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MARKET OVERVIEW

Executives Optimistic about Surety, Construction Industries

T

oday’s surety industry may have tightened
its belt a notch, but there is still room at
the table for many contractors. Surety
industry executives, who offer their perspectives on the state of the surety and
construction industries, say there will be
plenty of bonding availability in the middle market for those who qualify. And
while availability may be tighter in the
smaller and extremely large markets,
sureties can meet the needs of the very
best contractors.
SURETY AVAILABILITY

“I believe 2006 and 2007 will be positive
years for the surety industry,” says Doug
Hinkle, chief underwriting officer, CNA
Surety. “The effects of more conservative
underwriting in the industry over the last
couple of years in both contract and commercial surety has led to improving loss
trends. In conjunction, we are seeing a
much-improved construction market in
both the public and private sectors and,
of course, the recently signed federal highway bill will lead to greater and more consistent funding for public infrastructure
work across the country.”
Timothy Mikolajewski, vice president
of contract surety, Safeco Surety, also cites
the federal highway legislation in predicting a fairly robust construction economy
S4
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BY MARC RAMSEY
over the next two to three years. “The passage of the federal highway legislation will
provide much-needed matching funds to
the state DOTs,” he says. “Infrastructure
project opportunities in general should provide plenty of opportunities and be the catalyst for a strong construction economy.”
“Overall,” he continues, “I’d say the
surety industry is strong and will continue to get stronger over the next few years.
Good underwriting discipline combined
with appropriate pricing for the risk and
a strong construction economy should fuel
good results for the industry. These good
results will allow the surety industry to
provide the capacity to qualified contractors to take advantage of what should be
good project opportunities.”
However, William Cheatham, president
of Zurich North America Surety, expects
the economic environment for construction to remain stable rather than improve
significantly. “The recent New Orleans
catastrophe should remove some of the
short-term risks,” he says. “However, the
construction and surety industries will have
to manage labor and material shortages,
while experiencing escalating costs.”
Casey Warnecke, senior vice president
of Marsh Global Surety Practice, also
believes results in the industry have stabilized. “As long as the main players man-
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age their business effectively, thereby
avoiding catastrophic losses, there is reason to be optimistic for the next two
years,” he says. “Sureties today are using
more sophisticated credit scoring and
pricing models and are doing a better job
managing their overall portfolios in order
to justify the capital that is being extended to them by their company; so this
bodes well for the future.”
On the other hand, the surety industry
can be a catalyst for construction industry
success at all levels. “For a surety to add
value,” Zurich’s Cheatham says, “it needs
to provide more than simply a piece of
paper. Contractors should draw on the
experience of a surety for advice. Unfortunately, the large contractors seem to value
the surety relationship more than the
small- to mid-market contractors. That is
especially unfortunate when you recognize
those are the most vulnerable contractors.”
Terry Lukow, executive vice president
of St. Paul Travelers, is cautiously optimistic that the surety industry is in recovery. “I think it’s still a very fragile environment,” he says. “It is recovering, but
we’re not there yet.”
“I think we’re going to see more of the
same,” he adds. “If you look at the changes
in the surety industry in recent years, companies are starting to make decisions based

on allocation of capital. ‘Are you successful
in the surety industry as part of a larger
property and casualty company?’ The
industry has failed to create the kind of
economic returns that are demanded of it
within the property and casualty industry.”
Dennis J. Perler, president of Liberty
Mutual Surety, says an improving general
economic situation coupled with increasing
tax receipts for state and local governments
bodes well for construction spending.
“When viewing these favorable economic
trends, it should be noted that construction is still subject to sector and regional
geographic variance,” he says.
Terrence Cavanaugh, chief operating
officer of Chubb Surety, explains, “The
forecast really depends on what part of

the country you’re in. The state of the
industry in Rochester, N.Y., is much different from Raleigh, N.C. But, overall,
the numbers will show an increase in construction spending.”
CNA Surety’s Hinkle adds, “I see the
balance of 2005 and 2006 as strong years
for construction. Work availability seems
to be much improved in most parts of the
country.”
Karen Barbour, president of The Barbour Group, also expects the economic
environment for construction to improve
in the coming year. “With Hurricane Katrina, especially, years of rebuilding are in
tow,” she says. “In D.C. alone, two new
stadiums are on the construction slate,
spurring redevelopment in surrounding

areas that may take up to seven years. The
Veterans Administration, for example, has
hundreds of millions of dollars committed to building new hospitals, throughout
the United States and Puerto Rico.”
Michael J. Cusack, senior vice president, regional surety director and operations board member of Aon Construction
Services Group, is more cautious about
the construction industry climate. “Given
the prevailing climate for increased interest rates and higher energy costs, albeit
sound, I believe the fundamentals of this
market dictate that construction expenditures will remain static during 2006. I do
not envision any significant uptick in the
market until the second half of 2007 at
the earliest,” he says.
Henry W. Nozko, Jr., president of
ACSTAR Insurance Company, points
out, “The normal expectation is that
acquiring and increasing surety credit during 2006 and 2007 most likely will be easier. However, our expectation for 2005
was similar, and that has not really
occurred. Therefore, the easing of credit
during 2006 and 2007 should probably
not be considered a given,” he says.
How can a contractor make the most
measurable positive impact on available
capacity? William A. Marino, chairman
and chief executive officer of Allied North
America, says, “There are a number of
ways a contractor can successfully increase
the parameters of the support that it
receives from the surety. Levels of worth
and working capital can be strengthened
through profitable operations or through
the infusion of additional equity.”
Two things are certain to have a definite impact on the surety industry, says
Edward J. Heine, president of the National Association of Surety Bond Producers,
and executive vice president of Payne
Financial Group. “Pressure for profitable
underwriting results will continue,” he
says. “Surety company results must reach
anticipated returns on invested capital and
equity. If they do not, corporate boards
may no longer support a surety operation
and may exit the business.”
And, the underwriting procedures of
surety companies will continue to be diligent, he adds. “New underwriting tools,
such as credit scoring and comprehensive
automation platforms designed to measure account quality, will be implemented
by most underwriters. Bond credit will be
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made available for the strongest risks and
will be limited for the specialized and
under-capitalized clients,” Heine says.
DEMAND FOR SURETY

John Stanchina, senior vice president and
division manager of Rutherfoord Companies, sees condominium and multi-family
residential construction driving a lot of
demand for surety. “This represents a substantial percentage of growth in commercial construction around the country, and
virtually all of these projects require surety
bonds due to lender and buyer requirements. The question is, ‘is this a shortterm phenomenon or a long-term trend?’
I don’t think we know yet,” he says.
“Demand for the surety product is again
increasing,” adds Liberty Mutual’s Perler.
“As building projects continue to grow in
size, more private owners and financing
entities recognize that the protections
offered by a surety bond are necessary to
protecting the significant capital that is
invested in bringing a project through to
completion. Coupled with a stable economy, expanding population and a deteriorating national infrastructure, both construction spending and the demand for
bonds should increase over the next several
years. Sufficient surety capacity will continue to be available for qualified, experienced and well-capitalized contractors.”
Chubb Surety’s Cavanaugh agrees,
“We may see more demand for bonds by
private owners and lenders as they recognize the benefits of financial protection.”
Sureties have paid more than $7 billion
in claims on contract bonds since 1992,
according to The Surety Association of
America (SAA). In 2004 alone, CNA
Surety’s Hinkle says, “The surety industry
paid more than $2 billion in losses. Over
time, the surety product has proven that it
does provide value to owners, general contractors, subcontractors and suppliers. As
the construction industry grows over the
next few years, the demand for the surety
product will also grow.”
MEGA PROJECTS

