndunn.com

Phone: (800) 598-7161

ax: (336) 349-1397
www.senndunn.com

Senn Dunn is the largest privately
owned independent insurance agency
in the Carolinas and an Assurex Global
partner. They have expertise in the
risk-management and insurance cov-
erages for the construction industry.

OHIO

DAWSON
COMPANIES

Dawson Companies

1340 Depot St.

Cleveland, OH 44116

Contact: Kyp Ross

Phone: (800) 860-0090

Fax: (440) 356-3732

Email:
kross@dawsoncompanies.com
www.dawsoncompanies.com
Full-service insurance and finan-
cial services agency, specializing
in construction insurance, surety
bonding, and employee benefits.

OKLAHONMA

INS®IRICA =

SPECIALIZING IN YOL
INSURICA Insurance
Management Network
5100 N. Classen Blvd.

Ste. 300
Oklahoma City, OK 73118
Contact: Kevin Wellfare
Phone: (405) 523-2100
Fax: (405) 556-2332
Email: kwellfare@insurica.com
www.insurica.com

With fifty years of experience,
INSURICA Insurance Management
Network, has an in-depth under-
standing of general, engineering and
specialty trade contractors insurance
needs. Visit www.insurica.com.

PENNSYLVANIA

Huntington

Insurance

Huntington Insurance

500 Cranberry Woods Dr., Ste. 100
Cranberry Township, PA 16066

Contact: Ryan Burke
Phone: (724) 271-3033
Email: ryan.burke@huntington.com

Contact: Peter Burke
Phone: (724) 271-3034
Email: peter.burke@huntington.com

Contact: David E. Glenn, Jr.
Phone: (724) 741- 2813
Email: david.glenn@huntington.com

www.huntingtoninsure.com

We specialize in serving contractors.
Our staff has the expertise needed to
add value to your insurance and bond-
ing program and get the job done.
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OVER 50 YEARS COMBINED SURETY EXPERIENCE

Philip E. Vega, President * phil@cndbonding.com

Frank Morones, Vice President * frank @cndbonding.com
Andrew Vega, Account Asst. * andrew @cndbonding.com
Kevin Vega, Account Asst.  kevin@cndbonding.com

Britton Christiansen, Account Asst. ® britton@cndbonding.com

P (626) 859-1000
F (626) 859-1001

, Covina, CA 91723

534 E. Badillo St.

www.cndbonding.com
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SHOWCASE.

Showcase Your
Products To

117,000

CONSTRUCTION

BUSINESS
OWNERS

Starting At

JUST $495

Your Next Chance

Jan. 2010
908.852.7466
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" PENN NATIONAL
® INSURANCE
Penn National Insurance

2 N. 2nd St.

P.O. Box 2361

Harrisburg, PA 17105

Contact: Michael F. Greer
Phone: (717) 255-6360

Fax: (717) 255-6870

Email: mgreer@pnat.com
www.pennnationalinsurance.com
Penn National Insurance is a regional
carrier offering all types of surety
bonds, with contract bonds up to $5
million single/$10 million aggregate.

rd

& Associates

Seubert & Associates, Inc.
1010 Ohio River Blvd.
Pittsburgh, PA 15202-0520

Contact: Jay Black
Email: jplack@seubert.com

Contact: Brian F. Jeffe
Email: bjeffe@seubert.com

Contact: Mike Petrasek
Email: mpetrasek@seubert.com

Phone: (412) 734-4900
Fax: (412) 734-6640
www.seubert.com

Seubert specializes in construc-
tion bonding and insurance with the
experience and staff to effectively
serve a wide array of Pennsylvania’s
contractors through the most stable
and consistent surety markets.

VIRGINIA

g .
RUTHERFQ RD
Rutherfoord
5500 Cherokee Ave., Ste. 300
Alexandria, VA 22312
Contact: Frank Roddey
Phone: 703-354-1616
Fax: 703-354-2731
Email:
frank.roddey@rutherfoord.com
www.rutherfoord.com

Rutherfoord is one of the largest
brokers in the U.S. with 10 offices
from Philadelphia to the Gulf Coast,
and client operations in all 50 states
and more than 110 countries.

WISCONSIN

THI
T- INSURAMNCE

Insurance Marketing Concepts
A Division of T.I.C., Inc.
2929 S. Ridge Rd.
Green Bay, WI 54304
Contact: Bill Skaleski
Phone: (920) 337-1700
Fax: (920) 337-1711
Email: sskaleski@ticinsurance.com
www.ticinsurance.com

Serving the insurance and bonding
needs of contractors in Wisconsin
and the surrounding states for more
than 25 years.
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our bottom line.
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Established in 1961

* Independent insurance agency specializing
in surety, fidelity, financial guaranty, license
permit and all miscellaneous bonds.

