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SURETY INDUSTRY EMBRACES
21ST CENTURY CONSTRUCTION BOOM

BY MARC RAMSEY

n the late 1800s, “boom” described cattle
towns that sprung up overnight along
railroad routes. Today, the term boom is
thrown around more readily. The Inter-
net boom. A boom market. A booming
economy. Baby boomers.

Is today’s current construction indus-
try really booming? Is a modern day Gold
Rush taking place? Surety executives say
they see an explosion in today’s construc-
tion environment. And some believe
“boom” may be an understatement.

Executives who work in all regions and
construction markets across the country
say the industry has been in a boom for at
least six months, and it’s likely to continue
for some time.

CONSTRUCTION ENVIRONMENT

“The marketplace from a primary construc-
tion standpoint is growing faster than I've
seen in my 33-year career in the surety indus-
try,” says Terry Lukow, executive vice presi-

dent, Travelers Bond, Construction Services.
“On average, our construction clients’ back-
logs are growing 20 to 25 percent, and that’s
across all disciplines in the marketplace.”

Health care, manufacturing, power,
lodging, office, amusement and recreation,
highway and street, transportation, gov-
ernment-funded infrastructure—the entire
construction marketplace is booming. Fac-
tor in the rebuilding of the Gulf Coast
region and school, retail and environmen-
tal construction, and contractors see tre-
mendous opportunities. “In our view, it is
unrivaled by past economic performance
by the industry,” Lukow says.

Stephen Cory, president of the National
Association of Surety Bond Producers
(NASBP) and president of Cory, Tucker,
& Larrowe Inc., adds, “When you look at
the Gulf Coast and the overall health of
the economy, there absolutely is a boom
in the making. There’s more to come. The
only cautious point is overextension.”



Construction activity has been strong so
far this year. Many contractors are running
at or near full capacity. The U.S. Census
Bureau of the Department of Commerce
reported that through August, the value of
non-single family residential construction
put in place was up 17.1 percent.

“There should be some additional
questions regarding labor, supervision

and commodity prices, such as fuel, cop-
per and cement,” says NASBP’s Cory. “All
will play into construction in the future as
inflation creeps in.”

According to James Lee, president and
CEO, Old Republic Surety Company,
open shop contractors will remain a strong
force in the construction equation, espe-
cially with cost escalation due to materials

availability continuing to drive owners to
look at all conceivable methods to control
costs including labor.

“There are so many large projects and
so much work available,” says William
Cheatham, president, Zurich North Amer-
ica Surety, “but that doesn't make the surety
or construction markets easier. It changes
the risk factors. There’s a real balance try-
ing to manage a commercial construction
economic cycle that’s booming.”

So, how long will this construction
boom last? Surety executives say at least
a year and possibly as long as 24 to 30
months. “The read we get from our con-
tractors is they are confident that their
opportunities in the next 12 months will
be similar to what they have acquired in
the current year,” says Dennis Perler, presi-
dent, Liberty Mutual Surety.

CAPACITY AND AVAILABILITY

Surety executives agree plenty of surety
capacity is available to handle the con-
struction boom. Henry Nozko Jr., presi-
dent, ACSTAR Insurance Co., says, “Most
sureties are probably using less than their
capacity. The sureties are being careful
how they dole out that capacity.”

For example, sureties are looking more
closely at contract terms and conditions,
such as onerous language, consequential
damages, delay damages and hold-harmless
obligations. “If owners and/or prime contrac-
tors have those provisions in the contract,”
Nozko says, “it will be a tough contract to
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bond. If they have a fair contract with fair
conditions, they will have no problem draw-
ing plenty of capacity.”

Sureties continue to employ disciplined
underwriting because the industry is still
recovering from record losses. Michael
Greer, vice president, surety, Pennsylvania
National Mutual Casualty Insurance Co.,
says, “Surety industry losses from several
years ago were due in part to contractors
obtaining too much surety capacity relative
to their financial strength and organiza-
tional capability.”

The surety industry returned to profit-
ability in 2005 and should be profitable this
year. The key for the industry’s long-term
health, though, will be whether the indus-
try as a whole can sustain the discipline to
maintain profitability over time.

Contractors with strong, established
backlogs have ample profits to cover over-
head, so prudent expansion of well-run
operations will be supported through 2007,
Liberty Mutual’s Perler says.

However, growing too fast, as well as
supervisory and labor shortages, are big-
ger concerns for contractors than capac-
ity. “The real weakness is contractors
need skilled professional support around
them to grow the business,” Zurich’s
Cheatham says. “Contractors need to
pick their surety not for the short term,
but for the long term, just like they select
skilled professionals.”

Because the marketplace is so robust,
any commercial contractor can grow. Con-
tractors should look for a surety that can
help them grow in a disciplined manner.
A professional surety bond producer and
underwriter are strategic advisers in today’s
marketplace when it comes to risk and risk
management.

Michael Cusack, senior vice president
and managing director of surety, Aon
Construction Services Group, says, “As
contractors position their firms in this
boom era, surety capacity decisions—
beyond balance sheet analysis—will
be based on the surety’s comfort level
with contractors’ experience, project
management capabilities, tolerance and
management of contractual risk, and
subcontractor procurement/risk manage-
ment. As additional capacity is extended
to support larger work programs, bonding
companies will expect contractors to drive
margins and improve profitability in this
vibrant market.”
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Mary Jeanne Anderson, vice president,
Arch Insurance Group, adds, “Profitability
is the hallmark of a successful contractor.
The job progress and trends reflected in
the work-in-progress schedule provide a
glance at the past, present and future prof-
itability of a contractor, and this is a key
component in the underwriting process.”

The availability of timely and accurate
financial information is often as important
as the financial data itself. “It can be the
difference between a well-run company
and one that really does not know where
it stands financially,” she says.

SMALL-MARKET CONTRACTORS

Expect solid opportunities for the small
construction segment—under $10 mil-
lion—to obtain work at reasonable prof-
its. The key for these contractors, surety
executives say, is to accept only work for
which they have good managers.

Opinions vary on surety availabil-
ity for small contractors. Most say more
than enough capacity exists to satisfy the
demand in this marketplace, while some
say underwriting for this segment is eas-
ing. Others indicate smaller or emerging
contractors may continue to have difficul-
ties entering the surety market and point
to more frequent loss activity involving
these contractors.

“Fundamental underwriting char-
acteristics in this sector, such as capital
adequacy in relation to the work pro-
gram, will become more stringent,” Aon’s
Cusack says.

Some executives suggest the surety
industry will demand smaller contractors
become more sophisticated and produce
higher quality information on a timely
basis. This means using a construction-
oriented CPA firm that can prepare a per-
centage-of-completion financial statement
for year-end, and having well thought-out
business plans and continuity agreements
tunded by life insurance.

“Surety companies will insist on having
upscale submissions with an overall ten-
dency to shy away from in-house finan-
cial statements when considering bonding
capacity,” says Karen Barbour, president,
The Barbour Group.

Bonding assistance and support pro-
grams are available to emerging contractors
as part of the surety industry’s commitment
to this segment. “Because bonds are gen-
erally a product of statutory requirements,

a contractor’s ability to bid public work is
severely hindered if it can't secure bonds,”
Old Republic’s Lee says. “Our agents assist
contractors in providing counsel and advice
to enable them to approach markets that
will consider bonding.”

“Small and emerging contractors of
today are the large and successful contrac-
tors of tomorrow,” adds Gary T. Dunbar,
chair, The Surety & Fidelity Association
of America (SFAA), and divisional pres-
ident, Bond Division, Great American
Insurance Companies, Cincinnati, Ohio.
“Many small and emerging contractors
are owned by individuals who satisty
participation goals established by the
government on many public projects. By
helping small and emerging contractors,
the surety industry is also helping many
large, established contractors meet their
participation goals.”

MIDDLE-MARKET CONTRACTORS

The middle market—around $100 mil-
lion—may be the most competitive.
“Capacity is readily available for qualified
contractors, as there are many sureties
in this arena,” says Terrance Cavanaugh,
chief operating officer, Chubb Surety. “[If]
surety companies maintain their under-
writing discipline, which has restored prof-
its, competition should remain strong.”

Middle-market contractors, ACSTAR’s
Nozko suggests, are large enough to have
sophisticated operations and don’t have
the high-risk profile associated with small
or specialized contractors. As these firms
grow, they must transition and develop
their accounting, cost controls, field man-
agement and business planning to meet
their increasing financial targets.

Barbour adds, “The surety industry
may require some contractors to guarantee
a certain gross profit percentage on jobs in
excess of $50 million to provide a stron-
ger comfort level when seeking support
from reinsurers. It is becoming apparent
that these contractors will need to at least
guarantee a 4 percent gross profit margin
for such projects to be bonded.”

And, according to William Marino,
chairman and CEO, Allied North Amer-
ica, “Quality professional support from
construction industry-focused accountants,
attorneys and surety brokers is expected,
and a strong risk-management protocol,
joint venture partners and historic project
performance are necessities.”
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JUMBO-MARKET CONTRACTORS

While the jumbo marketplace historically
referred to projects exceeding $250 mil-
lion, in a relatively short time it increased
to highs of $500 million and $750 million.
“For the right contractors, the numbers
seem to be pushing $1 billion,” says Old
Republic’s Lee.

While this market has fewer players,
surety executives insist adequate capacity
exists. These contractors have to be more
strategically focused to create the kind of
surety capacity they need.

“Although there seems to be an increase
in markets that will support this level of
project and program,” explains Chubb’s
Cavanaugh, “aggregate capacity is still
selective on deciding which contractors
qualify for surety capacity.”

John Stanchina, senior vice president
and division manager, Rutherfoord Com-
panies, an Assurex Global Partner, says,
“Joint ventures and co-surety arrange-
ments used in the 1970s are again being
utilized on larger projects and programs.”

Michael Murphy, executive vice presi-
dent, Bush, Cotton & Scott, A Hub
International Company, agrees. “Recent

Top

industry results and expanding reinsurance
capacity are sufficient to meet the surety
needs of a very strong construction econ-
omy, with large work programs in excess of
$500 million and very large single projects
continuing to require co-surety arrange-
ments in many cases,” he says.

Even with strong joint ventures, sure-
ties may struggle to assemble the capacity
necessary to provide 100 percent perfor-
mance and 100 percent payment bonds.
“On projects with contract values greater
than $750 million, owners have to evalu-
ate the possibility of accepting reduced
penalty bonds,” says Allied’s Marino.
“This presents a significant challenge on
public projects where an act of legislature
is generally required to proceed.”

Murphy adds, “The large contractor
market continues to be the most restrictive
in terms of flexible underwriting criteria
and available reinsurance capacity.”

Larger, well-capitalized contractors
with operational discipline are generating
tremendous margins in this market. Surety
executives attribute improved profitability
to shorter bid lists, more discipline in the
deployment of surety capacity and higher

10 Writers of Surety Bonds

2005 (Preliminary)

Direct Premium Written (millions $)
1. Travelers Bond $885
2. CNA Insurance Group $382
3. Zurich Insurance Group $368
4. Safeco Insurance Group $309.5
5. Chubb & Son Inc. $234
6. Liberty Mutual Insurance Group $210
7. Hartford Fire & Casualty Group $181
8. Arch Capital Group $109
9. HCC Surety Group $103
10. International Fidelity Insurance Co. $86.6
Total All Surety (Top 10) $2,870
Total All Surety $4,528

Source: The Surety & Fidelity Association of America (SFAA), “Top 100 Writers of Surety
Bonds—United States,” 2005 (preliminary, including contract and commercial surety). Detailed
statistical reports are available for purchase at www.surety.org. SFAA now offers a subscriber
service to non-members that includes a newsletter; statistical reports; Binder of SFAA
Standard Fidelity Forms; SFAA Manual of Rules, Procedures and Classifications for Fidelity,
Forgery and Surety Bonds; a web listing; and reduced rates on other publications and special
data requests. For more information, contact Barbara Finnegan Reiff at breiff@surety.org.
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margin expectations. In fact, surety exec-
utives say larger construction franchises
have embraced this surety capacity envi-
ronment, and most firms view the detailed
underwriting analysis, close surety scrutiny
and disciplined extension of capacity as a
healthy process.

SURETY OUTLOOK

The outlook for the surety industry over
the next 12 to 24 months will hinge on a
number of factors, including the economy,
disciplined underwriting and available
surety capacity in the market.

“We have seen significant inflation in
construction over the past three years,”
says Rutherfoord’s Stanchina. “Continued
material and labor inflation may become
an issue as the cost of construction has
the potential to outgrow the equity and
liquidity that contractors retain through
traditional operating earnings. This has
the potential to put pressure on the surety
program leverage and force contractors
to look for additional capital from share-
holders or other outside sources to support
surety capital requirements.”

Doug Hinkle, chief underwriting offi-
cer, CNA Surety, is optimistic about the
next few years for the surety industry. “Pri-
marily through consolidation, the top 10
sureties now write more than 60 percent
of all the surety business. Second, most
sureties seem to have a greater focus on
their capital allocation and the need for
adequate return on that capital. Finally,
there has been a movement toward greater
underwriting sophistication,” Hinkle says.
“Traditional economics suggest that fewer
players in the market, greater focus on
return on capital and greater underwrit-
ing control would lead to longer-term
market stability.”

Timothy Mikolajewski, senior vice
president, Safeco Surety, adds, “Abso-
lutely, 2005 was a good year for the surety
industry, and 2006 looks to be an excellent
year. With continued sound underwriting
discipline and pricing, the outlook for the
surety industry over the next several years
in the small, middle and jumbo markets
looks good.”

Ramsey is communications manager of the
Surety Information Office, Washington, D.C.
For more information, call (202) 686-7463 or
email sio@sio.org.
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COMPILED BY MARC RAMSEY

Terry Lukow

Executive Vice President

Travelers Bond, Construction Services
Today’s economic
climate is totally
different from the
very competitive,
dog-eat-dog world
a lot of construction
organizations have
seen before. Now
more than ever, the industry is focused on
managing both opportunities and growth.
Contractors should ask themselves: Where
can I capitalize in a given market consider-
ing my organization, my capabilities and
my experience in a way that will allow me
to gain the highest and best economic
returns?

For an organization to be successful in
today’s marketplace, contractors should
approach the construction industry with a
strategic view rather than a transactional
view. It’s more than a strategic financial
structure; it’s a view composed of a busi-
ness plan structure, risk appetite and rela-
tionships. Contractors must manage for
the long term, not the short term, because
long-term management will keep them in
business while short-term management
will only increase their risks.
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A surety company looks for more than
just a contractor’s financial structure. It
asks, “What is the strategic business plan?”
and “How will contractors manage this
economic boom in the marketplace?”

Doug Hinkle

Chief Underwriting Officer

CNA Surety

The construction industry represents great
opportunity and risk, and it’s important
to have open com-
munication and a
strong relationship
with your surety.
The surety’s contri-
bution to a contrac-
tor’s growth plan is
through the surety
capacity that it provides, both on a single
job basis and through an aggregate work
program. Three key characteristics of a
bondable contractor include good cash
flow, reasonable funded debt load and a
track record of performance.

The primary reasons for contractor
default change little over time. Defaults
often involve—independently or in combi-
nation—excessive growth, expansion into
unfamiliar territory or expansion into areas
of work without the necessary expertise.

A contractor should ask questions that
confirm whether the surety understands
and supports the business plan. A contrac-
tor should confirm the producer has the
necessary surety expertise to bring value
to the relationship and contribute to the
success of a contractor operation.