Co-surety arrangements may arise as
surety companies look for ways to spread
risk. “Larger projects have larger risks,”
Chubb’s Cavanaugh explains.
Contractors may need to form joint
ventures to share the risk. Extremely large
projects may need to be broken into smallS6
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“WE MAY SEE

MORE
DEMAND
FOR BONDS BY PRIVATE OWNERS
AND LENDERS AS THEY
RECOGNIZE THE BENEFITS OF
FINANCIAL

PROTECTION.”

er contracts, where feasible, in order to
attract competition and obtain bonding.
This segment of the market may be more
prone to premium increases and more
conservative underwriting conditions.
NASBP’s Heine explains, “There are
fewer players responding to this class of
business than there were a decade ago, but
those that are do a fine job of servicing
their customers. New products are being
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developed to provide capacity to the
largest of jobs. Co-surety arrangements
are common and reinsurers are playing in
this area selectively. The surety industry
understands the need to respond to the
demands of this sector and is working
hard with those that qualify to respond in
a comprehensive way.”
Zurich’s Cheatham believes adequate
capacity exists to manage mega projects.
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in meeting more meticulous underwriting.
Several surety companies have programs
for emerging contractors, while other companies specialize in the small contractor
market. The U.S. Small Business Administration Surety Bond Guarantee Program
also may be an option for those unable to
obtain bonds by traditional means.
“Small or emerging contractors may
find using escrow, funds control and collateral can be useful tools for obtaining
bonding,” Michael D. Williams, president
of North American Construction Services
Inc., says.
Murphy says the biggest challenge for
2006 and 2007 likely will be capacity for
larger contractors. “With a limited number of markets with sufficient capacity to
play in this arena, and those markets retaining much higher levels of liability and paying significantly higher reinsurance costs
on these larger exposures, the result likely
will be continued upward pressure on bond
rates and requirements for additional levels of capital to support these larger work
programs,” he says.
INDEMNIFICATION

“FOR SMALLER CONTRACTORS,

UNDERWRITING HAS
ALSO STABILIZED,

THOUGH FEWER MARKET OPTIONS
EXIST AND RATE INCREASES HAVE
BEEN MORE AGGRESSIVE.”
“The real concern for me,” he says, “is
expanded capacity and the limitation within
the surety industry to bring expertise to this
segment. Few surety companies have the real
expertise to underwrite mega projects.”
Michael Murphy, executive vice president of Bush, Cotton & Scott, a Hub
International Co., says underwriting terms
and conditions, particularly for contractors in the $10 million to $150 million
S8
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range, have stabilized. “The middle market is clearly the most competitive and
provides the most market options to the
contractor.”
“For smaller contractors,” he adds,
“underwriting has also stabilized, though
fewer market options exist and rate
increases have been more aggressive.”
Indeed, contractors working on projects
under $5 million may encounter challenges
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Liberty Mutual’s Perler believes the
underwriting trend will be to tighten personal indemnification requirements.
“Sureties clearly prefer contractor owneroperators to have some form of ‘skin in
the game,’ ” he explains. “After all, the
contractor stands to gain the most from
his business so it is equally important that
he be willing to back his job selection
decisions with personal indemnity.”
However, Michael Mitchell, CPA,
CPCU, vice president surety of the Graham Company, believes corporate and
personal indemnification requirements
may be less demanding in the next few
years. “Financial strength and consistency
of profitability are more important factors than size,” he advises.
Ultimately, time will tell. Regarding
personal indemnity, Marsh’s Warnecke
says, requirements will be determined by
the underwriting discipline of the sureties.
“Assuming surety results are favorable, it
is likely that there will be the typical loosening of underwriting standards, which
the industry has seen throughout its history,” he explains. “This is typical of any
business relative to supply and demand. If
more capital enters the business, or if
sureties look for additional premium

[SPECIAL

SECTION: SURETY BONDING

growth, the natural approach is to offer
more attractive terms and conditions than
the incumbent surety, thus affecting several different underwriting standards, not
just personal indemnity. This is already
happening to some extent today.”
“With respect to a contractor’s size
impacting indemnity,” he continues, “the
stronger the balance sheet and earnings
history of a contractor relative to the size
of its work program and bond needs, the

]

“The first thing contractors need to
identify is what they expect from their surety broker,” offers Marsh’s Warnecke. “Are
they looking for a transactional surety broker or an issuer of bonds, or are they looking for a business partner that can provide
them with ongoing consultative advice,
which will provide the surety support they
need to meet their current and future business plans and ultimately enable them to
increase the equity in their organizations?”

“A PRODUCER WITH A LOT
OF ENERGY AND WHEREWITHAL
CAN CREATE THE SYNERGY FOR

ULTIMATE SUCCESS.”
better the chances that there will be less
demand for personal indemnity.”
In addition to the strength of a contractor’s balance sheet, there are other ways to
increase bondability. Industry executives
advise contractors to become familiar with
common pitfalls, so they know how to
avoid—and prevent—failure or default.
Zurich’s Cheatham cited the top reasons contractors experience difficulties,
such as low profit margins, poor estimating, onerous contract terms and conditions, job scope changes and inability to
manage cost recovery from the owner.
“Another reason contractors experience
difficulties is when the surety industry is
too flexible in allowing contractors to
leverage capacity against working capital
and tangible net worth,” Cheatham adds.
St. Paul Travelers’ Lukow advises that
contractor difficulties are rarely caused by a
single event. “It is usually a series of events,
and I am a firm believer that the top reason
contractors experience difficulties is management decisions made at the senior level
of their organizations,” he explains. “If a
surety is supporting a contractor’s strategic
business plan and not just transactions, it is
in a much better position to see difficulties
before they become a reality.”
SURETY RELATIONSHIP