* Both national and international capabilities
for all your bonding needs.

* Superior customer service!

* We'll go out on a limb for you, and that’s

Bonds and Insurance

24225 W. Nine Mile Road, Suite 204
Southfield, MI 48033
Phone (248) 353-5850 ¢ Fax (248) 353-1432
Toll Free (888) 353-5850

www.cornishzack.com
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'GOT A CASE OTHEF
DO ANYTHINGTC

WE’LL FIND A SOLUTION. If you have the kind of case that makes other sureties climb the walls, call ACSTAR.
We’ve handled tough-to-place, less-than-perfect cases from day one. How? We don’t get hung up on rigid standards

or terms. Why bother with sureties that go out of their way to avoid you? We’re accessible, responsive, and ready
to talk. Call ACSTAR at 860.224.2000.

INSURANCE COMPANY
SURETY FOR AN IMPERFECT WORLD

Surety Bonding * Treasury Listed * Rated A by A.M. Best * Licensed Nationwide = Fax: 860.229.1111 = 233 Main Street, New Britain, CT 06050-2350 = acstarins.com
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Construction Executive Reprints

Elevate Your Market Perception with Custom
Reprints from Construction Executive

For more impact, include the front cover
of Construction Executive with your
advertisement or other supplied material.
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Construc 1

Custom reprints from Construction Executive are highly effective marketing tools.
A reprint of an authoritative article instantly elevates your firm’s market perception
and positions you as an industry expert. Reprints can be backed up with your
company logo and office locations, a full page ad or other supplied materials.
Custom reprints make excellent handouts for trade shows, sales calls and
presentations. Digital reprints enhance your website and email marketing efforts.
Digital reprints are included free with every printed reprint order or can be ordered
separately.

CUSTOM REPRINT PRODUCTION:

A $50 set-up fee accompanies all custom reprint orders to traffic the requested
pages and get the job set up in production, billing and quality-control systems.
Professional graphic design services are available for ad removal, repaginating
articles, reflowing copy and incorporating customer-supplied materials. Call us
with your reprint idea for an estimate of design fees.

Construction Executive Reprint Price List
Economy Service — Delivery in 14—16 business days. Expedited delivery available.

# PAGES 250 500 1,000 2,000 3,000 5,000 10,000
1 $ 375 $ 495 $ 645 $895 $1,045 $1,295 $1,695

2 495 595 795 995 1,145 1,395 1,795

4 945 1,095 1,295 1,545 1,775 1,995 2,595

6 1,295 1,395 1,495 1,945 2,345 2,895 3,595

8 1,695 1,895 2,095 2,795 3,045 3,495 4,245
12 1,995 2,245 2,495 3,345 3,695 4,195 5,095
16 2,375 2,675 2,995 3,695 3,995 4,545 5,875

Prices shown are for full-color reprints on heavy-weight, high-quality 100# gloss
text stock. Other paper stocks and quantities can be quoted on request. Every
reprint order includes a complimentary PDF version for your email and website
marketing efforts.

PDF-Only Reprints: For email and
website marketing usage only. PDF
version is FREE with any printed
reprints purchase.

Front Cover (optional): $100
1st page of article: $75

2nd page of article: $50
Each additional page: $25

SPECIFICATIONS

Specifications: Finished size of reprints
is 8 3" x 10 78". Four-page reprints
are folded to 8 3" x 10 7&". Six-page
reprints are tri-folded to 8 35" x

10 7&". Reprints of eight, 12 and

16 pages are folded, stapled and
trimmed to 8 38" x 10 7&". The words,
“Reprinted by Permission” and
copyright notices will appear in small
type on all reprints.

Shipping: Reprints are shipped via FedEx
Ground. Rates vary based on price and
destination. Typical turnaround is 14 to
16 business days from receipt of order
to delivery. Rush services are available;
call for pricing.

Copyright Notice: Construction Executive
articles are copyright © ABC Services
Corporation, all rights reserved.
Unauthorized photocopying, scanning,
printing or distribution of copyrighted
articles in print or electronic format is
strictly prohibited.

Author’s Notice: Contributors to
Construction Executive receive several
copies of the issue in which their article
is published. Reprint rights are not
granted to magazine contributors.

Donald R. Berry

National Sales Manager

Phone: (908) 852-7466

Email: dberry@constructionexec.com

Stephen B. Donohue
Regional Sales Manager
Phone: (609) 654-4568
Email: sdonohue@
constructionexec.com
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