William Cheatham
President
Zurich North
America Surety
Zurich develops a
total profile on every
customer/account—
organizational struc-
ture, financial history,
business philosophy,
management experience, etc. We balance
the pros against the cons. Then we credit
rate the contractor from our own proprietary
credit scoring model and decide whether the
contractor qualifies for surety credit, and at
what limits (i.e., job size and program).
We constantly try to strengthen our
underwriting to enhance our customer
selection process, and the most recent
change is the credit-scoring model that
helps identify financial characteristics. If
you deal in surety bonding, you can expect
credit-scoring models to be adapted in
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some form, and these models will become
an accepted practice.

My advice to emerging contractors is
to learn from a position of strength. Find
partners that will be mentors. Look for
historical success and find a way to grab
on. Ask yourself: What are my personal
goals? What type of training will I require?
What kind of personal commitment am I
willing to make?

Timothy Mikolajewski
Senior Vice President

Safeco Surety

With due diligence,
a surety underwriter
can determine the
true strengths and
weaknesses of a con-
tractor. The result is
knowing the appro-
priate types and sizes
of projects a contractor can complete suc-
cessfully. With updated and current infor-
mation from contractors, surety underwrit-
ers can respond to the contractors’ positive
financial trends and be in the best position
to maximize surety support.

We work with our clients to prevent a
default by identifying the problem early.
All parties can review the options and
come up with a unified plan to prevent a
default. Often, contractors wait too long
to let their surety know a problem exists,
resulting in few viable solutions. Drivers
for contractor failure include working
out of one’s normal territory, relying on
claims or underbillings to come through
and having substantial debt or a substan-
tial overhead burden.

Terrance Cavanaugh
Chief Operating Officer
Chubb Surety
Strong construction
operations will be
provided the nec-
essary surety sup-
port to match their
operational capacity,
financial strength and
business plan. Com-
panies that have managed their business
and balance sheet will have no difficulty
securing the necessary surety bonding.

A critical issue is whether an indi-
vidual construction company is ready to
take on this current boom. The construc-
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tion industry faces shortages in both the
supervisory and labor pools. The shortage
of available human resources will impact
the abilities of a contractor to execute in a
growing market.

On the other hand, contractors with
strong human resources and a well-dis-
ciplined strategy will have an opportunity
to take advantage of a tight market and
generate better gross margins.

Adhere to a focused business plan, sur-
round yourself with professional advisers
and partners, engage a strong surety pro-
ducer and consistently communicate the
opportunities and challenges of your busi-
ness to your surety.

Dennis Perler

President

Liberty Mutual Surety

Many contractor failures occur during rapid
economic expansion. They are either under-
capitalized, don’t have the working capital
or don’t have the personnel in place. How-
ever, several contrac-
tors appear to have
ample profit margins
in their work.

One or two years
of profitability, how-
ever, does not define
a strong business,
and the credit business demands that
sureties generate a string of consistent
earnings. That’s what attracts capacity
and capital to the business.

The challenge for the surety business
is to not become complacent and overly
pleased with results. The surety industry
needs to have a long-term view of profit-
ability and growing earnings, not just the
top line. We've gone through periods of
reckless underwriting, but I'm hopeful that
we've all learned lessons from the earlier
part of this decade.

Mary Jeanne Anderson

Vice President, Surety

Arch Insurance Group

The biggest challenge is the high level
of inflation of construction material and
labor costs. This situation, combined with
owners’ tendencies to bundle smaller
contracts into one large contract, creates
a significant increase in job and overall
program size without the benefit of a
commensurate increase in the contractors’
balance sheets.

Usually a combination of factors con-
tribute to contractor default—tough proj-
ect owners, adverse contract and bond
terms and undertaking work beyond the
contractor’s experience and resources.

All contractors should investigate the
claims handling philosophy of their bonding
company and meet their claims profession-
als prior to the development of any claims.

Stephen Cory

President, National Association of
Surety Bond Producers

President, Cory, Tucker, & Larrowe Inc.
As contractors gear up to handle the mas-
sive rebuilding in the Gulf Coast region,
they need a plan for when the work slows
down in three to five years. Contractors
have an opportunity to make above-
average profits, and
it would be a wise
move to fix any cur-
rent balance sheet
issues that might
affect surety capac-
ity. Contractors
should not over-
extend themselves based strictly on the
availability of work. They should continue
to measure capabilities against opportuni-
ties while remaining cautious and prepar-
ing for the next downturn.

Your surety agent and company should
be part of your strategic team. Being part
of the planning process will give them
insight into your game plan and provide
you with objective feedback. They should
bring value to the process in terms of
industry and market overview, as well as
experience and service.

James Lee

President & CEO

Old Republic Surety Company

Sureties consider a number of criteria
when determining a contractor’s bond-
ability, including character—how the con-
tractor has reacted
to adversity; conti-
nuity—whether the
contractor is backed
by proper legal
documents and life
insurance; and ref-
erences—having
outstanding operations and being well-
regarded by customers, peers, creditors,
owners, architects and engineers.
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Sureties also look at a contractor’s busi-
ness plan, key employees, job radius from
home, bidding history, relationship with
suppliers and price commitment ability,
bonding subcontractors, on-time comple-
tion and penalties involved, ability to provide
uncompleted/completed work-in-progress
schedules on a timely basis, tracking profit
and loss of projects, labor contract expira-
tions, contract forms preferred and utilized,
hazardous waste portions of the job, equip-
ment sufficiency and proper insurance.

A contractor also should have clean
credit reports and sufficient credit with
suppliers. The contractor should take
advantage of supplier discounts when
offered, have a banking relationship and
backup banking relationship and have a
capital spending program. A contractor
also needs capital, net quick assets, net
worth and profitability.

Henry Nozko Jr.

President

ACSTAR Insurance Co.

In terms of underwriting, ACSTAR may
distinguish between classifications of
work when providing surety bonds. For
example, we view
marine contractors,
underground pip-
ing and structural
steel contractors as
a higher risk than
acoustical ceiling,
finishing carpentry
and plumbing contractors. We also assess
high risk and low risk in terms of geog-
raphy. A contractor in Bangor, Maine,
has a lower risk profile than a contrac-
tor in one of the Borroughs in New York
City, which probably is the most difficult
geographic landscape in the country. Los
Angeles, Chicago and New Orleans are
difficult, but don’t come close in compari-
son to New York City.

Michael Greer

Vice President, Surety

Pennsylvania National Mutual
Casualty Insurance Co.

Well-managed contractors take advan-
tage of opportunities, but they also need
to know when enough is enough. A con-
tractor with a “relationship-based surety”
should be confident the surety will be avail-
able to provide additional capacity when
necessary. However, a contractor should
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not roll out of bed one day and decide the
company should be three or four times
bigger in the coming year. Growth needs
to be planned, and above all it needs to be
controlled.

There always will be good contractors
and good surety companies. The key to
both is consistency. Just like a surety looks
for a contractor with consistent earnings,
a contractor should look for a surety with
consistency in its approach to providing
surety bonding.

William Marino

Chairman & CEO

Allied North America

Contractors looking to capitalize on the
current construction climate need to
show their surety
they have adequate
human resources and
financial capacity to
pursue these oppor-
tunities. Credibility
is crucial.

The surety under-
writing process constantly compares esti-
mates to actual performance. Contractors
always should present information to their
surety partner that is both tested and con-
servative. Failure to consistently perform
as projected will have a negative impact
on any surety relationship.

Contractors must clearly understand
the factors that contribute to the expan-
sion of their work programs. There is a
direct correlation between balance sheet
growth, successful completion of bonded
projects, a clearly defined business plan
and the expansion of a surety work pro-
gram. The role of the surety broker is to
work with the contractor on understand-
ing the surety’s expectations and regularly
communicating with the carrier to assure
the information used to arrive at decisions
is accurate and complete.

Karen Barbour

President

The Barbour Group

The surety industry is well positioned to
handle the construction explosion with
more than 100 sureties looking to grow
their market shares. To maintain overall
profitability, sureties will be conservative
in their underwriting with many choosing
not to take risks on small or startup com-
panies. But, some sureties geared toward

small business accounts are expanding
their offices and hiring staff to absorb the
surety void for small businesses.

Contractors must know the strengths
and weaknesses of their key employees,
learn their market
and their strengths
in it and, above all,
have the utmost con-
fidence in their abili-
ties before applying
for their first bond.

The top three
characteristics we look for in a bondable
contractor are a positive attitude, trade
experience and willingness to listen and
heed advice. The top three items on a finan-
cial statement include timely receivables,
reasonable over/under billings and low debt
to overall net worth. A bonding agent needs
to be a strategic advocate to put in place
benchmarks and steps so the contractor has
a clearly defined path to follow.

Michael Murphy

Executive Vice President

Bush, Cotton & Scott, A Hub
International Company

Environmental contractors continue to
have very limited market choice and
capacity due to exposure to potential
long-term liability and lack of reinsur-
ance. Aside from environmental con-
struction, the Pacific Northwest shows
few restrictions in terms of market com-
petition or capacity.

As has historically been the case,
underwriting standards are much stricter
for most subcontracting trades. Contrac-
tors need to carefully balance the oppor-
tunities created by a strong construction
economy with con-
trolled and well-
managed growth and
geographic spread.
It is critical to main-
tain a lean but flex-
ible organization—
both cost-wise and
in terms of expertise—which can react
quickly to economic downturns or sig-
nificant and sudden changes in market
conditions.

Three of the most important financial
characteristics sureties look for in a con-
tractor are adequate liquidity, lack of bank
dependence and leverage, and a reasonable
level of flexible overhead.
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Peter Hammett
Vice President
Parker Smith & Feek, An Assurex
Global Partner
The construction boom has hit the Pacific
Northwest. Building is at an all-time high,
and the surety industry seems to be keeping
up very well. The question is whether the
construction industry can keep up with ade-
quate manpower. The surety industry looks
objectively at financial strength and expe-
rience when determining levels of surety
credit availability for every contractor.
Contractors should select a surety under-
writing company based on the underwrit-
ing company’s experience in their type of
business. Each surety
company has partic-
ular areas in which
they are comfortable
and succeed. Surety
bond producers can
help contractors grow
i by providing advice
on issues such as perpetuation and market
focus, and selecting other advisers such as
CPAs, attorneys and bankers. Underwriters
also listen carefully to contractors’ plans and
use their experience in seeing where others
have stumbled or excelled to help contrac-
tors set a clear goal.

John Stanchina
Senior Vice President and Division
Manager
Rutherfoord Companies, An Assurex
Global Partner
This is a great time for the construction and
surety industries. For anyone who is ade-
quately capitalized and has a solid business
strategy, excellent controls in place and proven
management, capacity will not be an issue.
This will be the case whether you are in the
small, middle-market or jumbo segments.
Align yourself early with a group of pro-
fessionals who understand and specialize in
construction, including a professional surety
and insurance agent/
broker, CPA, banker
and attorney. Find a
surety with an under-
writing philosophy
that matches your
business plan. Make
sure you have open
and honest dialogue with your agent and
report problems immediately. Surety pro-
fessionals have tremendous resources that
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can assist a contractor in a tough situation.

Be realistic, and don’t be penny wise
and pound foolish. Long-term strategies
prevail over short-term gains.

The key items on a balance sheet are
cash, equity in relationship to debt and
the amount of underbillings as a percent-
age of working capital and equity. Sure-
ties want to ensure underbillings and
receivables turn into cash. Some sureties
tend to consider an underbilling either as
unrecognized profit fade or unapproved
change orders, and will quickly discount
underbillings in their credit modeling.

Michael Cusack

Senior Vice President—Managing
Director, Surety, and Operations Board
Member

Aon Construction Services Group
What has developed in the bonding market
over the past four to five years in terms of
underwriting discipline will continue for the
foreseeable future. With exception to certain
regions—most notably the New England
states—the majority of the U.S. construc-
tion industry is enjoying one of its strongest
economic periods ever.

The convergence of new project oppor-
tunities, a static supply of competent trade
labor and restricted surety credit has forced
contractors to be
more selective in the
pursuit and acquisi-
tion of new work. In
responding to market
conditions, contrac-
tors have been more
thoughtful in the
deployment of their bonding capacity and,
as a result, have been more disciplined in
setting margins on new projects.

The trend toward shorter bid lists and
higher margins will continue as the surety
industry is expected to adhere to sound
underwriting fundamentals in the near-
term, with underwriters continuing to be
selective in the acquisition/development of
new contractor relationships.

Robert Meade

Senior Vice President

American Arbitration Association

The strong economic climate for construc-
tion services reinforces the need for construc-
tion executives to consider contract terms
that enhance performance and reduce risks of
project delays. When consulting with owners

and contractors, sureties should discuss plans
for managing disputes throughout the life of
the construction proj-
ect. Conflict avoid-
ance processes help
construction part-
ners resolve disputes
before they escalate
and delay construc-
tion. Partnering is a
commitment by all stakeholders to achieve
goals and objectives—including processes to
control and address obstacles and disputes.

Dispute management options include
a dispute resolution board—typically a
panel of three neutrals appointed by the
parties that become part of the project
team, attend periodic meetings, review
essential project documents and assist in
the identification and resolution of issues
and potential problems.

However, even with strong conflict
avoidance procedures in place, sureties
should encourage contractors to include in
their contracts clear, well-devised dispute
resolution clauses that incorporate proce-
dures, such as mediation, to resolve dis-
putes as early and efficiently as possible.

Steven Raffuel

Surety Practice Leader

Commerce Banc Insurance Services
The surety market continues to be firm for
all contractors. Bond capacity is available for
well-managed companies in all geographic
regions. Steady as she goes is the mantra of
the industry right now, meaning that the
glass is full. I don’t expect any significant
changes in the marketplace over the next few
years, unless some considerable new capacity
becomes available. As for the differing mar-
ket segments, $10 million to $100 million
contractors will do just fine because they are
manageable exposures that generate good
premium activity for their surety. Perhaps
the single most valuable asset a professional
surety agent or underwriter brings is their
history of looking at the experiences of hun-
dreds of contractors over time. We've seen
the successes and failures, and can provide
insight to contractors to help them get past
operational hurdles, or avoid the many trap
doors along the path to growth.

Ramsey is communications manager of the
Surety Information Office, Washington, D.C.
For more information, call (202) 686-7463 or
email sio@sio.org.
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IS YOUR

CONSTRUCTION
COMPANY

ccepting every job available is not a wise
strategy. A good construction company
positions itself to choose which projects
to pursue.

The best contractors understand their
organizations, capabilities and experience
to maximize their economic returns. “We
are seeing contractors being much more
selective on the work they are acquiring,”
says Terry Lukow, executive vice president,
Travelers Bond, Construction Services,
“and they are using these criteria to man-
age their profit potential.”

To capitalize on opportunities—today
and tomorrow—construction companies
need a strategic business plan to manage
growth and risks. The professional surety
bond producer and underwriter are stra-
tegic risk and risk management advisers
and should be considered key partners on a
contractor’s business team.

“Just as you don’t walk into a bank
one afternoon and ask for $3 million or
$4 million, you shouldn’t submit a bond
request for millions of dollars without
having a previous commitment from the
underwriter,” says Michael Greer, vice
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HOW TO OBTAIN, KEEP AND EXPAND YOUR
COMPANY’S SURETY BOND CAPACITY

president of surety, Pennsylvania National
Mutual Casualty Insurance Co.