The bottom line is the contractor’s relationship with a surety bond producer and
underwriter is essential, regardless of the
state of the surety and construction
industry climates.
S10
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“Most contractors,” he continues, “want
a surety broker that possesses knowledge
of their business, the construction industry
and one that has a solid reputation in the
surety industry, capable of adding value to
their business just like any other trusted
business advisor with whom they conduct
business.”
“A good relationship,” explains Philip
Tobey, vice president of surety for The Dale
Group, “starts with the contractor providing complete submissions and answers to
questions that will be asked. Documentation and verification are vital in the underwriting process. Be honest with the producer. Contractors should communicate in
terms of what their business plans are, what
their current difficulties or issues are, and
what they anticipate in the future. Don’t
hesitate to be open with the producer. The
producer can’t solve an issue if he doesn’t
know what is going on.”
Aon’s Cusack advises contractors to
transact a certain volume of business to
develop confidence and trust in the surety
producer/underwriter relationship. “Work
through disagreements—while remaining
focused on preserving the relationship—
and develop mutually agreed upon strategies to service accounts,” he recommends.
“Although we are both in the business of
writing bonds, we must first develop a
sense of confidence and trust in each other
whereby the outcome of any individual
transaction, meeting or conversation will
not undermine the welfare and well being
of the overall relationship.”
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Allied North America’s Marino adds,
“Balance sheet issues that are identified
during underwriting meetings should
be addressed promptly and action plans
shared with the surety and broker. Your
broker’s proper communication of even
incremental success in the execution of
a plan to close an identified gap can
have a positive impact on the surety
relationship.”
Barbour emphasizes that contractors
need to know whether their producer has
the energy to get the job done. “More
often than not, contractors want to make
sure that their producer is not going to be
passive with their business needs. A producer with a lot of energy and wherewithal can create the synergy for ultimate success. Contractors also must be willing to
work with their bonding agent and to take
some constructive advice on how to
improve the firm’s operations,” she says.
“In return, we get the opportunity to grow
with the contractor.”
“Contractors need to look for a problem-solver, a strategic planner, not a quickfix solution,” The Dale Group’s Tobey suggests. “Identify and address the issues,
because if you don’t do it today, you will
face the same questions later on. Interview
a few producers and focus on the ones that
are willing to work through the issues, and
not just produce the bonds.”
Despite some challenges, the surety
industry will continue to meet the needs
of the nation’s construction program.
Industry executives are guardedly optimistic about future bond capacity and
demand, although the market may remain
tight for the very small and jumbo contractors. The very best contractors should
have no trouble obtaining bonds, while
others may have difficulty.
Contractors may need to tighten operations to make themselves attractive to
sureties, but that should result in fewer
contractor defaults. While the surety
industry has been moving through a period of realignment, contractors and owners alike can rest assured that the industry
is poised to support the needs of both
groups—just as it has for nearly a century.
Ramsey is the communications manager of
the Surety Information Office, Washington,
D.C. For more information, call (202) 6687463 or email sio@sio.org.
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NEW STATE BOND

REQUIREMENTS AFFECTING
CONTRACTORS

T

BY LENORE MAREMA

he National Conference of State Legislators (NCSL) reported that 42 states had
revenues in excess of predictions, a turnaround from 2002 when 42 states had
budget deficits.The NCSL report indicates
that states collectively slashed $235 billion
in spending since 2001. The cumulative
$21.5 billion state budget deficits now have
been reduced to approximately $1 billion.
However, state spending on Medicaid,
health care and education is still draining
state funds, thanks to unfunded federal
mandates. Several states hope to restore
spending for public construction, although
taxpayer groups in other states are trying
to institutionalize smaller governments.
A summary of just a few state enactments on contract surety and construction follows.
ARIZONA

HB 2579 applies state bond requirements
to the Department of Transportation
(DOT) construction manager-at-risk
contracts. For job-order contracts, the performance bonds may be a single bond for
the full term of the contract, a separate
bond for each year of a multi-year contract
or a separate bond for each job order.
ARKANSAS

HB 1814 authorizes cities and towns to
use reverse Internet auctions for purchasing goods and services.
SB 925 allows alternative procurement
procedures for municipal projects in
excess of $500,000. Bids must be reviewed
by a pre-selection committee that interS12
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views five candidates, who will be evaluated on their experience and record of
completing projects on-time and within
budget. Payment and performance bonds
will be required from the winning bidder.
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CALIFORNIA

SB 548 permits the state director of general services to establish a master
builders risk insurance program for all
state construction projects. The

[SPECIAL
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deductible for any contractor is $25,000.
SB 1113 repeals a requirement that
contractors, in private construction contracts, provide the owner with a notice that
contains a warning about mechanics liens
and that advises the owner to require payment and performance bonds on the project. The replacement notice in the new law
offers alternate ways to protect against
liens, without mentioning surety bonds.
FLORIDA

HB 509 re-enacts the Prompt Pay Act
and applies it to state agencies as well as
local governmental entities. The bill limits retainage that state and local governments may withhold during construction.
The new law also reduces the timeframe
in which contractors and subcontractors
must issue payments to their subcontractors and suppliers once they have been
paid. Regarding claims on payment
bonds, the notice of non-payment to a
contractor in a public project must specify
the portion being claimed for retainage.
GEORGIA

SB 270 requires 100 percent performance
and payment bonds on public-private
construction projects.
IDAHO

SB 1081 stipulates that if bids for a contract on the state highway system were
made through electronic means, then a bid
bond in electronic form with valid electronic signatures must accompany the electronic bid documents. This is the only state this
year that switched to electronic bidding.
INDIANA

SB 244 enacts a prohibition on directed
surety in design-build projects. The new
law authorizes design-build projects in the
state and specifies that public entities must
require the design-builder to furnish payment and performance bonds for a project.
KANSAS

SB 33 regulates private construction projects. Owners must pay contractors within
30 days of an undisputed request for payment and contractors must pay subcontractors within seven days of receiving payment. If the parties are not paid within this
timeframe, interest is added daily to the
payment, calculated at an 18 percent annual rate, until the amount is paid. Retainage
S14
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is limited to 10 percent of the contract.
SB 94 increases the time from 10 days
to 21 days in which a county road and
highway project contract must be signed
and the bonds submitted. The new law
also permits 95 percent of the contract to
be paid before it is fully completed. Previously, the limit was 90 percent.
KENTUCKY

HB 449 provides the following:
Any provision contained in any construction services contract purporting to
indemnify or hold harmless a contractor
from that contractor’s own negligence or
from the negligence of his or her agents
or employees is void and wholly unenforceable. This section does not apply to
construction bonds or affect the validity
of insurance contracts.

MARYLAND

HB 674 permits the Maryland Small
Business Development Financing
Authority to guarantee a surety up to the
lesser of 90 percent or $1.35 million of its
losses under a bid, payment or performance bond under any contract when the
majority of the funding is provided by a
local, state or federal governmental entity.
The threshold on loan guarantees
increased from $500,00 to $1 million.
MINNESOTA

SB 1335 requires design-build contractors and construction managers-at-risk to
post performance and payment bonds in
order to be qualified. A bid bond of not
more than 5 percent could be required
from the design-build contractor.