To benefit from these business partners,
companies must first recognize the quali-
ties that sureties look for in bond-worthy
contractors. Then, they can see if their
company matches up. Sureties look for
contractors that are well managed, with
consistent positive earnings histories, good
accounting and estimating systems and
proper controls and procedures in place to
catch problems early.

“We want to see a company that has
a thought-out game plan for where it is
going, not a company that reinvents itself
every couple of years,” Greer says.

As for a contractor’s financial state-
ments, the surety looks at work-in-progress
and work-completed contract schedules.
Contractors also need to show a solid rela-
tionship between their liquidity level (cash,
accounts receivable) and debt level, as well
as a consistent and growing level of equity
as a buffer between the surety and a pos-
sible loss. In other words, keep debt low and
focus on retaining money in the business to
support future growth.

William Cheatham, president, Zurich
North America Surety, agrees that sureties
like to see incremental growth, consistent
results and a strong financial condition.
“The contractor should make a commit-
ment to grow its financial base (or equity)
commensurate with its revenue growth,”
Cheatham says. “Sureties are more ner-
vous about contractors who leverage their
equity.”

“Beyond performance and credit qual-
ity,” adds Michael Cusack, senior vice presi-
dent and managing director of surety, Aon
Construction Services Group, “sureties are
interested in firms with solid reputations
that demonstrate an ability to generate
quality internal financial and work-in-pro-
cess information in a timely fashion.”

The basic principles—known in the
surety business as the “3 Cs”: character,
capital and capacity—never really change.
“Sureties look for contractors with strong
character and the ability to complete the
work they plan on taking on and a strong
balance sheet to support their business
plan,” says Timothy Mikolajewski, senior
vice president, Safeco Surety.



Sureties evaluate a contractor’s financial
strength by looking at net worth, working
capital and whether the company has a his-
tory of long-term profitability. Henry Nozko
Jr., president, ACSTAR Insurance Co., ranks
experience, prior performance record and
longevity and continuity of management as
the most critical ingredients. “When review-
ing financials,” he says, “we look for avail-
ability and liquidity of assets, quality and
quantity of net worth, and the quality and
quantity of working capital.”

Contractors also need to understand

risks and make sound judgments to evalu-
ate their risks. “It’s an ability to recognize,
evaluate, understand and deal with risk,”
says Stephen Cory, president, National
Association of Surety Bond Producers and
president, Cory, Tucker, & Larrowe Inc.
“There are all these outside factors that
you can't control—owners, weather, mate-
rial prices—and you have to weigh your
internal risks—finances, equipment, staff,
capital. Be disciplined and selective.”

To maintain and increase surety capacity,
a contractor must demonstrate trust, mutual

SURETY UNDERWRITERS LOOK FOR:

e Consistent profitability and history of successful projects;

* Work experience and description of past, ongoing and future work;

¢ Financial statement prepared by a construction CPA;

e Comprehensive business plan, forecast and short- and long-term strategies;

¢ Organizational depth of leadership, accounting, estimating and project management;
e Continuity—business perpetuation plans in the event of death or loss of key personnel;
¢ References—subcontractors, suppliers, architects and engineers, business associ-

ates and advisers;
® Banking relationships and history;

¢ Type of ownership (stock, buyout, changes); and
e Disclosure of joint ventures and subsidiaries.

respect and accountability consistently over
time. For example, contractors should pro-
vide the surety with profit and loss state-
ments based on percentage of completion.
An inflated profit and loss statement with
significant profit fade by the end of the project
raises a red flag, which could have a significant
impact on the contractor’s bonding capacity.

Open communication will result in the
sureties’ respect and confidence. Contrac-
tors must keep their surety informed of any
potential problems, and sureties must explain
their decisions and requests for information.
Frequent, open communication allows both
parties to understand what changes need to
be made to strengthen the relationship.

The surety also needs accurate, detailed
and consistent feedback on the contractor’s
business. As the contractor earns the trust
and respect of the surety company, the
surety is more likely to support additional
bonding capacity.

The Surety Information Office, Washington,
D.C., is the information resource on con-
tract surety bonds. For more information,
call (202) 686-7463 or email sio@sio.org.
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¢ Are you licensed in the proper
jurisdiction?

¢ |s the surety A.M. Best-rated or listed
as an approved surety on the U.S.
Department of the Treasury’s Circular
570: Federal Treasury Listing of
Qualified Sureties?

¢ Is the underwriting authority local
and sufficient to meet my day-to-day
needs?

¢ What individual size bond and total
aggregate are right for me?

¢ How does the surety perceive my
risk profile? What are the surety’s
expectations?

¢ Does the surety have a professional
claims department or does it
outsource its claims to third parties?

¢ Do you understand and support my
business plan?
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e Licensed, professional and
knowledgeable in surety

* Reputation for integrity
and respect

e Personal interest in
contractors’ success

¢ Offers sound business
advice

¢ Maintains communication
between the contractor
and the surety

* Reviews financial
documents

* Reviews completed
contracts, current contracts
and proposed bids

¢ Builds solid relationships
with underwrit §

e Understands. "iL
construction |nti'us ryii'Hh

. Experlenced in ﬁtrateglc

¢ Advises
bonding capacity

¢ Offers new ideas and
business solutions

¢ Understands compensation
and payment terms

¢ Ready resource for referrals
to other professional service
providers, such as CPAs,
lenders and attorneys.

Mcintyre is executive director
of the Surety Information Of-
fice, Washington, D.C. For more
information, call (202) 686-7463
or email sio@sio.org.

MTPA STOCK/MASTERFILE
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WHY ARE

FINANCIALS
SURETY?

SO IMPORTANT
TO YOUR

he mission of surety underwriting is to
determine whether a contractor has the
financial resources to pay its bills today
and to forecast if the contractor could con-
tinue paying them if faced with adversity
in the future.

Many factors determine the long-
term success of a construction company:
thoughtful and experienced leadership,
skilled people in the field and in the office,
a sound business plan, luck and more. But
financial analysis tends to get the most
attention when it comes to surety under-
writing.

Most underwriters agree that a contrac-
tor’s strengths and weaknesses are reflected
in the company’s financial statements in
some way. Most underwriters also believe
that without a face-to-face meeting, they
can't really get to know a contractor.

The business community generally
understands financial terms and measure-
ments. What most contractors want to
know is: “What do these financial mea-
surements mean to surety underwriters,
and what business strategies can ensure
our company is in the most favorable posi-
tion in these terms?”

In the final analysis, there are no abso-
lutes. Each company needs to be managed
according to its own circumstances. For
example, an underwriter often views a
contractor’s balance sheet with minimal
interest-bearing debt quite favorably. Not
having to service debt in a future that may
or may not be sufficiently profitable clearly
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BY CHRIS MURPHY

lowers risk and improves financial flexibil-
ity. So one might conclude that borrow-
ing money is a bad idea if impressing the
underwriter is the goal. But, a business
manager who avoids all risk also may avoid
the possibility of meaningful returns.

Contractors should have trusted advis-
ers (a professional surety bond producer,
underwriter, CPA, etc.) who can provide
teedback on their plans, but only hind-
sight will determine whether the plan was
a good one.

FINANCIAL STATEMENT
The income (or profit and loss) statement
is simply a report card of how much activ-
ity (revenue) was performed during the
period, how profitable that activity was
(gross profit/loss), and what it cost the
contractor to run the business (overhead).
The underwriter examines these carefully
against industry and geographical norms.
Importantly, the underwriter focuses on the
trend of these measures over several years.
* For example, if the trend reveals 30 percent
revenue growth every year, the immediate
concern is the speed of that growth. While
revenue growth in a technology company
may make its stock price surge, in con-
struction it creates questions about whether
pricing was sacrificed to create revenue
growth, whether the contractor has the
people or systems resources to manage
the growth without things falling through
the cracks, and whether the contractor
has the cash to finance larger receivables.

* If overhead seems higher than a contrac-
tor’s peers, the underwriter will ques-
tion whether the business is being run
to maximize profitability and financial
strength, or to finance expensive personal
lifestyles. Clearly, some companies are
mature and have built superior financial
strength over time, and therefore mini-
mize the need to retain significant profits
going forward. But in general, overhead
analysis can be the underwriter’s window
to the contractor’s true priorities.

BALANCE SHEET
The balance sheet demonstrates what the
contractor has (assets) and what the com-
pany owes against those assets (liabilities).
The difference is the net worth of the busi-
ness. Net worth is significant to the surety
because it measures the long-term stay-
ing power of the business. But short-term
staying power is important, too. Payroll,
accounts payable and debt payments all
need to be paid regularly—in cash.

* Underwriters analyze working capital to
assess the contractor’s ability to finance
these requirements. Any interruption of
cash coming in—a disputed receivable
or change order, unprofitable projects,
etc.—can place unbearable pressure on
the contractor’s ability to meet obliga-
tions. The underwriter analyzes the
balance sheet in the context of “what
it.” Could the company survive, and for
how long, if adversity strikes? Contrac-
tors that maintain their balance sheet to
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support only normal circumstances may
not be enthusiastically supported by their
surety. Rainy-day capitalization (or risk
capital) can be critical to obtaining the
desired level of surety support.
Leverage is an important area of focus
as well. Taking on debt may be the best
thing for the contractor’s business, but
contractors should carefully question
whether buying a piece of equipment or
a building (and taking on debt to pay for
it) is the best move at the time. Espe-
cially if the contractor’s overall financial
strength is modest, renting equipment
or putting off other asset purchases until
financial strength improves may be the
best course of action. Also, overdepen-
dence on an operating line of credit to
finance cash flow may indicate under-
capitalization. These are areas where a
contractor should solicit the counsel of
trusted advisers.

STATUS OF PROJECTS

A surety also looks closely at the financial
status and trends of individual projects
via the work in progress (WIP) schedule.
Analysis of the estimated cost to complete

the backlog may indicate how heavily the
contractor’s resources are being utilized
and measure the contractor’s capacity. The
estimated gross profit in the backlog gives
an idea of future profitability, assuming the
estimates hold up over time. The WIP also
shows whether a project is underbilled or
overbilled.

* An underbilling suggests the contractor
is financing the project for the owner in
some way. It also may be a sign that the
contractor has prematurely counted the
revenue of a change order to which the
owner has yet to formally agree. Or, it
may simply indicate the contractor has
not revised cost estimates on the project.
Rather than acknowledging that costs
have exceeded budget, resulting in a
lower gross profit, an underbilling occurs.
Gross profit decreases on jobs are often
disguised as underbillings, so substantial
underbillings are subject to scrutiny by
the underwriter.

* Also significant is the underwriter’s abil-
ity to view WIPs over several periods
and track the estimated gross profit on a
job over time. Steady margins that hold
up through completion are a sign the

contractor likely produced a solid esti-
mate before beginning construction and
was able to execute in the field accord-
ing to the estimate. This is an extremely
favorable indicator of the contracting
firm’s overall quality. Contractors that
conservatively report their estimated
gross profit during construction, and
then consistently report an increase on
completion, are held in high esteem not
just for their ability to execute, but also
for their conservatism. On the flip side,
WIP trends that show project gross
profits regularly slipping from start to
completion tell the underwriter there is
a problem in estimating, in execution,
or both.

Not all underwriters have the same
perspective on the business or on financial
analysis. Construction executives should
discuss the financial analysis with a profes-
sional surety agent and an underwriter to
ensure a meaningful relationship.

Murphy is the underwriting director for Trav-
elers Bond, Construction Services, Hartford,
Conn. For more information, call (860) 277-
9354 or email cmurphy4@travelers.com.

$24 | construction EXECUTIVE November 2006



SPECIAL SECTION: SURETY BONDING

CONSTRUCTION
CPA

CAN HELP CONTRACTORS
OBTAIN MORE
SURETY CREDIT

BY EMILIO ALVAREZ ureties are almost always the largest
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extenders of credit to construction con-
tractors. This credit—always open-ended,
and in many cases unsecured—is reserved
for those who meet certain criteria, such as
presenting complete and accurate financial
information on a timely basis.

FINANCIAL STATEMENTS

A contractor’s financial statements should
be prepared in compliance with the
American Institute of Certified Public
Accountants’ Statement of Position 81-1
and should include job schedules for com-
pleted and in-progress contracts.

These financial statements are only as
good as the credibility and reputation the
preparer has with the surety with regard to
honesty in presentation, knowledge of the
construction industry and the Generally
Accepted Accounting Principles for con-
struction contractors. This additional level
of competence is the greatest contribution

a good construction CPA makes to clients
in the process of obtaining surety credit.

BONDING DISCIPLINE

Along with the financial statements,
a CPA can help a contractor increase
surety capacity by emphasizing bonding
discipline. It is not very popular to tell a
contractor to leave the profits in the com-
pany or to refrain from pursuing endeav-
ors that sureties feel may be conducive to
problems. Even more difficult is telling
a contractor not to make purchases that
would consume badly needed working
capital.

For example, in a 5 percent bonding
scenario, $1 of profit left in the company
(as opposed to distributing it to the stock-
holder) produces $20 of additional bond-
ing availability that, if moved one and a
half times in a year, produces $30 of addi-
tional work. At 10 percent gross profit,
this produces an additional $3 of profit.
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Nowhere can a contractor get a better deal
than in the opportunity to invest in and
triple the money in a year.

CASH FLOW

Cash flow is king. Accordingly, a CPA
should advise a contractor on cash flow
issues, from the collection of receivables
to the advantages of a schedule of values
that allows for money to flow in faster.
Poor cash flow usually signals the begin-
ning of trouble.

The issue of cash flow ties directly to
underbillings, and a CPA’s assistance in
detecting and understanding the possible
causes of the underbillings, their effect on
cash flow and the available solutions, is
invaluable. And, the proper presentation
of the underbilled situation is extremely
important to the surety in its underwrit-
ing efforts.

Contractors that need large amounts
of equipment find themselves in the situ-
ation in which renting the equipment may
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not make financial sense and purchasing
it uses up working capital that forms the
foundation for bonding capacity. Advice
and guidance on how to finance this
transaction so the largest portion possi-
ble is long-term debt and not part of the
computation of working capital is another
instance when CPAs are instrumental in
assisting their clients in obtaining more
surety capacity. This is true not just in the
purchasing of new equipment, but also in
the refinancing of existing equipment to
convert the equity in the equipment into
working capital.

Although the goals of the contractor’s
bank and surety may sometimes appear
mutually exclusive, providing detailed
information to both parties and dissemi-
nating information on a contractor’s finan-
cial statements increase the probability of
more adequate lines of credit which, in
turn, facilitates more surety capacity.

TAXES

Another area of opportunity for a CPA
to assist a contractor in obtaining addi-
tional surety capacity is taxes. Under
certain circumstances, contractors can
use methods of revenue recognition
that allow companies to postpone pay-
ing income taxes while maintaining the
percentage-of-completion method of rev-
enue recognition for financial statement
purposes. This postponement can provide
additional, although temporary, cash flow
and provide the basis for some additional
surety credit.

CONTINUITY PLAN

Sureties also need the reassurance that,
if anything happens to the owner who is
indemnifying them, then a plan of conti-
nuity exists whereby others complete all
the work in progress without any interrup-
tions. Construction CPAs, working with
the contractor’s attorney, get involved in
the production of the continuity plan.

In the end, successful contractors treat
their sureties as partners, and the CPAs
that play a role in the process help their
clients obtain the maximum surety credit.

Alvarez is president and
managing director of E.F.
Alvarez & Company PA,
Miami. For more information,
call (800) 272-5332 or email
ealvarez@efacpa.com.
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SAFETY PERFORMANCE
AFFECTS CONTRACTORS’ ABILITY
TO OBTAIN

he safety function in a construction company
touches nearly every segment of operations,
including a contractor’s ability to hire quali-
fied workers. Employee safety, public safety
and preservation of equipment and property
are enormous responsibilities that extend
well beyond the jobsite. Other than a lesson
learned, nothing good comes from an acci-
dent. No matter who is involved or what the
circumstances are, any accident is a setback for
a project and a company:

No construction company is immune
from discontinuance. Statistics show that
construction business failures are spread fairly
evenly among emerging firms, growth-mode
companies—those that have been operating
for 10 years—and well-established, multi-
generational construction companies.

AN UNDERWRITING CONSIDERATION

Many factors threaten the success of a con-
struction company, including material short-
ages, weather delays, labor/worker difficulties
and economic downturn. However, safety
performance is within a contractor’s control.
Accidents happen, but being proactive and
having company leaders instill and demon-
strate a corporate culture that places a prior-
ity on safety often minimizes the ill effects
of the occasional mishap when a company is
being reviewed for surety bonding. A strong
safety program built on sound safety policies
and practices can minimize damage or loss
by allowing contractors to respond quickly
and take appropriate action.

A contractor’s safety performance is an
underwriting consideration, and poor per-
formance can show up in many areas of the
underwriting process. Before a surety com-
pany will issue a bond, it must be satisfied the
company is well managed and that all threats
in the form of risk are being addressed, mon-
itored and measured. The surety company
has a keen interest in a contractor’s ability
to maintain a steady and productive work-
force, operate a profitable enterprise, gener-
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Bond

BY MICHAEL YOUNGBLUT

ate respect in the construction community
and fulfill obligations as an employer.

The underwriting or prequalification
process is fairly exhaustive. A firm’s financial
position is thoroughly examined, including
the potential impact of pending claims. Its
capacity is evaluated in terms of trained per-
sonnel, proper and safe equipment, and the
experience to perform the type of work being
considered. Finally, its reputation and rela-
tionships in the marketplace are appraised.

IMPACT ON FINANCIAL POSITION
Poor safety performance can affect a con-
struction firm’s financial position—in par-

can cause shortcuts. Proper procedures
are skirted, jeopardizing the project and
everyone onsite.
Inadequate training—Working outside
the company’s core competency by ven-
turing into a different type of work or into
an unknown geographic area could result
in personnel not being adequately trained
for the required tasks or unfamiliarity with
the area roads and local weather conditions.
Insufficient or improper worker training is
aleading cause of personal injury and proj-
ect delay, and could result in profit fade.
* Insufficient insurance—Safety is a corner-
stone in any risk management function.

When employees operate under a comprehensive safety and

health program, incidents of injury, illness and fatalities go down,

insurance goes down and workers’ compensation payments go down.

—EDWIN G. FOULKE JR., OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION (OSHA)

ticular a company’s net worth and liquid-

ity, capacity to perform and reputation in

the surrounding marketplace.

* Stressed systems—Rapid growth is rarely
a planned event. When the construction
economy heats up, the natural reaction
is to optimize the situation and ride the
wave until the market cools. During these
periods of good economic opportunity,
systems are stressed, including safety
management. The need for an influx of
workers to handle the growing backlog

It is not uncommon for a company to
be underinsured. Suppose some workers
fail to properly execute a safety policy to
secure jobsite materials, resulting in the
death of a third party walking by the job-
site. This failure could reach far beyond
the contract’s specified limits of insurance
and appear on the contractor’s financial
statement (e.g., high legal/professional
fees and penalties and fines).

* Reputation—A contractor wants to hire
the best, most productive people pos-
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sible for every “audience.” One audience
a contractor wants to impress is owners.
Another audience is prospective employ-
ees. If the company has a bad reputa-
tion as an employer—one where jobsites
are unkempt and jobsite accidents are
reported in the local newspaper—it will
have a more difficult time recruiting and
retaining a top-notch workforce.

PRODUCTIVITY AND SAVINGS

“It is a proven fact that when employees operate
under a comprehensive safety and health pro-
gram, incidents of injury, illness and fatalities
go down, insurance goes down and workers’
compensation payments go down,” says Assis-
tant Secretary of Labor Edwin G. Foulke Jr. of
the Occupational Safety and Health Adminis-
tration (OSHA). “At the same time, employee
morale goes up, productivity goes up, competi-
tiveness goes up and profits go up.”

Foulke continues, “It costs a company far
less to institute preventative measures than to
wait for the inevitable, expensive consequences
of aworkplace illness, accident or fatality. The
savings and increased productivity that an
employer realizes by investing in workplace
safety can help a company survive.”

Practical Tips

1 Follow strict hiring protocols —Benchmark the competition to stay one step
ahead in hiring and retention practices as they relate to safety.

2 Understand company finance —Make sure management understands the basic

] concepts of construction company finance. Studies show that a common misun-
derstanding exists among key employees that companies make 30 percent net
profit. Everyone needs to know how decisions and actions affect the bottom line.

3] Beware of being under-insured —General liability claims can be the most

costly. Make sure insurance limits, including excess liability, match up ad-
equately with exposure. Consider the trade off of higher retentions against the
additional premium for higher limits.

COMMITMENT TO SAFETY
Higher than average insurance costs, profit
fade from lackluster jobsite productivity,
outstanding claims and disputes, above-
average legal expenses, OSHA fines and
related litigation, poorly maintained equip-
ment and a below-average expense ratio for
employee safety training are just a few of
the red flags raised in the mind of a surety
underwriter. They indicate a contractor’s
lack of commitment to safety excellence.
Poor safety performance can cripple a
company’s net worth and liquidity and dam-

age a company’s well-crafted reputation. It
can impede a contractor’s performance by
limiting the company’s ability to recruit and
train a highly effective workforce.

Owners know there is a price for every-
thing and must decide if it’s worth paying
for a firm with poor safety performance.

Youngblut is vice president—national surety
practice,HessEganHagerty & L’'Hommedieu,
Chevy Chase, Md. For more information,
call (301) 654-3600 or email myoungblut@
hessegan.com.
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ore and more contractors realize the ben-
efits of obtaining surety bonds on private
projects. In addition to building contrac-
tors’ credibility and confirming their abil-
ity to perform the job, bonding provides a
competitive edge and enhances their abil-
ity to acquire work.
“The surety’s prequalification of the
contractor validates its experiential and
financial soundness and enhances its ability
to bid private and public work,” says Dennis
Perler, president, Liberty Mutual Surety.
Doug Hinkle, chief underwriting officer,
CNA Surety, adds, “The ability to bond is
independent validation of the contractor’s
capabilities and is viewed favorably by banks
as lending partners and private owners as
potential customers. Bonding involves a
prequalification process that, upon bond issu-
ance, tacitly declares the contractor has the
ability to complete the work in accordance
with the given plans and specifications.”
So, what are the advantages to contractors?
* Qualifications—In today’s bonding mar-
ket, the value of prequalification is high.
Not all contractors qualify for bonds. The
fact that a contractor has a relationship and
bonding capacity with a surety company is
a strong indication of its qualifications.

* Relationships—The contractor should use
the relationship with a surety bond producer

K
ERATE MORE REVENUE

BY MARC RAMSEY

and underwriter to the company’s advantage.
Contractors should view bonding capacity
as a special type of credit. Just as contractors
use bank lines of credit to finance an expan-
sion of the business, a surety bond assists
the contractor in generating new business by
opening doors to new project opportunities.
The contractor should hold out its bonding
capacity as a “seal of approval” to encourage
project owners to enter into relationships.
Credibility with owners—Bonding builds
alevel of credibility with the project owner
by giving the owner greater certainty and
comfort in the contractor’s ability.
Self-confidence—A bond demonstrates
the contractor is confident enough in its
ability to secure its performance. The con-
tractor also is making a sound risk-man-
agement recommendation to the owner,
indicating that the contractor has a high
interest in protecting the owner.
Financial strength—During the prequal-
ification process, the contractor’s financial
strength and ability to support a viable
business are assessed. This includes an
analysis of corporate financial statements,
personal financial statements of construc-
tion company owners and work-in-pro-
cess schedules.
* Experience—The contractor’s resources,
expertise and experience also are assessed
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during the prequalification process. This
involves a review of the contractor’s
largest jobs completed and its organi-
zational chart with the résumés of key
personnel.

* Character—A contractor’s character also
is analyzed by checking references and
credit reports.

While most contractors equate bond-
ing with public contracts, bonds are just as
essential in private construction as a risk-
management tool.

“Contractors should view surety as a
marketing tool,” says Henry Nozko ]Jr.,
president, ACSTAR Insurance Co. “Once

you have a surety bond, it provides you with
a clear, distinctive advantage over your com-
petition that may not have a bond. Small
contractors can bid to larger contractors
that require all of their subcontractors to
be bonded.”

“Sureties,” Nozko continues, “provide
contractors the prequalification that will
get them into doors they otherwise would
not get into without a bond.”

Ramsey is communications manager of the
Surety Information Office, Washington, D.C.
For more information, call (202) 686-7463 or
email sio@sio.org.

Benefits of Surety Bonding

11

2 Validates a contractor’s financial
strength, capabilities and
qualifications.

Provides contractors with a
competitive advantage.

3 Provides contractors with value-
added services.

4 Generates new business
opportunities.

5 Builds credibility and trust with
project owners.

CONTRACT SURETY BONDS OR BANK LETTERS OF CREDIT?

By Marla Mcintyre

This chart highlights the differences between surety bonds and bank letters of credit.

CONTRACT SURETY BOND

BANK LETTER OF CREDIT

¢ A three-party agreement where the surety assures the obligee

(the project owner) that the principal (the contractor) is capable
of performing the contract in accordance with the contract

documents.

® A cash guarantee to the owner. The owner can call on the letter of
credit on demand. The letter of credit then converts to a payment to

the owner and an interest-bearing loan for the contractor.

e Capital
e Capacity
e Character

e Quality and liquidity of collateral

e Often issued on an unsecured basis
e No direct effect on bank line of credit
e Credit enhancement

e Assets used as collateral

e Diminish existing line of credit

e Can affect cash flow

e Duration of contract
¢ Maintenance period

e Date specific—usually one year
e Evergreen clauses for renewal

e |ssued through surety bond producers

e |ssued through banking or lending institution

e -2 percent of contract price

e Includes performance and payment bond and warranty period

e Included in bid price

e Generally 1 percent of specified percentage of contract amount

¢ Included in bid price

e Performance bond in 100 percent of contract amount
e Payment bond in 100 percent of contract amount

e Typically 5 percent to 10 percent of contract amount
¢ No protection for unpaid subcontractors

e Surety investigates claim of default

e Surety pays rightful claims of certain parties (payment bond)

e Payable upon demand

e Owner determines validity of claims by subcontractors and

suppliers

Mclintyre is executive director of the Surety Information Office, Washington, D.C. For more information, call (202) 686-7463 or email

mmcintyre@sio.org.
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AVOIDING THE BIG ‘ D,

PREVENTING DEFAULT STARTS

GREAT SURETY
PRODUCERS AND
UNDERWRITERS

MAKE

CONTRACTORS

STRONGER

BY MARC RAMSEY

$38 | Construction EXECUTIVE November 2006

surety company does more than prequalify
contractors. It also helps nurture and foster
profitability and success.

For example, Pennsylvania National
Mutual Casualty Insurance Co. recently
had the opportunity to work with a con-
struction company in business 23 years.
However, Penn National’s client made a
couple of job mistakes that led to losses,
and it was readily apparent from the finan-
cial statements the company was not fol-
lowing proper management practices. The
company also didn’t have a cost system
detailed enough to show what was really
going on.

After a frank conversation, Penn
National resolved that if the contractor
implemented certain recommendations—
including bringing in a nationally known

EARLY

construction consultant—the surety
would provide a planned, step-by-step
bonding program. Once certain improve-
ments had been made, Penn National
extended more bonding capacity until all
of the identified problems were corrected
and the contractor was back to making a
solid profit.

“Dithcult times can be the best thing
that ever happens to a contractor—assum-
ing it survives,” says Michael Greer, vice
president of surety, Penn National. “You
have to be willing to take a hard look in
the mirror and figure out where you went
wrong and stop doing that. It is amazing
the number of times companies make the
same mistake over and over again.

“Not every owner has the stamina to
have someone point out their blemishes,”
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Greer adds. These types of scenarios
require a considerable amount of time and
effort on the part of both the agent and
the surety. Given the extra time and cost
involved, there has to be a very straight-

forward agreement of what will and won't
be done.”

“Contractors are like any other business
in that their ultimate success or failure is
largely determined by the skill of man-
agement,” explains Doug Hinkle, chief
underwriting officer, CNA Surety. “Low
profit managers, high overhead and poor
estimating are examples of symptoms that

Contractors need to make
a sufficient profit margin on
their projects and should

. learn to say ‘'no’ to jobs that
don’t meet these margins.

It’s times like these that a good rela-
tionship with a surety bond producer and
underwriter pays off—and it starts with
communication. The most important
thing a contractor can do is keep the surety
informed when problems arise. This means
communicating good and bad news to the
surety bond producer and underwriter if
or when problems begin. If possible, many
sureties will work with the contractor to
help it through the problem.

In addition to maintaining open com-
munication, industry experts recommend
contractors stay within their capabilities.
In other words, think twice before work-
ing outside known geographical areas and
scope of work.

1]
2]
3]

Don’t take on more work than
you can manage.

Grow your balance sheet in
relation to your work program.

Keep your debt as low as
possible.

Work to develop a strong
relationship with your surety
and provide full disclosure.

4]
5]

Understand the contract and
make sure it defines default.
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—TERRENCE CAVANAUGH, CHUBB SURETY

generally point to a more fundamental
problem within management.”

Contractors need to manage growth
and control overhead. This includes
maintaining accurate and current financial
records and documenting change orders,
disputes, claims and back charges.

“Construction is an amazingly complex
business where many factors can drive suc-
cess or failure,” says Dennis S. Perler, pres-
ident, Liberty Mutual Surety. “Frequently,
contractor difficulties stem from rapid
growth, under-capitalization, inadequate
liquidity, weak internal controls and poor
project oversight.”

Contractors need to understand the
contract—and risk variables such as
financing, schedule and scope—and look
for effective and equitable contract lan-
guage that spells out the responsibilities of
the owner, contractor and design profes-
sionals. Furthermore, the contract should
define circumstances constituting default.
Contractors should adhere to contract
requirements, including scheduling, and
comply with notice requirements.

If a project isn’t right or the contract
language is onerous, experts recommend
declining the job. Adjust overhead instead
of accepting a job merely to keep employ-
ees busy. “Contractors need to make a
sufficient profit margin on their projects
and should learn to say ‘no’ to jobs that
don’t meet these margins,” says Terrence
Cavanaugh, chief operating officer, Chubb
Surety.