Florida Contractors Beware
The Florida Little Miller Act, Section 255.05, Florida Statutes, requires at subsection
(2) that a payment bond claimant not in privity with the prime contractor give an initial notice that it will look to the bond for payment and a final notice that it is unpaid.
The initial notice must be furnished not later than 45 days after the first of the labor
or material is supplied and the final notice not later than 90 days after the last of the
labor or material is supplied.
These notice requirements help the prime contractor protect itself from the double
liability that can result if the prime contractor pays its subcontractor but the subcontractor fails to pay a supplier or sub-subcontractor that can then make a claim on the
prime contractor’s payment bond. With notice, the prime contractor can issue joint
checks, require releases or withhold funds to cover its exposure to payment of the
subcontractor’s debts. Without notice, the prime contractor has no way to know if the
subcontractor is paying its obligations.
Another section of the act, Section 255.05(6), Florida Statutes, requires that the
bond inform potential claimants of the notice requirements and the one-year suit limitation in 255.05(2). As recently amended, subsection (6) states:
All payment bond forms used by a public owner and all payment bonds executed
pursuant to this section by a surety shall make reference to this section by number and
shall contain reference to the notice and time limitation provisions in subsection (2).
The importance of complying with subsection (6) is illustrated by the Florida
Supreme Court’s decision in American Home Assurance Co. v. Plaza Materials Corp.,
which held that the contractor and surety could not assert the notice or limitations
defenses under subsection (2) if the bond did not comply with subsection (6) and the
claimant could show that it was not already aware of the notice and suit requirements.
Thus, if the bond form required by the public owner fails to refer to the notice and suit
limitations in subsection (2), the prime contract and its surety can lose the protections
afforded by the statute.
In the past, many public entities in Florida routinely used bond forms that did not
comply with subsection (6), which is why the legislature amended the subsection to
explicitly state that the public owner must use a form that references the notice and
limitations provisions of subsection (2). The amendment only took effect on June 14,
and bond forms, like other documents, tend to acquire a life of their own.
It is crucial, therefore, for prime contractors, bond producers and sureties on
Florida public projects to be alert to the statutory requirements and insist that any payment bond form proposed by a public owner comply with Section 255.05 and contain
the references required by subsection 255.05(6).
By Lenore Marema
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MISSISSIPPI

HB 1290 clarifies the rights of claimants
on performance and payment bonds. If
the obligee is the owner, then the suit
must be brought within one year of completion or actual use or occupancy,
whichever is earlier. If the obligee is not
the owner, then a suit must be brought
within one year of final payment.
If only a performance bond has been
issued, suppliers and laborers can bring
suit six months after final completion
or actual use or occupancy, whichever is
earlier, if the obligee has not brought
suit. If only a performance bond is
given, then only one action shall be
brought for payment and performance
claims. If a separate payment bond is
given, then only one separate action
shall be brought on the bond and intervention shall be allowed in accordance
with existing law.
NEVADA

HB 34 raises the maximum amount of
money that can be collected from the
State Contractor’s Board recovery fund
from $30,000 to $35,000 for actual dam-

]

ages. Furthermore, the bill raises the maximum amount in claims that could be
recovered from the fund against one contractor from $200,000 to $400,000.
NEW HAMPSHIRE

HB 263 allows design-build and construction manager methods of delivery for
major capital projects in the state. The bill
increases the amount for which transportation projects are eligible for designbuild from $1 million to $5 million.
NEW MEXICO

SB 814 requires a subcontractor on a public works project to post a performance
and payment bond if the contract is
$50,000 or more.

used to pay wage claims of workers,
including prevailing rate claims. The law
provides that if a business enterprise elects
not to post the public works bond, it must
notify the public agency that awarded the
contract. It also provides that a claim for
unpaid wages can be made under the payment bond of the contractor.
TEXAS

HB 2039 waives the sovereign immunity
of local governmental entities and permits
them to be sued for breach of contract.
HB 2659 requires that a claim against
a payment or performance bond in connection with a privatized maintenance
contract must be filed against the bond in
effect on the date that the basis for the
claim arose.

OREGON

HB 2071 requires anyone making a claim
against a contractor to deliver a copy to
the contractor’s surety company.
SB 477 requires a contractor or subcontractor working on a public project to
post a $30,000 public works bond in addition to any payment and performance
bonds required. The new bond would be

UTAH

HB 105 amends the law to add a further
exemption for a person who contracts
directly with the payment bond principal.
Existing law already provides that a party
in privity of contract with the bond principal need not give notice of its claim, and
contains certain exemptions. It specifically requires any person who furnishes labor,
service, equipment or material for which
a payment bond claim may be made, to
provide preliminary notice to the payment
bond principal.
VIRGINIA

HB 2666/SB 1108 requires any private
enterprise, pursuant to the Public Private
Transportation Act, to provide payment
and performance bonds in connection
with the development of any qualifying
transportation facility under the act. The
new law also requires private entities to
include “cost and completion guarantees”
in their contracts.
WEST VIRGINIA

HB 2592 creates a design-build act to be
implemented by a new Design-Build
Board. The new law contains requirements for bid, payment and performance
bonds and an anti-directed surety provision for design-build projects.
Marema is vice president of government
affairs at the Surety Association of America
(SAA), Washington, D.C. For more information, call (202) 778-3637 or email lmarema@
surety.org.
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EXECUTIVE
INSIGHTS
Overview of Industry Developments