Michael J. Cusack, senior vice presi-

. Advice for
| Preventing
| Failure

|

|

| ®* Use a construction-oriented

| accountant;

I e Learn causes and warning signs of
1 contractor failure;

I« Have a bank line of credit available
1 to support the company’s business
1 plan;

: e Conserve capital;

1 ° Bond subcontractors, especially

I when they represent a key trade, a
I significant portion or sole source of
1 the work, or there are questions on
| their availability, capacity, ability or
| financial strength;

I o Qualify the surety;

I« Read and understand the bond

I forms;

!« Understand the surety’s rights and
! responsibilities toward the contrac-
: tor and owner; and

"I Qualify the owner. Is there sufficient
I financing? Beware of owners with a
I track record of litigation.

|

dent and managing director of surety,
Aon Construction Services Group,
agrees margin discipline and contract
language are two issues that dictate the
long-term success of many construc-
tion franchises. “These are fundamen-
tal issues in the industry and both are
within the contractor’s control,” he says.
“Over the long term, the more successful
contractors are generally the firms that
demonstrate more discipline in applying
appropriate margins to the risk profile
of work and refuse to accept unreason-
able and inequitable risk in construction
contracts.”

Finally, developing and maintaining
a lasting surety relationship is essential,
especially in times of economic uncer-
tainty. The contractor, professional surety
bond producer and underwriter are the key
players on this strategic business team.

Advises Greer: “People who don’t know
you are not going to support you when you
need them most.”

Ramsey is communications manager of the
Surety Information Office, Washington, D.C.
For more information, call (202) 686-7463 or
email sio@sio.org.
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WHY CONTRACTORS

TFRIL

onstruction involves more risks than other
industries, and the company failure rate
is higher as well. Successful contractors
must learn to manage risk. The follow-
ing are the top 10 reasons contractors
fail, as identified by FMI, a construction
consulting firm based in Raleigh, N.C., in
conjunction with the Construction Users

Roundtable:

1. Overexpansion/flawed strategy;

2. Volume obsession;

3. Poor project selection, onerous con-
tracts, unrealistic commitments and
risk concentration;

4. Insufficient “real” capital or profits;

5. Poor business acumen;

6. Poor leadership and succession;

7. Poor field performance;

8

9

1

Problem owners;
. Economic volatility; and
0. Credit market changes.
Most of these problems are seldom
recognized until it is too late to save the
company.

STRATEGIC ISSUES
One of the most common flawed strate-
gies is overexpansion. Growing too fast and
beyond the financial and human resources
capabilities of the firm is a classic reason
for contractor failure. Eternal optimism fre-
quently leads to over-committing the firm.
Instead, having a rational, sustainable busi-
ness strategy is key to survival and success.
Unfortunately, revenue and sales vol-
ume are not always related to profitability.
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Like overexpansion, volume obsession can
blind a contractor to underlying problems
and remove the necessary financial cushion
to soften the blow when problems arise.
Poor project selection, onerous con-
tracts, unrealistic commitments and risk
concentration all can lead to rapid business
failure. Contractors anxious to fill their
backlogs seldom think they have a choice
of owners to work with, so they sign con-
tracts without considering all of the risks
and make commitments they are unlikely
to keep. Often contractors think:
* We have to keep our employees busy.
* We'll make it up on changes.
* We need to put our money to work.
* We're right, and we’ll win in court.
* We'll figure out how to staff it once we
get the job.
* That won't affect our market.
* I'm not sure where our work will come
from next month, much less next year.
Sometimes a contractor’s best job is the
one it does not get. One bad project can put
a contractor out of business. While there
are times to take risks—for instance, enter-
ing new markets, working with new owners
or taking on larger projects than normal—
those risks should be part of a broader strat-
egy. Spreading risk through diversification
can help avoid catastrophic failure.

ORGANIZATIONAL ISSUES
People, processes and management errors
represent a breakdown in the system.
Insufficient “real” capital or profit indicates
the accounting system produces insuffi-
cient information for decision-making.
Construction company financial state-
ments are notoriously suspect because
of the large number of estimates used to
prepare them. Frequently, a substantial
portion of a contractor’s equity is based
on percentage-of-completion estimates
of projects, and the actual results are not
known until the projects are complete.
Phantom profits or equity can disappear
and leave the firm in financial distress.
Another organizational issue is a lack
of business acumen. Many good builders
may not be skilled businesspeople. Finan-
cial management capability, marketing
knowledge, business strategy and risk
management skills may be lacking in the
management of construction companies.
Construction firms often fail when mov-
ing into the next generation, whether the
company is a family business, partnership

or publicly owned. If the success of the firm
revolves around a single, strong leader, it
also may be in a position to fail if that leader
can no longer lead. If the construction firm
does not have a leadership succession plan in
place, the business is at risk. Leadership suc-
cession is not only a question for top execu-
tives, but for those throughout the firm.

Great execution can overcome a poor
strategy, and the wrong project manager or
superintendent—or high turnover in these
positions—can make a good strategy go
bad. Adequate project control systems are
critical to identifying problems early and
making mid-course corrections. Even good
project managers may not perform well if
the systems for success are not in place.

Working with a difficult owner is a fre-
quent reason cited for contractor failure. A
poorly financed owner may cause slow pay
or no pay and create liquidity problems.
Disputes resulting in claims, litigation
and unsigned change orders can leave the
contractor in a poor negotiating position,
with substantial cash tied up in a project
susceptible to bankruptcy.

UNCONTROLLABLE ISSUES
Contractors can control strategic and orga-

nizational issues, but economic volatility
and changes in the credit market are out
of their hands. Downturns in construction
tend to be sudden and severe, and can catch
an unprepared firm with too much over-
head or precipitate taking very low-margin
work. To avoid crashing, contractors should
monitor economic trends and prepare con-
tingency strategies.

Credit markets, including surety bond-
ing and banking credit, are the lifeblood of
the contractor. Changes in the underwrit-
ing standards, like those that occurred after
2001, can create difficulties for contractors
pressing the outer limits of their credit
availability. In fact, several firms have sold
or downsized in the past few years due to
changes in the credit markets.

Firms can be more successful by studying
past failures. Understanding the reasons con-
tractors fail will help improve the industry’s
reputation and the credit market response,
leading to a better industry for all.

Rice is chairman of FMI,
Denver, Colo. For more
information, call (303) 398-
7223 or email hrice@fminet.
com.
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ELECTRONIC

URETY

BONDS

IMPROVE
COSTS, EFFICIENCY

ith the enactment of the Uniform Elec-
tronic Transactions Act in 46 states and
the Electronic Signatures in Global and
National Commerce Act at the federal
level, electronic documents and signatures
have legal standing. The electronic execu-
tion of contracts, including surety bonds,
has become a reality for the construction
industry.

Electronic bonding replicates the bond
execution process that exists today—the
signing of the bond form by the principal
and surety and delivering the form to the
obligee electronically through the Internet
or other electronic medium, or within a
web-based environment.

The National Association of Surety
Bond Producers (NASBP) and The
Surety & Fidelity Association of America
(SFAA) strongly support the electronic
execution and filing of surety bonds. The
electronic filing of surety bonds reduces
processing costs and increases efficiency
for everyone involved in the bonding
process: government agencies and other
obligees, contractors and other bond
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principals, surety bond producers and
surety companies.

ELECTRONIC BIDDING AND BONDING TODAY
State Departments of Transportation
(DOTs) have been the leaders in adopting
electronic bidding. Electronic bonding is
being used with electronic bidding systems
that fully automate the bid submission
process for DOT construction projects.
By using an electronic bidding system,
the contractor can enter its bid data—such
as name of contractor, contractor license
number, project number and line item
prices—directly into the DOT system
through the DOT website.

Many of these bidding systems work with
bond authentication systems. One of the
data elements the contractor enters into the
bidding system is the bid bond authentica-
tion number. With the authentication num-
ber, the bidding system can access the bid
bond data. Currently, 31 DOTs have imple-
mented, or are in the process of implement-
ing, an electronic bidding solution. And, the
Pennsylvania Department of Transportation

has implemented an electronic solution for
the final bonds.

Some DOTs still rely on paper bonds.
Others seem willing to rely on the bond
data included in the bond authentication
system (name of surety, obligee, description
of project, bond amount, execution date,
description of bond form used, etc.).

Technology exists today to permit
the delivery of an electronic bond that is
signed by the contractor and surety in a
secure manner. Private Key Infrastructure
technology provides a secure means to use
digital signatures that are verifiable and
cannot be repudiated.

THE FUTURE OF ELECTRONIC BONDING

As technology matures and the use of
electronic bonding expands beyond DOTs,
two important principles need to be kept
at the forefront. First, an electronic bond
form signed by the principal and surety
should be able to fully integrate into the
obligee’s systems. Second, as obligees con-
sider different technologies and methods
for electronic bond execution, some stan-



Who’s Using Electronic Bidding/Bonding?

Department of Info Tech InSure Vision

Transportation* (BidExpress) Technologies Surety 2000 Custom System
Alabama In Use Interfaces with BidExpress In Use

Arizona In Use Interfaces with BidExpress Interfaces with BidExpress

Colorado Testing Testing

Florida In Use Interfaces with BidExpress Interfaces with BidExpress

Georgia In Use Interfaces with BidExpress Interfaces with BidExpress

lllinois Stand-alone solution

Indiana Testing

lowa In Use

Kansas In Use Interfaces with BidExpress Interfaces with BidExpress

Louisiana In Use Interfaces with BidExpress Interfaces with BidExpress

Maine In Use Interfaces with BidExpress Interfaces with BidExpress

Maryland DGS* Interfaces with eMaryland Marketplace  Interfaces with eMaryland Marketplace eMaryland Marketplace
Massachusetts Testing

Michigan In Use

Minnesota In Use In Process Interfaces with BidExpress

Mississippi MDQOT Bid System
Missouri Testing Testing

Montana In Use In Process Interfaces with BidExpress

Nebraska In Use In Use

New Jersey In Use Interfaces with BidExpress In Use

New Mexico In Use Interfaces with BidExpress Interfaces with BidExpress

North Carolina In Use Interfaces with BidExpress Interfaces with BidExpress

North Dakota In Use

Ohio In Use Interfaces with BidExpress Interfaces with BidExpress

Oklahoma In Use In Process Interfaces with BidExpress

Pennsylvania ECMS (final bonds)
PA Turnpike* Testing Testing

South Carolina In Use Interfaces with BidExpress Interfaces with BidExpress

Tennessee In Use Interfaces with BidExpress In Use

Utah Stand-alone solution Stand-alone solution

Vermont In Use Interfaces with BidExpress Interfaces with BidExpress

Virginia In Use Interfaces with BidExpress Interfaces with BidExpress

Wisconsin In Use

Wyoming In Process Stand-alone solution

*Except where noted. Note: Blair Business Systems and Workgroup Technology Partners are working with a number of DOTs, but their information

was not available at press time.

dardization should be developed, and elec-
tronic bonding should present no barriers
to the electronic procurement process.

If each obligee develops a system or
requires the use of a proprietary system
or service, sureties and producers can be
forced to adapt to an array of systems and
technologies, raising the cost of automa-
tion for surety bond producers, surety

companies, contractors and ultimately
the obligee.

Any technology adopted for the elec-
tronic execution of bonds should be open
to all participants with little or no barri-
ers, assure the validity and authenticity of
all contracting parties, deliver a binding
and legally enforceable document from
one location to another, and be able to

fully integrate the data from one system
to another.

Contributed by the NASBP/SFAA Joint Au-
tomation Committee, a joint effort of the
NASBP Automation and Technology Com-
mittee and the SFAA eBusiness Advisory
Committee. For more information, visit www.
nasbp.org or www.surety.org.
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EMERGING

BONDING
FOR SMALL AND

WHAT WORKS
AND
WHAT DOESN'T?

CONTRACTORS

BY LENORE MAREMA
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onding for small and emerging contractors
was a key issue in the 2006 state legisla-
tive sessions, and in several different con-
texts. Some states sought to increase the
state bond threshold under the theory that
small and emerging contractors could do
bigger jobs for the state without bonding
and grow their businesses.

In Indiana, a $500,000 bond threshold
in Senate Bill 360 was defeated. The Utah
Administrative Services Office considered,
but decided against, increasing the state
bond threshold from $50,000 to $100,000.
State bond threshold legislation also failed
to pass in 2006 in Iowa, Kansas, Missouri
and Washington.

In Virginia, however, House Bill 64
raised the bond threshold from $100,000
to $250,000 for state Department of
Transportation projects. As originally
drafted, the bill would have increased the
state threshold to $500,000 for all public
projects.

This issue also arose in legislation to
permit individual sureties to write bonds.
The thinking was that if insurance com-

panies did not bond small and emerging
contractors, these contractors should have
the option of individual backing. Individ-
ual sureties claim to pledge assets to the
state to back the bonds they issue. State
procurement officers have the substantial
burden of determining the authenticity of
the documentation of the assets pledged
and verifying that pledged assets actually
exist and are sufficient.

Maryland enacted House Bill 169,
which now allows individual sureties to
write surety bonds without being licensed
as a surety or subject to regulation by any
state agency. The Louisiana Senate passed
Resolution 158, which calls for a study of
the feasibility of permitting individual
sureties to provide surety bonds on public
works projects, with the possibility of leg-
islation there in 2007. In North Carolina,
House Bill 1723, which was enacted, con-
tains a list of the items the state legislative
research council is permitted to study.

Recently, small and minority contrac-
tors expressed concern about the home
services contractors bonding bill (AB-



3048) still pending in the New Jersey
legislature.

WHY DOESN’T THIS LEGISLATION WORK?
This type of legislation does not help small
and emerging contractors because it is not
aimed at them. Raising the state bond
thresholds does not guarantee small and
emerging contractors will get any or all of
the state projects under the higher thresh-
old, and permitting individual sureties to
issue bonds does not mean they will focus
their efforts on these contractors.

Even more important is whom this leg-
islation harms. Laborers, subcontractors
and suppliers on public projects must rely
on a general contractor’s payment bond
for protection because they cannot assert
mechanics liens against public property. If
no payment bond is required, these parties
are left with no means to collect for their
services and supplies if the contractor is
unable or unwilling to pay them. Small
and emerging contractors are more likely
to start their businesses as subcontrac-
tors, so when state bond thresholds are
raised, the most vulnerable companies are
deprived of payment protection.

Increasing the bond threshold may
mean that all contractors will be able to
bid on bigger projects without providing
payment bond protection, and these may
include financially unstable contractors
from other states that cannot get bonded.

Similarly, if individual sureties pledge
assets that don't exist, are difficult to verify
or are not readily convertible into cash,
everyone on the project is left unprotected.
Significant abuses and fraud occurred in
the past when individual sureties were per-
mitted to issue bonds.

If individual sureties can write bonds
in unlimited amounts, they could be the
surety on multiple large state contracts. If
the assets pledged to support the bonds are
uncollectible, any or all of the contractors
bonded could default and go into bank-
ruptcy, and the public owners would be left
with huge unfunded expenses to complete
the construction projects.

WHAT DOES WORK?

Bonding requirements exist to provide
vital safeguards for those who work on
public projects and the taxpayers who
pay for them. Programs currently are in

place to assist small and emerging con-
tractors in obtaining surety bonds. The
Surety Bond Guarantee Program of the
U.S. Small Business Administration is
one example.

Members of The Surety & Fidel-
ity Association of America (SFAA) and
National Association of Surety Bond
Producers are committed to making
surety bonds available and accessible to all
qualified contractors. They also are com-
mitted to increasing the number of small,
minority and women-owned contractors
that are bondable. SFAA has developed a
Model Contractor Development Program
to assist the local surety associations and
their respective contractor communities in
furthering these goals.