BY MARC RAMSEY

Terrence Cavanaugh
Chief Operating Officer
Chubb Surety
Surety providers have a better
awareness of their financial
metrics and the expected
return they need to provide to
their parent organization. In
addition to proper pricing, there will be
more focus on efficiency and expense
management, recognizing that there
needs to be adequate revenue per customer to handle the credit analysis, servicing of accounts and risk assumed by the
surety company. The construction industry will need to address these issues in
their own operations to assure they make
prudent decisions on risk versus reward
on a per-project basis. How will they
manage material escalation and availability, subcontractor performance, owner and
financing pre-qualification in such a way
as to build a consistent operational and
financial track record? The focus, discipline and sound execution by both contractors and sureties will drive consistent
performance, profitability and support for
both industries.
William Cheatham
President
Zurich North America Surety
Zurich Surety is committed to expansion,
and that requires growing the staff and
skill levels. Technology drives efficiencies
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within Zurich Surety allowing management of expenses and differentiates Zurich
Surety over the next five
years. Properly utilized credit scoring can enhance the construction
industry by identifying risk characteristics at a peer level review more quickly.
At the same time, a surety with this capability can use the objective underwriting
process through credit scoring to balance
the subjective surety/contractor business
relationship. What should evolve is a
value-added service that strengthens all
parties, maximizing capacity for the contractor. Ultimately, the success with a
growing customer makes the surety more
profitable. So to speak, it is the life cycle.
Doug Hinkle
Chief Underwriting Officer
CNA Surety
The most common method of strengthening a contractor’s balance sheet is
through the retention of profits. The
composition of the assets and the degree
of leverage in the capital structure play a
key role in determining balance sheet
strength. Using your business as a personal bank or converting business
resources into non-business related
investments generally undermines the
trading value of the firm’s financial
strength. I have noticed an increase in
the number of CPA-prepared financial
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statements that do not include completed job schedules, a reconciliation of earnings from completed work and current
work in progress. This is important
information to sureties and banks. The
CPA financial statement should be
viewed by the contractor as an opportunity to explain in detail how the business
is operating. The more clear the explanation, the more comfortable the contractor’s lending partners will be.
Terry F. Lukow
Executive Vice President
St. Paul Travelers
Contractors and brokers
should focus more on a
strategic business plan, rather
than obtaining individual
bonds or transactions. That is
a focus the industry is missing in today’s
environment. This kind of approach to
capacity leads to better business relationships—a strategic partnership, where the
surety company is really in place to support a business plan and is looking at a
construction firm from a holistic view. A
strategic business plan is an assessment of
the contractor’s internal and external capabilities and a view of its marketplace in the
near-term and long-term. It encompasses
the risk appetite of the contractor and
includes, as part of the strategic financial
plan, how the contractor is going to manage their business.
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Timothy Mikolajewski
Vice President, Contract Surety
Safeco Surety
I’m optimistic about the
surety industry over the next
two to three years. Solid
underwriting fundamentals
have been in place now for
the last three years. While pricing still
has a ways to go to get where it should
be, there has been an upward trend over
the last three years. This, combined with
the fact that the large losses in the industry have stabilized, is indicative of an
upward trend in surety companies’ operating results. In addition, all signs are
pointing to a rather robust construction
economy over the next two to three years,
which should give contractors plenty of
job opportunities. This good construction economy, combined with the results
of sound underwriting discipline and
surety bond price increases, should give
the surety industry reason for optimism.
Michael J. Mitchell, CPA, CPCU
Vice President, Surety
The Graham Company
A strong balance sheet and
consistent profitability are the
most important criteria for
qualifying for surety bonding.
Contractors that recruit and
retain good people and make money and
retain it in the business are more bondworthy. Contractors should find a professional broker who can provide good,
sound business advice and who takes a
personal interest in their clients.
Dennis J. Perler
President
Liberty Mutual Surety
In both the construction and
surety industries, the quality
of execution separates the
stronger companies from the
weaker companies in a
changing economic environment. With
the surety industry experiencing significant consolidation and lost capacity over
the past five years, contractors should recognize that many insurance companies
remain committed to surety. The best
sureties will invest in the people, technology, claims-handling capabilities and capital necessary to provide responsive and
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professional surety service. In today’s
environment, contractors should examine
the financial strength, character and
capacity of their surety partners just as
their sureties underwrite them. By aligning with a responsible underwriting surety, a contractor is better positioned to have
stable and consistent surety capacity critical to long-term success.
Edward J. Heine
President
National Association of Surety Bond
Producers
Executive Vice President
Payne Financial Group
A contractor’s relationship with
a professional surety agent/broker and surety underwriter can
generate tremendous value.
The surety professional has the
benefit of working with a broad range of
clients in the construction industry, and that
knowledge creates perspective and resources
that can assist their customers with their
business plans. The surety industry loss
ratios are improving and the capital base
supporting the industry is generating
improving rates of return that are necessary
to ensure long-term stability. Several factors
contributed to the loss activity, including
poor accounting/cost controls, onerous contractual and bond language, too-rapid
growth and a lack of management continuity. The application of such lessons learned
in the management of a surety relationship
can be beneficial. Construction firms that
work with their surety professionals to assess
such areas on a regular basis and measure
their results should be positioned for success over the long term.
Michael Murphy
Executive Vice President
Bush, Cotton & Scott,
a Hub International Company
There appears to be more-than-adequate industry capacity and market
choice to handle the needs of most
small to middle-market sized contractors with work programs up to the
$150-million range. While the industry as a whole continues to put heavy
emphasis on the retention of profits
within the operating entity, more than
an adequate number of markets are
aggressively pursuing this class of busi-
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ness, providing these contractors with
stable and competitive underwriting,
indemnity and pricing terms and conditions. However, in the case of subcontractors, the choice of market
options remains much more limited.
The industry will continue to scrutinize
subcontractors’ balance sheet components, particularly underbillings and
reliance on revolving bank line borrowings, as well as overall leverage and geographic spread.
John Stanchina
Senior Vice President and Division
Manager
Rutherfoord Companies
There is so much work in the construction market that the number-one challenge for contractors over the next 24
months will be managing material,
labor, shortages and inflation risks. And
correspondingly, the number-one challenge for the surety industry will be to
make sure that contractors have a handle on this risk and that the surety
industry doesn’t go back to the late ’90s
and overextend itself, heading us back
into a losing cycle. We see that the surety market has improved significantly,
and it appears 2005 will be an excellent
year for the surety industry. There is
real competition for middle market
surety accounts, and this is beginning
to put pressure on the underwriting discipline. Capacity issues remain for both
jumbo contractors and mega projects.
The only caveat is we can ill afford to
have any significant surety markets pull
out of the industry, similar to what happened earlier this year with several
major markets.
Henry W. Nozko, Jr.
President
ACSTAR Insurance Company
It appears the construction
industry will remain strong
during the next year, particularly for road construction
and for medical and educational facilities. Large projects in excess
of $250 million most likely will be bonded by co-surety arrangements, which will
probably help stabilize conditions within the industry and result in a better market for principals and obligees. Demand
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for bonds will continue to rise, particularly in the private sector. Significant
losses in recent years were avoided by
obligees and absorbed by sureties, which
demonstrates the incredible value offered
by bonds that continue to be offered at
an inexplicable bargain cost.
William A. Marino
Chairman and CEO
Allied North America
Developing a comprehensive
financial risk management
plan is crucial to the maximization of available surety
credit in the current surety
marketplace. Owners continue to push
additional responsibility and the corresponding financial exposures in the direction of the contractor, and we believe that
this trend will only continue to evolve as
traditional procurement practices become
taxed by the limited available financial
resources of both public and private owners. Even though a surety may not be willing to cover some of these exposures
under a bonded construction contract, if
they believe that these unbonded exposures are not appropriately mitigated, it
will have a negative impact on a contractor’s surety program. Contractors need to
be aware of their limitations and partner
with financially strong firms that are
capable of providing the necessary
expertise when project scope reaches outside of identified core competencies.
Phil Tobey
Vice President and Director of Surety
The Dale Group
Adequate bonding capacity is
based on getting good advice
from your agent and CPA and
determining what to do with
it. I often tell my clients, as
well as prospects, I can make all the recommendations and suggestions in the
world, but at the end of the day, it’s your
company. You make the final decision in
terms of what to do with that advice.
Establishing a reasonable program, acting
on good advice, successfully completing
jobs and maintaining profitability will
eventually lead to additional bonding
capacity and hopefully business growth.
Being in a tight market where a lot of contractors cannot get bonded, establishing a
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program, even a modest one, separates a
contractor from the rest. It’s something
to advertise.
Karen Barbour
President
The Barbour Group
Obtaining bonding credit is no
different than other investments
that provide a return for your
risk. A surety company is willing to give you one to 20 times
the value of your net worth in order to produce the revenue you need to grow your company. New and emerging contractors should
feel confident that for every dollar they retain
in the firm, there is a promise of at least 10
more. But unlike other investments, as the
owner of the company, you, the contractor,
have control over your risk. It is truly up to
you to perfect the return.
Casey Warnecke
Senior Vice President
Marsh Global Surety Practice
With the rapidity of change that the surety industry has experienced over the last
four-plus years, it is more critical now
than ever for a contractor to be working
with a professional surety broker that
brings value and can facilitate the establishment and maintenance of a strong
relationship with a surety. Strategies for
contractors’ surety relationships today
include communicating frequently with
the surety in terms of financial and other
information, knowing the branch and
home office surety underwriters (visit the
home office once a year), having a business plan and discussing it with the surety, underwriting the surety and having a
backup surety in place.
Michael Cusack
Senior Vice President, Regional
Surety Director and Operations
Board Member
Aon Construction Services Group
Contractors should routinely
review and modify the structure of their company’s capitalization. Balance sheets are
strengthened by increased
retained earnings, but the introduction of
other forms of equity and long-term
restricted debt can assist firms in qualifying for increased bonding support. Con-
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tractors should evaluate if their debt structure is in line with, and supporting, fixed
assets. The composition of contractors’
capital structure should be appropriate to
meet liquidity needs, as well as facilitate
growth and increase profitability.
Michael F. Greer
Vice President, Surety
Penn National Insurance Co.
We are very hopeful that the construction
industry will remain in a mode of putting
profit ahead of revenue. There are selected
areas of the country where work is plentiful, but others where contractors are still
struggling to find enough volume. Revenue
for the sake of revenue leads to losses. More
importantly, contractors should not take a
blasé attitude about their surety. Long-term
relationships do matter when times are
tough. A relationship means knowing the
people making the decisions and having a
dialogue with them. If your surety doesn’t
want to visit with you every year, then you
aren’t important to them and you need to
find a company that will value you enough
to come visit you and ask questions.
Michael D. Williams
President
North American Construction
Services Inc.
Many pressures face a small
contracting entity today, i.e. the
ever-changing costs of materials, employees demanding
more benefits (health care,
salary) and human resource issues that were
not present a decade ago. Couple the evergrowing personal life pressures with competition in the marketplace and no assurance as to where the economy is headed.
Stress plays an important factor in the health
and success of the organization. Contractors and their owners need to learn to budget their corporate expenses but also their
personal expenses so as not to always be
leaning on the company as a personal piggy
bank. If they can learn to operate lean and
live lean, the excess profits can be used to
strengthen their position and provide for a
rainy day.
Ramsey is the communications manager of the
Surety Information Office, Washington, D.C. For
more information, call (202) 668-7463 or email
sio@sio.org.
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OVERCOMING