The relationship between a surety and
its client is one of mutual help. The surety
wants the contractor to succeed and grow,
and the surety prospers only when the
contractor succeeds.

Marema is vice president of government af-
fairs for SFAA, Washington, D.C. For more
information, call (202) 778-3637 or email
Imarema@surety.org.
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CULTIVATING

EMERGING

CONTRACTORS

BY SAM CARRADINE

businessman from the New Orleans area
expanded his real estate/property develop-
ment business last year to include a demo-
lition company to help his neighbors with
the overwhelming cleanup effort following
Hurricane Katrina. The contractor has razed
and cleared more than 650 private residences
declared irreparable by homeowners’ insur-
ance companies. Now the contractor has his
eye on some of the demolition work funded
by the U.S. Army Corps of Engineers. These
projects, which involve direct public funding,
require contract surety bonds.

A surety professional can help assess
what this contractor and other emerging
contractors need to do to obtain a first
bond to perform some of the $200 billion
in anticipated work in the Gulf Coast.

Other communities also are looking for
ways to include more emerging contractors
in expanding public and private construc-
tion opportunities. For example, city offi-
cials in Savannah, Ga., and Hillsborough
County, Fla., want to increase minority
participation on downtown renovation
and revitalization projects. High Point,
N.C. plans to increase the legislated bond
threshold, but to date it has not resulted in
greater participation by small and minority
businesses in public contracting.
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MODEL CONTRACTOR DEVELOPMENT
PROGRAM

The Surety & Fidelity Association of
America (SFAA) Chair Gary Dun-
bar, divisional president, bond division,
Great American Insurance Companies,
Cincinnati, Ohio, says SFAA has a better
solution than increasing bond thresholds.
“SFAA has designed an instructional pro-
gram to be presented to disadvantaged
contractors. It provides direction on

programs:

e California Department of Transportation;

e State of Ohio Bond Guarantee Program;

Disadvantaged Business Enterprises;

e City of New Orleans;

Initiative;
e Suffolk County, N.Y.; and

Massachusetts.

SFAA Collaboration Efforts

The Surety & Fidelity Association of America (SFAA) has been working in a number of
jurisdictions nationwide to help emerging contractors become bondable or increase
their bonding capacity. SFAA members, staff and local surety associations have
provided technical assistance or guidance to these jurisdictions in framing their

¢ U.S. Department of Commerce’s Minority Business Development Agency;
* New Jersey Economic Development Authority;

e Tennessee Department of Transportation Bond Guarantee Program for Small and
¢ U.S. Department of Transportation Bonding Assistance Program;
e Economic Development Corporation of Prince George’s County, Md.;

¢ National Veterans Business Development Corporation;

e Prince George’s County, Md., Economic Development Corporation Small Business

e Other local governments and organizations in states ranging from Texas to

how to become bondable, where to find
resources like the Small Business Admin-
istration (SBA) and how to receive help
from other professionals, such as CPAs
and bankers,” he says.

Originally launched in 2001, the
Model Contractor Development Program
(MCDP) is a comprehensive program of
bonding awareness, education and support.
Its objectives are to:

* educate emerging contractors about



surety bonds and assist them in becom-
ing bondable;

* identify resources, such as the SBA
Surety Bond Guarantee Program and
similar state and local programs, for
obtaining a first bond;

* provide assistance and referrals for
accounting, project management and
financing expertise; and

* help increase a company’s bonding

capacity.

EDUCATION AND BOND READINESS

The MCDP consists of two interrelated
components—educational workshops and
bond readiness. Educational workshops
help local emerging contractors access
bonding and technical assistance tailored
to fit their needs.

The Construction Financial Manage-
ment Association is assisting SFAA with
a construction accounting and financial
management workshop, while Associated
Builders and Contractors is responsible
for a business and project management
workshop.

Meanwhile, the bond-readiness com-
ponent focuses on networking and out-
reach, capability and capacity assessments,
resource identification and referral, and
assistance in the bonding process. SFAA is
working closely with a network of 47 local
surety associations around the country that
advises emerging contractors and reviews
bonding prequalification requirements;
assesses their capability and capacity; and
develops strategies, such as recommending
specialized project management, account-
ing or financial assistance.

OPPORTUNITIES IN THE GULF COAST
Nowhere is the need for bonding support
more apparent than in the Gulf Coast region.
Efforts to reconstruct the damaged infra-
structure and rebuild the areas devastated
by Hurricane Katrina can provide unique
opportunities for local emerging contractor
participation.

Dunbar cites the need for creative
approaches to address access to bonding.
“The surety industry needs to transform the
lack of bonding for disadvantaged compa-
nies from a problem into an opportunity,” he
says. “We have the opportunity to help create
great future contractors by pulling together
groups of interested professionals who can
mentor disadvantaged companies on their
way to becoming great contractors.”

The surety industry needs to

transform the lack of bonding for

disadvantaged companies from a

problem into an opportunity.

SFAA staff has met with Gulf Coast
contractors, as well as Mississippi’s director
for small and minority business, Louisiana’s
head of procurement and New Orleans’
director of economic development to dis-
cuss strategies for bonding assistance for
emerging contractors in the area.

SFAA continues to work closely with the
City of New Orleans and the New Orleans
Regional Black Chamber of Commerce to
provide emerging contractors with the skills
and access to bonding and financing to par-
ticipate in current and future contracting
opportunities as the Gulf region rebuilds.

Dunbar says, “How can the surety indus-

—GARY DUNBAR, SFAA CHAIR

try fulfill obligations to protect taxpayers,
project owners and lenders, and laborers
and suppliers on construction projects,
while addressing the political and social
issue of more bonds for disadvantaged con-
tractors?” The answer, he says, is “a well-
written, detailed roadmap, as prepared by
a diverse group of interested professionals
on how hard-working and well-intended
individuals can become great contractors.”

Carradine is director of development and
diversity for SFAA, Washington, D.C. For
more information, call (202) 463-0600 or
email scarradine@surety.org.
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SURETY INFORMATION OFFICE.:

THE INFORMATION RESOURCE
ON CONTRACT SURETY BONDS

stablished in 1993, the Surety Information
Office (SIO) is the information source on
contract surety bonds in public and private
construction. SIO responds to thousands of
requests and distributes tens of thousands
of complimentary brochures, CDs and
other materials on contract surety bonds
every year. The following is a sampling of
contractors’ frequently asked questions.

Where can | find contract documents and
standardized bond forms?

SIO lists links to several resources on
contract documents and bond forms on
its website, www.sio.org. These resources
include Associated General Contrac-
tors of America, American Institute of
Architects, Engineers Joint Contract
Documents Committee, General Services
Administration, Construction Manage-
ment Association of America, Design-
Build Institute of America, Surety &
Fidelity Association of America (SFAA)
and the National Association of Surety
Bond Producers (NASBP).

How do I know I’m dealing with a
reputable surety company?
Most large property and casualty insurance
companies have surety departments. In addi-
tion, surety bonds make up all or most of
the business for some companies. In either
case, for a company to write a surety bond
in the United States, it must be licensed by
the insurance department of one or more
states. Although some exceptions exist, gen-
erally a surety company must be licensed in
the state in which it is doing business or by
the state where the obligation guaranteed by
the bond is being performed.

Visit SIO’s website to download or order
a free copy of Surety Companies: What They
Are and How to Find Out About Them, or
for links to state insurance departments, the
U.S. Department of Treasury, SFAA’s Bond
Authenticity Program, NASBP and several

rating organizations.
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What is the Treasury List, or T-list, and
how can I get a copy?

Circular 570: Federal Treasury Listing of
Qualified Sureties, also known as the T-list,
provides a list of all surety companies qual-
ified to write bonds on federal contracts.

Access the T-list online at www.fms.treas.
gov/c570/c570.html.

How can emerging or minority
contractors obtain bonds?

SIO’s brochure, Helping Contractors Grow:
Surety Bonding for New & Emerging Con-
tractors, provides information on bonding
assistance and support programs, mentor-
protégé programs and the U.S. Small
Business Administration’s Surety Bond
Guarantee Program. Visit the SFAA
website for information on its Model
Contractor Development Program.

Where can | get information on
subcontractor bonding?
NASBP offers The Basic Bond Book and
Understanding Surety Bonding: A Guide for
Subcontractors for a fee by calling (202) 686-
3700. Another valuable resource, Subcon-
tractor Bonds—INeedless Expense or Needed
Protection, is available via SFA A’s website.
SIO is supported by SFAA and NASBP.
SFAA is a Washington, D.C.-based non-
profit corporation that represents members
engaged in the business of suretyship. Mem-
ber companies collectively write the majority
of surety and fidelity bonds in the United
States. SFAA is licensed as a rating or advi-
sory organization 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 report-
ing fidelity and surety experience. SFAA
represents its member companies in matters
of common interest before various federal,
state and local government agencies.
NASBP is the international organiza-
tion of professional surety bond producers
and brokers. NASBP represents more than

5,000 personnel who specialize in surety
bonding, provide performance and pay-
ment bonds for the construction industry,
and issue other types of surety bonds such
as license and permit bonds for guarantee-
ing performance. NASBP’s mission is to
strengthen professionalism, expertise and
innovation in surety and to advocate its
use worldwide.

For more information, visit SIO’s online

FAQs at www.sio.org.

SIO

Surety Information Office (SIO)
1828 L St. NW, #720
Washington, D.C. 20036

(202) 686-7463

(202) 686-3656 Fax

WWW.Si0.0rg

sio@sio.org

The Surety & Fidelity Association of
America (SFAA)

1101 Connecticut Ave. NW, #800
Washington, D.C. 20036

(202) 463-0600

(202) 463-0606 Fax

www.surety.org
information@surety.org

National Association of Surety Bond
Producers (NASBP)

1828 L St. NW, #720

Washington, D.C. 20036

(202) 686-3700

(202) 686-3656 Fax

www.hasbp.org

info@nasbp.org
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NECESSITIES FOR

EVERY
CONTRACTOR’S

TOOLBOX

SI0O RESOURCES HELP YOU BUILD YOUR BUSINESS

fl]'.l Foy CdEain

=urely Bonds

he Surety Information Office
(SIO) is committed to help-
ing contractors and subcon-
tractors grow through contract
surety bonding and the valuable
relationships with producers
and underwriters that surety
bonding provides. SIO offers

a number of free resources so

tion about bonding assistance
and support programs, bond
guarantee programs and men-
tor-protégé programs for new
and emerging contractors.

* Surety Bonds Versus Bank Letters
of Credit—Explains the key dif-
ferences between letters of credit

and surety bonds.

contractors and subcontractors benefits of contract surety bonds. * An Overview of the Contract
can gain a better understanding of con-  * Surety Companies: What They Are and ~ Surety Bonds Claims Process—Addresses
tract surety bonds. How to Find Out About Them—LFExplains performance bond default situations,
* How to Obtain Surety Bonds—Provides ~ how to qualify a surety company through ~ payment bond claims and project-owner
an overview of the bonding process, from  readily available resources. expectations.
finding a producer to undergoing the ° Helpzng Contractors Grow: Surety Bonds — * Surety Bonds: A Guide for Contractors—
prequalification process. T for New &  Contains narrated presentations and
* Importance of Surety Bonds in Emerging Con-  publications on an interactive CD.
Construction—Provides an tractors—Pro- For more information, visit the SIO
overview of the value and vides informa-  website at www.sio.org.
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SURETY BOND BROKER

AND CONSTRUCTION INSURANCE AGENT

NATIONAL FIRMS

e INSURANCE COMPANY

ACSTAR Insurance
Company
233 Main Street
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 reputation for
delivering the “best service any-
where,” ACSTAR provides bonding
nationwide for contract and com-
mercial surety needs in the standard
and specialty marketplace.

y/

ALLIED MOHTH AMERICA

Allied North America
390 North Broadway
Jericho, NY 11753
Phone: (516) 733-9200
Fax: (516) 681-7460
Email: info@alliedna.com
www.alliedna.com

The Allied Group of Companies
is a full-service, national insurance
brokerage that specializes in serv-
icing the needs of the construction
industry. Since the firm’s inception,
the corporate philosophy has
remained consistent—provide
superior service to all clients.

AON

Construction Services Group

Aon Construction
Services Group

707 Wilshire Boulevard

Suite 6000

Los Angeles, CA 90017
Contact: Geoffrey Heekin
Phone: (888) 678-7310

Fax: (312) 381-0275

Email: construction@aon.com

www.aon.com/construction

Aon Construction Services Group
is the premier provider of surety,
insurance, and risk management
products to the construction indus-
try. Contact The Construction
Experts at (888) 678-7310.

o}
A ¥ '-.' l"% l_{:h
Insurance Group”
Arch Insurance Group
30 E. 7th St., 22nd Floor
St. Paul, MN 55101
Contact: John Mentz
Phone: (651) 855-7100
Fax: (651) 855-7171
www.archinsurance.com
Arch Insurance Group brings a
high level of underwriting, claims
and loss control expertise to both
Construction and Surety market-
places.

Chubb Group of
Insurance Companies

r 13 Mountain
|

View Road
CHUBER

Warren, NJ
07061

Contact: Robert G. Kelly

Phone: 908-903-4584

Fax: 908-903-4999

Email: rgkelly@chubb.com

www.chubb.com/businesses

/surety

Chubb Surety remains the
provider of choice for the construc-
tion industry because of our commit-
ment to the industry, our financial
stability (A++ rated by A.M. Best),
our expert knowledge, global cover-
age, and exceptional service.

CINA SURETY

CNA Surety
333 S. Wabash Ave.,
41-South
Chicago, IL 60604
Phone: (800) 331-6053
Fax: (605) 335-0357
Email: info@cnasurety.com
www.chasurety.com

CNA Surety provides a full range
of contract and commercial surety
bonds in all 50 states. We are a
stable and consistent market that
provides personal service to our
customers.

FRANKCRYSTAL

Frank Crystal & Co., Inc.

Financial Square

32 Old Slip

New York, NY 10038

Contact: Lars M. Anderson,
Managing Director

Phone: (212) 504-5993
Fax: (212) 269-6612
Email: andersol@fcrystal.com
www.frankcrystal.com

As the alternative in insurance
brokerage, Frank Crystal &
Company provides industry-lead-
ing surety and insurance solutions,
services, and council to its clients.

!-ihf:rl}'
Mutual

Liberty Mutual Surety
450 Plymouth Rd., Suite 400
Plymouth Meeting, PA 19462
Contact: Jeanine Parker
Phone: (610) 832-8243
Fax: (610) 940-9112
Email:
jeanine.parker@libertymutual.com
www.libertymutual.com
Liberty Mutual Surety specializes
in providing contract surety bonds
for construction firms, manufacturers
and suppliers, and commercial
surety bonds for corporations and
individuals.

Mesirow
Financial

Mesirow Financial

321 North Clark St., #1100

Chicago, IL 60610

Contact: Jacqui Norstrom

Phone: (312) 595-6976

Fax: (312) 595-4374

Email: jnorstrom@

mesirowfinancial.com

www. mesirowfinancial.com
Mesirow Financial’s Surety Bond

Practice helps businesses meet

vital corporate objectives - reduc-

ing expenses, working more effi-

ciently, freeing up capital or fulfill-

ing a difficult bond obligation.