MEGA

PROJECT CHALLENGES

N

ot many years ago it was highly unusual to
see contracts in excess of $100 million. Costs
have since escalated. Owners are packaging
more into a single contract because they do
not have the internal resources to manage
multiple projects. The large public/private
partnership projects, which usually involve
large infrastructure improvements, have
become more common. As a result, the
industry has seen a greater frequency of projects in this “mega project” range.
Mega projects refer to those contracts
with a value between $250 million and
$500 million or more. Usually these projects involve joint ventures, require four to
five years or longer to complete, and
involve substantial risks to contractors and
their sureties.
Mega projects present unique challenges to contractors because the analysis
and assessment of the risk is more complicated. Therefore, contractors need to consider several aspects of a mega project in
order to help ensure successful completion.
By their nature, these projects are big
and long-term. They contain high levels
of risk, and, as such, a prudent contractor
will look to spread that risk through joint
ventures or similar structures. When looking at a partner or partners to share the
risk, a contractor needs to consider the
following issues.
Make sure a potential partner is reliable
for the long term. The close partnership
lasts for many years, in good times and bad,
until the job is completed and accepted.
The philosophy, risk appetite and cultures
of both partners should be compatible.The
financial platforms of the joint ventures
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should be secure and stable. A partner
should bring appropriate technical and
other capabilities (i.e. labor, systems, engineering) to the partnership, depending on
the needs of the joint venture.
Understanding the owner is important,
and the same factors should be at work
when choosing an owner. Be comfortable
that the owner is a stable, sophisticated
and experienced partner in the process
and that the owner will be cooperative for
many years. Contractors should consider
the following:
• Does the owner have a good reputation?
• Is the owner a sophisticated buyer who
understands the construction process?
• Are the terms of the contract between the
contractor and owner fair and equitable ?
• Are those who act on the owner’s
behalf—their attorneys, managers and
others—reasonable?
• Does the owner have the money needed
to complete the project?
A bad owner can have as great an
impact on the bottom line as a job that
has not been executed well by the contractor. Choosing the right owner is as
important as choosing the right job.
Contractors also should evaluate surety capacity. The amount of surety capacity available on a mega project depends on
the completion time and size of the project, the size of the contractor’s balance
sheets in support of the project, the related experiences of the joint venture partners and each partner’s surety company.
The surety will want to understand how
the joint venture addresses the contract
risks, the commodity risks, the financing
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risk and the quality of the joint venture
partners.
These specific contract risk exposures are
reviewed carefully by the surety and discussed in depth with potential bidders. Normally the surety would like to see acceptable
force majeure clauses in which the owner
bears the risk of broadly defined force
majeure events. The surety usually objects to
consequential and actual damages, and damages with no cap. The surety also may want
to evaluate financing exposures, unbonded
subcontractor risks, long-term warranties or
long-term operations contracts and exposure to commodity inflation.
All of these factors influence the
approval process by the surety. If the surety brought into the process early enough,
it will work collaboratively with the joint
venture to resolve contract issues. Once
the surety is comfortable with the contract,
capabilities and capital available, it will
decide to provide capacity to a project.
When a contractor is choosing joint venture partners, it needs to evaluate the joint
venture’s overall surety capacity. An analysis
of the surety capacity can be complicated.
The contractor’s surety producer and surety
should be able to assist early in the process.
All sureties have limits as to how much
capacity they can provide on a single project. In some cases this can be as much as
$250 million or more per surety per project. Some sureties will not co-surety
(which essentially means joint venture)
with other surety companies due to credit
concerns or internal limitations. Because
of reinsurance constraints, some sureties
will not write bonds on projects that last

[SPECIAL

SECTION: SURETY BONDING

TRADITIONALLY,OWNERS
DETERMINE WHAT

LEVELS OF
BONDING
ARE REQUIRED ON
PROJECTS.
more than four to five years. In the case
of mega projects with several joint venture partners and several co-surety relationships, a surety may have exposure on
each contractor partner that could exceed
its single-job comfort level.
A potential joint venture should be
evaluated every time a mega project is
under consideration as surety markets
may change, appetite for risk may change,
and the co-surety relationships and the
splits between sureties on individual
accounts may change. Again, looking at
the surety picture early is important to
avoid surprises later.
Traditionally, owners determine what
levels of bonding are required on projects.
Because the size of projects has grown
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Project

Owner

Contract Price P&P Bonds

Manhattan Water

New York City Dept. of

$668,532,680

$668,532,680

Tunnel No. 3 New York

Environmental Protection
$531,276,000

$531,276,000

$493,000,000

$493,000,000

(Nov. 2004)
US 17/Cooper River Bridge

South Carolina

Charleston, S.C. (July 2001) Dept. of Transportation
Newtown Creek W.W.T.P.

New York City Dept. of

New York (June 2003)

Environmental Protection

tremendously, obtaining 100 percent
bonds—and the sense of comfort that
goes with this—may not be possible. The
table lists several recent bonds in the
mega-project range.
As these examples demonstrate, in
today’s market, 100 percent bonding of a
job up to the level of $500 million to $600
million is possible. If the contract value
exceeds $500 million to $600 million, and
the owner wants the security that a higher bond penalty can bring or a 100 percent bond is required by statute, it may be
possible to arrange up to $250 million of
excess surety over the primary bonds to
reach a capacity of $750 million to $850
million. The excess surety product will
respond to claims once the primary bond
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has been exhausted. Excess surety is an
option only if the primary bond is $500
million or more and the primary bond is
at least 40 percent of the contract amount.
Each mega project is unique and presents issues to the contractor, the owner and
the surety that are not common in “normalsized” contracts. Problems can be overcome
by anticipating the issues and dealing with
them early. With a good owner, a fair contract and the right joint venture and surety
team, mega projects can be profitable and
successful for all parties involved.
Altman is a senior vice president, Chubb &
Son, and a chief underwriting officer for
Chubb Surety, Warren, N.J. For more information, email JAltman@chubb.com.
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HOW

BOND-WORTHY
ARE YOU?
Sureties Look at Variety of Criteria Before Bonding Contractors

W

hether your company wants to pursue private or public projects, obtaining surety
bonding can be a huge asset, if not a
requirement. So how does a contractor go
about obtaining a bond?
Sureties consider a number of fundamental factors. One is the contractor’s reputation—its relationships with subcontractors, suppliers, lenders and owners. The
strength of the contractor’s financial statement is another. Is the contractor profitable? Debt, equity, capital, revenue, overhead and indemnity (both personal and
corporate) may all be taken into consideration. Does the contractor have an accountant who specializes in construction? Does
it have a history of successful projects and a
schedule of ongoing and future work? Does
the contractor have a comprehensive business plan, forecast or strategy for short- and
long-term business? Does it have access to
the necessary equipment to do the job?
Does it have a risk management plan, and
are plans in place in the event of the death
or loss of key personnel?
Answering these questions may take
time and effort, but they are a vital part of
the process of developing key relationships with a surety underwriter and surety bond producer.
Doug Hinkle, chief underwriting officer for CNA Surety Corp., says, “Because
surety is a credit business, there will
always be a heavy leaning toward the
financial resources of a contractor when
considering the extension of surety credit. Character and contractor performance—the ability to consistently make
S28
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money—shape the degree of financial
resources required.”
Edward Heine, president of the
National Association of Surety Bond Producers and executive vice president of
Payne Financial Group, adds that a
strong, timely and accurate financial statement prepared by a CPA who is familiar
with construction accounting says more
about a contractor than only its financial
strength. “When prepared properly, the
statement automatically sends a signal to
the underwriter that the surety applicant
has developed professional tools to manage his business,” he says.
Heine also lists a good credit score,
profitability and work-in-process as
important. “A surety underwriter assesses
trends. How a company has performed
over a period of time is a very important
indicator,” he says. “Underwriters look for
consistent operating profitability creating
working capital and equity that supports
a company’s business plan. Work-inprocess statements that illustrate good
project management through an accurate
job-costing system is a focus.”
Once the capital structure has been
qualified, Heine adds, the business plan
of the company is assessed. Personnel and
their experience, internal controls, project
administration, risk management, references and continuity plans should be
explained. Key advisors that specialize in
the construction industry, such as bond
and insurance agents, CPAs, attorneys
and bankers, can provide valuable services
to the contractor. “Negotiating a surety
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program can be a very positive process if
the application to the surety company is
made by an agent that specializes in the
surety product.”
Once a contractor has obtained surety
bonding, it can begin to improve its bonding capacity. The best way to maximize
bond capacity, according to Michael
Greer, vice president of surety at Penn
National Insurance Co., is by working
with an agent who knows the surety business well. Also, the contractor needs to
take the lead in forming a relationship
with the underwriter.
“Ask what kind of information the company wants or requires, and don’t make the
surety company wait until five months after
your fiscal year-end to provide this,” Greer
advises. “The couple of dollars you might
save with your CPA by avoiding the rush
season might cost you multiples of that for
your bond capacity.”
Greer suggests contractors should
worry more about building the net worth
of the company, rather than trying to
avoid paying taxes. “Many well-intentioned CPAs have hurt a contractor’s
bond capacity by telling the contractor to
do all of these tax strategies that save the
contractor money, but hurt their financial
condition. Sometimes it comes down to:
Do you want bond capacity or do you
want to not pay taxes.”
Greer recommends having a business
plan and reviewing it with the underwriter. “And then stick to it,” he says.
“Credibility is the biggest factor in bond
capacity. Besides losing money, the worst
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Opening Markets to Emerging Contractors
In today’s surety market, a strong financial statement, an
unblemished history and a detailed business plan are vital elements for a contractor’s surety capacity. While surety capacity
is available for qualified, experienced and well-capitalized contractors, new and emerging contractors may lack the experience and resources necessary to qualify immediately for
bonding.
Relationships with a surety underwriter and surety bond producer can provide invaluable resources as the contractor manages the company’s growth and development that can help
build bonding capacity.
“For most contractors, sufficient bonding capacity is probably the single most important tool to increase revenue because
all public work requires bonds and a substantial portion of private work requires bonds,” Henry Nozko, Jr., president of
ACSTAR Insurance, says.
Edward Heine, president of the National Association of
Surety Bond Producers and executive vice president of Payne
Financial Group, says while emerging contractors may have
experience in a particular field, many have never had experience
with bonding, so developing the information that sureties
require and designing a financial structure that meets surety
requirements can be frustrating.
“Surety bonding is focused on pre-qualification and not
everyone in the market can qualify for surety credit,” he says. “If
one does, the amount of public construction dollars supporting
construction activity in a local market is significant and represents an abundance of opportunity.”
“A company in a specialty trade that can demonstrate bonding capability may have a more positive profile for general contractors that are seeking higher-quality subcontractors,” Heine
adds. “In the private sector, it is common for private owners and
their lenders to require surety bonding, particularly on larger
projects.”
Michael Greer, vice president of surety for Penn National
Insurance Co., says smart, well-managed contractors use their
ability to post a bond as a marketing tool to win jobs.
“The ability to post a surety bond from a credible surety
company is a status symbol among contractors,” he says. “A
surety bond says that a company has undergone a thorough
financial and managerial review and that an independent expert
is willing to stand behind the company.”
So how do new and emerging contractors achieve this status symbol? Many begin by taking advantage of programs that
have been developed especially for them to help during this
beginning stage.
The Model Contractor Development Program

The Surety Association of America (SAA) and its members are
committed to ensuring that bonds are available and accessible to qualified contractors. SAA leads several efforts to
increase bonding capacity for minority, women and other
emerging contractors. SAA launched the Model Contractor
Development Program (MCDP) in 2001 to assist emerging
contractors. The program:
• educates small, minority and women contractors about surety
bonds and assists them in becoming bondable;
• identifies resources available for obtaining a first bond such as
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By Samuel A. Carradine

the SBA Bond Guarantee Program and similar state and local
programs;
• provides assistance and referrals for obtaining appropriate
accounting, project management and financing expertise;
• assists with increasing bond capacity; and
• offers other components such as networking and outreach,
and advocacy and policy development.
Technical Assistance to Federal, State and Local
Jurisdictions