Safecol

Safeco Surety
Adams Building
4634 154th Place N.E.
Redmond, WA 98052
Contact: Tim Mikolajewski
Phone: (425) 376-6535
Fax: (425) 376-6533
Email: timmik@safeco.com
www.safeco.com/surety
Safeco Surety is in the Top Five
Sureties in the country. We provide

DIRECTORY

bonds for a wide variety of cus-
tomers, ranging from individuals, to
construction contractors, to multina-
tional corporations. Surety service
centers are located in many metro-
politan areas offering surety prod-
ucts and services nationally.

HT]
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Smith-Manus
2307 River Rd., Suite 200
Louisville, KY 40206
Contact: Brook Smith
Phone: (502) 636-9191
(800) 235-9347
Fax: (502) 636-5328
Email:
bsmith@smithmanus.com
www.smithmanus.com
As one of the largest independ-
ent surety-only agencies in the
U.S., Smith-Manus has clients in
all 50 states. We specialize in
developing surety programs for
enviornmental contractors.

EE TRAVELERS

1 Tower Square
Hartford, CT 06183
Fax: (860) 277-3931

www.travelersbond.com
Travelers Bond is a leading
provider of surety products to the
construction industry, known for
excellent service, expertise and
capacity for contractors of all

sizes.

ZURICH

Zurich

3910 Keswick Road

Baltimore, MD 21211

Contact: Jerry Haley

Phone: (410) 261-7947

Fax: (410) 261-7955

Email: gerald.haley@

zurichna.com

www.zurichna.com/surety
Zurich’s Surety organization

specializes in contract bonds for

the construction industry, environ-

mental surety and a wide range of

commercial surety products.
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ARKANSAS

Brown - Hiller - Clark
& Associates

P.O. Box 3529

Fort Smith, AR 72913
Contact: Marty Clark
Phone: (479) 452-4000
Fax: (479) 484-5185

CALIFORNIA

Mlliant

Alliant Insurance

Services, Inc.

1620 5th Avenue

San Diego, CA 92101

Contact: Lawrence F. McMahon
Phone: (619) 699-1341

Fax: (619) 699-1363

Email:
Imcmahon@alliantinsurance.com

www.driveralliant.com

Since 1925, we have provided
surety bonds and insurance for
contractors and developers. Our
strength is developing a responsive
surety program and being your
determined advocate.

Mlant

Alliant Insurance

Services, Inc.

P.O. Box 1088

Lodi, CA 95241

Contact: Scott Gaddy

Phone: (209) 333-1136

Fax: (209) 333-1584

Email: gsgaddy@gaddyward.com

www.gaddyward.com

Gaddy Ward & Company is one
of Northern California’s most suc-
cessful insurance agencies serving
the construction industry and has
defined the standard by which all
other Construction Insurance and
Surety Advisors are compared.

Arthur J. Gallagher &
Company Insurance
Brokers of CA., Inc.
4301 Hacienda Drive
Suite 300

Pleasanton, CA 94588
Contact: Lisa Lucas
Phone: (925) 460-9900
Fax: (925) 460-0690

California Insurance Center
3697 Mt. Diablo
— Blvd.
@ Suite 300
== Lafayette, CA
94549

Contact: John Daley
Phone: (925) 953-5250
Fax: (925) 953-6250
Email: jdaley@cic-ins.com
Www.cic-ins.com

For more than 75 years, CIC has
specialized in meeting the demand-
ing surety, insurance and risk man-
agement needs of the construction
trades, CA License No. 0423393.

Contractors & Developers
Bonding & Insurance Services
1800 East Lambert Rd,

Suite 210

Brea, CA 92821

Contact: Phillip E. Vega

Phone: (714) 256-0691

Fax: (714) 256-0870

First Pacific Bonding

5 Third Street, Suite 825

San Francisco, CA 94103
Contact: Anthony F. Angelicola
Phone: (415) 694-5481

Fax: (415) 543-7951

Gallagher Construction
Services

580 California St., Suite 1200
San Francisco, CA 94104
Contact: Susan Hecker or Brian
Cooper

Phone: (415) 391-1500

Fax: (415) 391-1882

Inland Surety
A Div. of

HUB
International
of
" F i California
Insurance
Califarnia

Services, Inc.
4371 Latham St., Suite 201
Riverside, CA 92501
Contact: Mark N. Gladding
Phone: (951) 788-8581
Fax: (951) 788-8591
Email: mark.gladding@
hubinternational.com

www.hubinternational.com

A bond is not just a piece of
paper... it is a valued relationship with
a construction industry professional.
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InSure Vision Technologies
. 5170 Sepulveda

w Blvd., Suite 200

Sherman Oaks,
CA 91403

Contact: Pam Stocks
Phone: (818) 783-3460
Fax: (818) 783-3448
Email: pstocks@insurevision.com
www.insurevision.com

IVT’s SurePath Network is the
leading surety bond processing
system. Electronic “ebonds” can
reduce costs and increase efficien-
cy. Ask your surety agent for more
information.

% ERALUS-AMDERSOR
. SLAANCE

Kraus-Anderson Insurance
420 Gateway Blvd.
Burnsville, MN 55337
Contact: Mark N. Kampf
Phone: (800) 207-9261
Fax: (952) 890-0535
Email:
mkampf@kainsurance.com
www.kainsurance.com

A leader in developing surety,
insurance and risk management
programs for contractors across
the U.S. since 1976.

Preferred Bonding

& Insurance Services
1800 McCollum St.

Los Angeles, CA 90026
Contact: Patricia Zenizo
Phone: (323) 663-7814

Fax: (323) 663-7834

South Coast Surety
209 Avienda
Fabricante,
Suite 120
San Clemente, CA
92672
Contact: Steven Swartz
Phone: (949) 361-1692
(800) 361-1720
Fax: (949) 361-9926
Email: surety@
southcoastsurety.com
http://southcoastsurety.com/
For over a decade South Coast
Surety has provided surety support
to contractors. While west coast
focused, we provide surety bond-
ing on a national basis.

COLORADO

BHRH.

HRH Hilb, Rogal & Hobbs

720 South Colorado Blvd.

Suite 600 N

Denver, CO 80246

Contact: Kevin McMahon
Phone: (303) 765-1507

Fax: (303) 722-0811

Email: kevin.mcmahon@hrh.com

www.hrh.com

Rocky Mountain Regional
Insurance Agent and Surety
Broker.

IMA of Colorado, Inc.
1550 17th Street, Suite 600
Denver, CO 80202-1657
Contact: Sarah Finn
Phone: (303) 534-4567
Fax: (303) 615-7805

CONNECTICUT

Bruen Deldin DiDio
Associates

BHUEN 1062 Barnes Rd.

DELDIN Suite 303
DI & Wallingford, CT
ERIL] 06492

Contact: Jeff Deldin
Phone: (800) 660-6934
Fax: (203) 269-8155

Email:
jdeldin@bddinsurance.com

www.bddinsurance.com

Full lines bonding and insurance
agency with over 55 years of
experience. All types of construction
surety bonds by top A-rated surety
carriers.

Metayer Bonding
Associates, LLC

200 Fisher Drive

Avon, CT 06001
Contact: Mike Metayer
Phone: (860) 676-9402
Fax: (860) 677-9464



DISTRICT
OF COLUMBIA

Allegiance Surety Associates
See Primary Listing Under MD

FLORIDA

Bouchand Insuranoe

Bouchard Insurance

P. O. Box 6090
Clearwater, FL 33758
Contact: Mark Pichowski
Phone: (727) 373-2710
Fax: (727) 449-1267
Email:

markpichowski@
bouchardinsurance.com

www.bouchardinsurance.com
Since 1948, we have helped
numerous construction industry
professionals obtain surety credit
by providing expert advice and
matching each client with the
appropriate surety company.

Collinsworth, Alter, Fowler,
Dowling & French Group, Inc.
- 5979 N.W. 151
7 Street,
==% Suite 105
Miami Lakes, FL
33014-2465
Contact: David Alter
Phone: (305) 822-7800
Fax: (305) 362-2443
Email: dalter@canfd.com

www.collinsworthalter.com

A surety and insurance agency
serving the construction industry
for over 26 years. We pride our-
selves in the service we provide
our clients.

CORETHUD THRN B
JBI Group, Inc.
14502 North Dale Mabry
Highway
Suite 200
Tampa, FL 33618
Contact: Robert Bond
Phone: (800) 947-2007
Fax: (813) 920-1153

Email: bondjbigroup@aol.com
www.jbibonds.com

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

Nielson & Company, Inc.
5979 N.W.
151st St.
Hialeah, FL

=3 33014-2465
Contact: David
Hoover

Phone: (305) 822-7800

Fax: (305) 558-9650

Email:

dhoover@nielsonbonds.com

www.hielsonbonds.com

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

PrOSUREGROTE

AT 2 T Wil J P
The ProSure Group, Inc.
7217 Benjamin Road
Tampa, FL 33634
Contact: David Shick
Phone: (800) 480-3883

Fax: (813) 243-1109
Email:
daves@prosuregroup.com

WWW.prosuregroup.com

Your leading bond team...spe-
cializing in providing bonds and
bond services to the construction
industry throughout the southeastern
U.S. Combining creativity and
knowledge to serve surety bond

needs.

TACHION LA
MR

Wachovia Insurance

Services, Inc.

4600 W. Cypress Ave., Suite 200
Tampa, FL 33607

Contact: Carol Hermes

Phone: (813) 287-1936

Fax: (813) 282-1021

Email:
carol.hermes@wachovia.com

www.wachovia.com

Ranked among the nation’s
leading insurance brokers,
Wachovia Insurance Services
specializes in bonds and risk
management for contractors. We
focus our resources on solving
your most pressing problems.

HAWAII

Jack Wolfe Insurance

146 Hekili Street, Suite 102

Kailua, HI 96734

Contacts: John F. Junk
Larry Stubblefield

Phone: (800) 261-7922

Fax: (800) 262-2030

ILLINOIS

Arthur J. Gallagher Risk
Management Services, Inc.
Two Pierce Place
Itasca, IL 60143
Contact: Bill Krumm
Phone: (630) 694-5253
Fax: (630) 285-3631
Email: Bill_Krumm@AJG.com
www.AJG.com

Gallagher, the third largest bro-
ker in the U.S., offers a dedicated
construction practice specializing
in customized solutions for your
surety, insurance and risk manage-
ment needs.

Glenn A. Evans & Company
16123 South Park

P.O. Box 446

South Holland, IL 60473
Contact: Glenn Evans
Phone: (708) 339-9550

Fax: (708) 339-9587

[ incoln General
Efm ice Lompany

Lincoln General
Insurance Company

Lincoln General Insurance
Company is rated A-, class VIII
by A.M. Best. We write all
classes of surety business and
are licensed in 50 states to con-
duct surety business.

Scheer’s Inc.

601 Oakmont Lane, Suite 400
Westmont, IL 60559

Contact: Cece Springer
Phone: (888) 236-9514

Fax: (630) 468-5697

INDIANA

NG ML SCHUETE AGESLY

M. J. Schuetz Agency

55 Monument Circle, Suite 500
P. O. Box 44070

Indianapolis, IN 46244
Contact: Vickie L. Wolcott
Phone: (317) 639-5679

Fax: (317) 639-6910

Email:
vwolcott@mjschuetzagency.com

www.mjschuetzagency.com

Since 1943, our agency has
been Central Indiana’s experienced
specialist providing comprehensive
construction insurance and bond-
ing services for the construction
industry.

IowaA

Merchants Bonding Company
. 2100 Fleur Drive

Des Moines, IA

50321

Contact: Michael

Foster

Phone: (515) 243-8171

Fax: (515) 243-3854

Email:

mfoster@merchantsbonding.com

www.merchantsbonding.com

Merchants Bonding Company
specializes in the writing of surety
bonds and maintains fully staffed
underwriting offices in Austin,
Texas, and the corporate head-
quarters in Des Moines, lowa.
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MAINE

BHRH.

HRH Northern New England

31 Court Street

P. O. Box 40

Auburn, ME 04212-0040
Contact: Michelle Orlando
Phone: (207) 783-2211

Fax: (207) 784-8230

Email: michelle.orlando@hrh.com

www.hrhnne.com

Formerly Dunlap. Providing
customized insurance and bonding
services to businesses in Northern
New England for over a century.
Local in service, national in scope.

MARYLAND

AllegianceSurery

Allegiance Surety
Associates, Inc.

7901 Sandy Spring Rd.
Suite 515

Laurel, MD 20707

Contact: Art Jones

Phone: (301) 369-9155 x206
Fax: (301) 369-9453

Email:
ajones@allegiancesurety.com

www.allegiancesurety.com

Formerly trading as Maryland
Surety, established in 1992, we
have provided bonding for the
construction industry and continue
to offer the experience your
company needs and the service
your company deserves.

Atlantic Risk
Management

CORPORLATION

Atlantic Risk Management
5850 Waterloo Road, Suite 240
Columbia, MD 21045

Contact: Mary Ann Marbury,
CIC

Phone: (410) 480-4418

Fax: (410) 465-1584

Email:
mmarbury@atlanticrisk.com

www.atlanticrisk.com.

Since its inception in 1981,
Atlantic Risk Management has
become one of the Mid-Atlantic
region’s largest contractor oriented
insurance and bonding agencies.

T (AP G

The Barbour Group, LLC

73 E. Main St., Suite B
Westminster, MD 21157
Contact: Karen Barbour
Phone: (410) 876-9610

Fax: (410) 876-9954

Email:
surety@thebarbourgroup.com

www.thebarbourgroup.com
Time and time again, The Barbour
Group has come through for its con-
tractors. We stand by our work and
always stay flexible. Domestic and
international bonding capabilities.

- CENTENINIAL
Centennial Surety
Associates, Inc.

1514 Jabez Run, Suite 100
Millersville, MD 21108
Contact: Michael E. Schendel
Phone: (410) 888-9110 X205
Fax: (301) 725-2430
Email:
mike@centennialsurety.com

www.centennialsurety.com

Centennial Surety Associates is
one of the largest independently
held bond specialists in the region.
Through our network of 15 bond
companies we can service con-
tractors of any size.

m By Cadcibdy & Semiiing. lax

Early, Cassidy & Schilling, Inc.
1375 Piccard Drive, Suite 375
Rockville, MD 20850
Contact: Lynne W. Cook
Phone: (301) 948-5800
Fax: (240) 864-8168
Email: cooklw@ecsinsure.com
www.ecsinsure.com

We are a leading risk man-
agement firm serving Metropolitan
D.C. Staffed with surety, insur-
ance and benefits professionals
we partner with our clients to build
their business and personal assets
by providing a comprehensive risk
management program.
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HMS Insurance Associates,
Inc.

10751 Falls Road, Suite 256
P.O. Box 1427
Brooklandville, MD 21022
Contact: Gary A. Pyne
Phone: (410) 337-9755

Fax: (410) 337-0551

Email: gpyne@hmsia.com

www.hmsia.com

Regional agent/broker with
over 60 years of experience pro-
viding commercial insurance,
surety bonding, risk management
and financial services to the con-
struction industry.

MASSACHUSETTS

i )

DRISCOLL
The Driscoll Agency, Inc.
93 Longwater Circle
Norwell, MA 02061
Contact: Brian R. Driscoll,

President
Phone: (781) 681-6656
Fax: (781) 681-6686

Email: brian@driscollagency.com

www.driscollagency.com

New England’s largest inde-
pendently owned and operated
insurance and bonding agent, con-
centrating in the construction and
manufacturing industries. Servicing
clients since 1960.

MICHIGAN

Haughn & Associates, Inc.
25762 Virginia
Avenue
Warren, Ml 48091
Contact: Jean
Renauer

Phone: (586) 484-6103

Fax: (586) 759-6127

Email: jrenauer@haughn.com

www.haughn.com

Specializing in the construction
industry for over 20 years by pro-
viding insurance and surety bonds
in 30+ states. We can a program
specifically to meet your needs.

UNIVERSAL
INFURANCE SERVICES. INC

Universal Insurance
Services, Inc.

648 Monroe Avenue NW,
Suite 300

Grand Rapids, MI 49503-1453
Contact: Mike Boros

Phone: (800) 456-7153

Fax: (616) 454-1718

Email: mboros@uis-inc.com

WWWw.uis-inc.com

Risk management services,
commercial insurance, employee
benefit consulting, surety & bond-
ing, personal lines, alternative risk
financing. You manage your busi-
ness... we mange your risk.

MINNESOTA

Cobb Strecker, Dunphy

& Zimmermann, Inc.

150 South Fifth St., Suite 2800
Minneapolis, MN 55402
Contact: John Tauer

Phone: (612) 349-2400

Fax: (612) 349-2490

% KRALIS-AMNDERSOM
, HELAANCE

Kraus-Anderson Insurance
420 Gateway Blvd.
Burnsville, MN 55337
Contact: Mark N. Kampf
Phone: (952) 707-8223

Fax: (952) 890-0535

Email:
mkampf@kainsurance.com

www.kainsurance.com

A leader in developing surety,
insurance and risk management
programs for contractors across
the U.S. since 1976.

NEBRASKA

G E L 1 F
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SilverStone Group
11516 Miracle Hills Drive
Omaha, NE 68154
Contact: Doug Irvin
Phone: (402) 964-5400
Fax: (402) 964-5566



Email: dirvin@ssgi.com
www.silverstonegroup.com

Industry leader in risk manage-
ment and property/casualty insur-
ance since 1945. Our specialized
Construction Team provides loss
control, claims management and
surety bond services.

NEVADA

Assurance, LTD

5740 S. Arville, #204
Las Vegas, NV 89118
Contact: Larry B. Holden
Phone: (702) 798-3701
Fax: (702) 238-7101

% KRALIS-AMDERSCM
| INGLFIANCE

Kraus-Anderson Insurance
420 Gateway Blvd.
Burnsville, MN 55337
Contact: Mark N. Kampf
Phone: (800) 207-9261
Fax: (952) 890-0535
Email:
mkampf@kainsurance.com
www.kainsurance.com

A leader in developing surety,
insurance and risk management
programs for contractors across
the U.S. since 1976.

NEW HAMPSHIRE

HRH Northern New England

See Primary Listing Under Maine
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The Rowley Agency, Inc.
139 Loudon Road
Concord, NH 03301
Contact: Daniel E. Church, CEO
Phone: (603) 224-2562
Fax: (603) 224-8012
Email:
dchurch@rowleyagency.com
www.rowleyagency.com

Since 1966 The Rowley Agency
Inc. has been providing Insurance
and Bonds to the construction
industry. Our Bond Department is

staffed with six full time individu-
als dedicated to providing the
best terms and service to our
clients.

NEW JERSEY

C & H Agency, Inc.
P.O. Box 324
Totowa, NJ 07511
Contact: Laura
Cabl wENY Renne
Phone: (973) 890-0900

Fax: (973) 812-9860
Email: info@chagency.com
www.chagency.com

C & H Agency has serviced only
contractors for over 34 years. Call
us for all of your insurance and
bonding needs.

Commerce
Commerce Banc Insurance
Services, Inc.

1701 Route 70 East

P.O. Box 2060

Cherry Hill, NJ 08034
Contact: Steve Raffuel
Phone: (877) 396-3800

Fax: (856) 470-6197

Email:
steven.raffuel@yesinsure.com

www.commerceonline.com
Commerce Banc Insurance
Services is a full service insurance
brokerage offering Commercial
Property/Casualty Insurance,
Employee Benefits, Risk
Management and Surety services.

1 Jf ! MITL-ATLANTIC
Y SURETY, LLC

Mid-Atlantic Surety, LLC
777 Terrace Avenue
Hasbrouck Heights, NJ 07604
Contact: William J. Paterno
Phone: (877) 426-7542
Fax: (201) 727-0080
Email: info@masurety.com
www.masurety.com

Mid-Atlantic Surety, LLC pro-
vides bond and insurance services
to contractors, including Workers’
Compensation EMR Reduction.
We represent clients with bond
programs ranging from start-up to
$150,000,000 plus.

NEW YORK

BRI LSEE By

Armitage Group

300 Jericho Quadrangle

Jericho, NY 11753

Contact: Dominick J. Scotto

Phone: (516) 285-7700

Fax: (516) 285-1689

Email: armitage group@

armitagegroup.com

www.armitagegroup.com
Armitage & Co., Inc. has been

serving the construction industry

since 1916. For all your insurance

and bonding needs, we are the

professionals to call.

Bruen Deldin DiDio
Associates

BHUEF'-] 621 Clocktower
CELDIMN Commons

DIDI0D) & Route 22
.8 Brewster, NY 10509

Contact: Jeff Deldin
Phone: (800) 660-6934
Fax: (845) 279-7768
Email:
jdeldin@bddinsurance.com
www.bddinsurance.com

Full lines bonding and insurance
agency with over 55 years of experi-
ence. All types of construction surety
bonds serviced by top A rated surety
carriers.

QVANNER

Vanner Insurance Agency11
Pinchot Court, Suite 100

Ambherst, NY 14228

Contact: Bradley J. Hall

Phone: (716) 636-2271

Fax: (716) 636-2274

Email: bhall@vannerinsurance.com

www.vannerinsurance.com
Located in Amherst and serving all
of Western New York, Vanner
Insurance Agency is an independent,
privately owned, full-service agency
specializing in contract surety, con-
struction insurance, and bonding.

NORTH CAROLINA

&___ﬁnm.

Senn Dunn Insurance

P.O. Box 9375

Greensboro, NC 27429-0375

Contact: Larry Roland, CPCU,

ARM, CIC

Email: Iroland@senndunn.com

Contact: Melanie Shaffer, CPCU,

CiCc

Email: mschaffer@senndunn.com

Phone: (800) 598-7161

Fax: (336) 346-1397

www.senndunn.com

Senn Dunn is the largest pri-

vately owned independent insur-

ance agency in the Carolinas and

an Assurex Global partner. They

have expertise in the risk manage-

ment and insurance coverages for

the construction industry.

OHIO

j. "

- |

Assurex Global
655 Metro Place S., Suite 500
Columbus, OH 43017
www.assurexglobal.com
Delivering unsurpassed insurance
services, risk management and
employee benefits in every major city
of the globe...for half a century. To
find an Assurex Global Partner near
you, visit www.assurexglobal.com.

Brower Insurance Agency

o P.O. Box 37
Dayton, OH 45401
1 4 Contact:

- Christopher M. McAtee
Bl'ﬂ'“ﬂ' Phone: (937) 228-4135
Fax: (937) 228-9108
Email:
cmcatee@browerinsurance.com
www.browerinsurance.com

Independently owned since its
inception in 1935, Brower offers a
comprehensive line of insurance
and official services, including
Surety Bonding, Property &
Casualty, Risk Management and
Employee Benefits.
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OHIO

Dawson Companies

1340 Depot Street, Suite 300
Cleveland, OH 44116
Contact: Kyp Ross

Phone: (800) 860-0090

Fax: (440) 356-3732

Haughn & Associates, Inc.
6050 Tain Drive
Dublin, OH 43017
Contact: Michael
W. Haughn
Phone: (614) 789-
6800

Fax: (614) 789-6822

Email: mhaughnk@haughn.com

www.haughn.com

Specializing in the construction
industry for over 20 years by pro-
viding insurance and surety bonds
in 30+ states. We can a program
specifically to meet your needs.

Hilb Rogal & Hobbs
2245 Northbank Dr.
Columbus, OH 43220
Contact: Joe Urquhart
Phone: (800) 837-0503
Fax: (614) 326-7841

Lent Insurance Agency

6651 Centerville Business Pkwy.
Dayton, OH 45459-2679
Contact: Robert Vogel

Phone: (937) 435-4788

Fax: (937) 435-7395

OKLAHOMA

I ronDe Agency of
Ing.

Insurance Agency of
Mid-America
P.O. Box 890300
Oklahoma City, OK 73189
Contact: Cody McNeill
Phone: 405-691-0016
Fax: 405-691-0415
Email:
cmcneill@midamericainc.com
www.midamericainc.com

IAMA has been providing all
lines of insurance with emphasis in
the construction industry including
bonds since 1984. IAMA is one of
the premier agencies in our region.

PENNSYLVANIA

ILEURSACE NS ERE SHD SO BLLT 4R

G THE SRAHAM COMPANYT

The Graham Company
The Graham Building
One Penn Square West
Philadelphia, PA 19102
Contact: Michael Mitchell
Phone: (215) 567-6300
Fax: (215) 569-9951
www.grahamco.com

The Graham Company is one of
the largest insurance brokers in
the US, with an exclusive focus on
Property and Casualty Insurance
for businesses with complex risks.
With over 50 years of experience
in the construction industry, our in-
house Surety Department under-
stands your needs and we’re well
prepared to establish a strategy
that will maximize your surety credit.

K.R. MacDonald Incorporated
P.O. Box 4500

Harrisburg, PA 17111-0500
Contact: Douglas C. Stago
Phone: (717) 564-4221

Fax: (717) 564- 6904

" PENN NATIONAL

® INSURANCE

Penn National Insurance

2 North Second Street

P.O. Box 2361

Harrisburg, PA 17105

Contact: Michael F. Greer

Phone: (717) 255-6360

Fax: (717) 255-6870

Email: mgreer@pnat.com

www.PennNationallnsurance.com
Penn National Insurance is a

regional carrier offering all types of

surety bonds, with contract bonds

up to $5 million single / $10 mil-

lion aggregate.

7

& Associates
Seubert & Associates, Inc.
1010 Ohio River Blvd.
Pittsburgh, PA 15202-0520
Phone: (412) 734-4900
Fax: (412) 734-6640
Contact: Jay Black

S60 | Construction EXEGUTIVE November 2006

Email: jblack@seubert.com
Contact: Brian F. Jeffe
Email: bjeffe@seubert.com
Contact: Mike Petrasek
Email: mpetrasek@seubert.com
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.

K'Sky

e prarhe

Sky Insurance
500 Cranberry Woods Drive,
Suite 100
Cranberry Township, PA 16066
Contact: Daniel T. Humphries
Phone: (724) 741-2814
Fax: (724) 741-2857
Email:
daniel.humphries@skyinsure.com
www.skyinsure.com

Sky Insurance provides com-
plete insurance and surety servic-
es to meet the diverse needs of
every business. Sky Insurance has
the staff and markets to meet the
challenges and expectations of
any client.

EY'Sky

[T T

Sky Insurance, Inc.
500 Cranberry Woods Drive,
Suite 100
Cranberry Township, PA 16066
Contact: Edward D. Rawlings
Phone: (724) 741-2811
Fax: (724) 778-3205
Email:
edward.rawlings@skyinsure.com
www.skyinsure.com

We specialize in serving con-
tractors. Our staff has the expert-
ise needed to add value to your
Insurance and Bonding program
and get the job done.

RHODE ISLAND

Bruen Deldin DiDio
Associates

BHUEF'-J 621 Clocktower

DELDIMN Commons

ElE"H—I M Route 22
BRIl Brewster, NY 10509

Contact: Jeff Deldin
Phone: (800) 660-6934
Fax: (845) 279-7768
Email:
jdeldin@bddinsurance.com
www.bddinsurance.com

Full lines bonding and insurance
agency with over 55 years of
experience. All types of construction
surety bonds serviced by top A-rated
surety carriers.

VIRGINIA

Allegiance Surety Associates
See Primary Listing Under MD

RUTHERRO RD
LETRIELE WY 2N W ] P il
Rutherfoord
1001 Haxall Point
Richmond, VA 23219
Contact: John Stanchina
Phone: (804) 780-0611
Fax: (804) 788-8944
Email:
john.stanchina@rutherfoord.com
www.rutherfoord.com
Rutherfoord is one of the nation’s top
50 risk management and insurance bro-
kerage firms serving clients in all 50
states and in 120 countries since 1916.

WASHINGTON

Bratrud Middleton Insurance
P.O. Box 2940

1201 Pacific Ave., Suite 1000
Tacoma, WA 98402-4321
Contact: Kip W. Vandeventer
Phone: (253) 759-2200

Fax: (253) 759-6468



Hub International NW
11714
Northcreek
Parkway North
Bothell, WA
98011

Contact: Andy Prill

Phone: (425) 489-4500

Fax: (425) 489-4501

Email:

Andy.Prill@Hubinternational.com

www.Hubinternational.com

Hub NW provides insurance, surety,

and risk management to contractors

throughout the Pacific Northwest.

May-Davis, Inc.

P.O. Box 11589
Spokane, WA 99211
Contact: William H. Davis
Phone: (509) 535-8783
Fax: (509) 534-0318

E;‘\‘ WOLF-MAJESKEY-RAPP, INC. i

Wolf-Majeskey-Rapp, Inc.

P. O. Box 2984

Spokane, WA 99220

Contact: Judy Rapp

Phone: (509) 535-9178

Fax: (509) 534-8134

Email:

mail@wolf-majeskey-rapp.com

www.wolf-majeskey-rapp.com
Representing many markets,

we write bonds and insurance

for contractors of every trade.

Each partner has a surety compa-

ny background and we offer exten-

sive experience and resources to

our clients.

WISCONSIN

Insurance Marketing
Concepts

2929 S. Ridge Road
Green Bay, WI 54304
Contact: Bill Skaleski
Phone: (920) 337-1700
Fax: (920) 337-1711

- LD REPLBLIC

£}
.*l'

0ld Republic Surety
P. O. Box 1635
Milwaukee, WI 53201-1635
Contact: Gerry Leach
Phone: (262) 797-2640
Fax: (262) 797-9495
Email: gcleach@orsurety.com
www.orsurety.com

Old Republic Surety Company is
a standard market working with
independent insurance agents
countrywide, specializing in per-
formance and payment bonds for
small to medium contractors,
Miscellaneous Surety and Fidelity.
A.M. Best rated A.

Selling Risk Management,
Insurance, or Bonding?

Don’t Take Any Chances!

Reach 114,000 construction business owners and top managers in
Construction Executive magazine. Our editors will cover Insurance,
Bonding, Safety, Loss Prevention, and much more in every 2007 issue
with regular columns and special features including:

January 2007

e "2007 Contractors' Forecast" with

availability and costs for insurance
and surety bonding
© Bonus Distribution at World of
Concrete (Las Vegas)

March 2007
e Loss Prevention Special Section
 Bonus Distribution at 2007 ABC
National Convention (Nashville)

April 2007
e Mid-Year Insurance and Surety
Bonding Update
e Bonus Distribution at NASBP
Convention (Phoenix)

June 2007
e Safety Issue
 Bonus Distribution at ABC's
National "Excellence in Safety
Awards" (Washington DC)
November 2007

e Annual Surety Bonding Special Issue
Including the 2008 Directory of
Contract Surety Bond Brokers and
Construction Insurance Agents

For more information please contact:
Donald Berry

National Sales Manager

Phone: 908-852-7466

Email:
dberry@constructionexec.com
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