Many federal, state and local governments have developed or
are developing bonding support programs for emerging contractors. SAA members, staff and local surety associations
around the country provide technical assistance or guidance
with several programs. For example:
• New Jersey Economic Development Authority’s Request for
Proposals (RFP) engages a bonding consultant to provide
surety bonding and working capital loan assistance services
for the statewide school construction program;
• The state of Ohio, Department of Development’s Bond
Guaranty Program for emerging contractors is slated for rollout later this year.
• The Tennessee Department of Transportation (TDOT) Bond
Guarantee Program for Small and Disadvantaged Business
Enterprises assists small businesses in obtaining bonds for
subcontracts on TDOT construction projects.
• The SAA and the U.S. Department of Transportation (DOT)
have a cooperative agreement to rebuild the DOT bond
guarantee program in which SAA provides guidance on program operations (underwriting, resource requirements,
claims handling and cost). The groups developed an ecommerce methodology for bond execution and processing
and assist in providing interns from the SAA/INROADS
Internship Program.
• A memorandum of understanding (MOU) between SAA and
the Economic Development Corporation of Prince George’s
County, Md., expands the bonding assistance component of
the county’s Small Business Initiative (SBI). The SBI provides
direct assistance, including bonding assistance, to small and
minority-owned businesses with emphasis on the county’s
multi-billion dollar National Harbor Project.
• The Small Business Administration (SBA) Surety Bond
Guarantee program guarantees bid, performance and payment
bonds issued by surety companies to small and emerging
contractors. This government backing allows sureties to write
bonds for contractors that would not otherwise meet minimum
underwriting standards.
• The Surety Association of South Texas developed a program
for small and minority contractors.
The surety industry’s proactive role in the development and
implementation of these programs will continue to be an important contributor to their success.
Carradine is director of development and diversity, the Surety
Association of America, Washington, D.C. For information on
SBA programs, call (202) 205-6540 or visit www.sba.gov/osg/.
For more information on bonding assistance for emerging contractors, call (202) 778-3638 or email scarradine@surety.org.
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thing a contractor can do is say they are
going in one direction and then ask for a
bond on something outside of their plan.”
As for financial strength, there are
some things a contractor can do to
improve a weak balance sheet. Henry
Nozko, Jr., president of ACSTAR Insurance Company, advises, “Strengthening
can usually occur by reducing revenue and
overhead, as well as concentrating on collecting receivables and liquidating portions of equipment and inventory.”
This takes time, though, according to
Heine. “There is no magic wand that
allows a construction firm to develop a
stronger financial condition overnight.”
The retention of after-tax profits in the
company is another fundamental requirement. “Generally speaking, surety companies prefer committed capital to support
the business, as opposed to the use of debt
(from a bank, third party or shareholders).
Operating lines of credit that can support
cash-flow requirements are important, but
surety companies prefer that such debt be
short-term in nature,” he says.
“Long-term debt created by capital
expenditures preserves working capital
and is a very useful tool, but the company
should not leverage itself to the extent that
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debt service would impede the company’s
ability to perform,” Heine concludes.
According to Michael Cusack, senior
vice president, regional surety director and
operations board member at Aon Surety,
“In order to develop confidence and trust
in the surety producer/underwriter relationship, individuals need to transact a
certain volume of business, work through
disagreements—while remaining focused
on preserving the relationship—and
develop mutually agreed upon strategies
to service accounts.”
The most important characteristics
that contractors must demonstrate to
qualify for a bonding relationship are
experience and profitability, Cusack says.
Nozko agrees experience is important,
and asks, “Has the contractor performed
similar projects in terms of size and scope
of work?”
Ownership stake—in the case of nonpublic companies—also is important. “The
current management needs to have a substantial ownership stake in the company,
and the current owner/managers need to
have been in place for at least 10 years,”
Nozko says. During a financial review, Aon
concentrates on tangible equity, working
capital, the ratio of tangible equity to rev-

enue, the ratio of debt to equity and the
ratio of receivables to revenue. For public
companies, it considers all of these, plus the
length of time the company has been an
SEC reporting entity, for which it prefers
to see a minimum of 10 years.
The bottom line is the surety company
wants the contractor to succeed. The better the surety knows the contractor, the
better it can support the contractor. There
is not one piece of the puzzle that matters
most in the surety relationship.
“Some surety companies just focus on
the numbers,” Greer says. “At Penn
National, we look at the entire picture.
We focus on what a company does well
and try to strengthen what it doesn’t do
so well. The key areas are always going to
be, does a company understand what kind
of jobs it is good at? What are the risk factors in these types of jobs and how does it
manage these risks? Can the company
make money on its projects, can it manage its overhead and revenue levels and is
it willing to leave profits in the business?”
The Surety Information Office, Washington,
D.C. is the resource on contract surety
bonds. For more information, call (202) 6867463 or email sio@sio.org.

A Contractor’s Scorecard—How Sureties Track Runs,
Hits and Errors By Mike Anderson
Contractors need stable, reliable surety relationships that support their firms’ management, business plan and resulting
opportunities presented by customers and market segments. If
a construction executive can answer these questions affirmatively, he has positioned the firm to have an excellent working
relationship with its surety.
• Am I completely familiar with my surety bond producer’s
surety submission and ongoing work for my company?
• How does the surety analyze my company?
• Have I reviewed my surety’s financial analysis? (This is their
scorecard for extending credit.)
• Have I communicated what I expect of my surety and do I
clearly understand the surety’s expectations of my company?
• What are my surety’s underwriting results?
• What level of reinsurance support does my surety rely on to
service its business?
• Have there been any changes to my surety’s single project
and aggregate program capacity?
• What are my surety’s financial ratings?
• Have there been recent personnel changes within my surety
at the local or home office level?
• What is the status of my stand-by surety?
• Do I understand stated vs. “adjusted” working capital/liquidity?
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– Hint: restricted cash, prepaid expenses, accounts receivable
greater than 90 days, related party receivables/notes, disputed CEE>B’s, inventories, tax refunds and unlisted investments are normally excluded, in whole or in part.
– Cash value life insurance, retentions, marketable securities
and certificates of deposit may be included.
• Do I understand stated vs. “adjusted” equity/net worth?
– Hint: working capital items, goodwill/intangible assets and
asset values above cost are normally excluded, in whole or
in part.
– Subordinated debt may be included.
• Do I know what sureties focus on?
– original vs. current estimated margins on open jobs;
– completed projects’ margins;
– underbilled projects;
– overbillings vs. cash vs. pure job borrow;
– unearned gross margin and cash flow remaining on open
jobs; and
– projected G&A expense coverage.
Anderson is executive vice president and managing director of
surety for Willis, a global insurance broker. For more information, call (610) 254-5634 or email mike.anderson@willis.com.
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SURETY INFORMATION OFFICE

VALUABLE
RESOURCE
FOR
CONTRACTORS,
A

SUBCONTRACTORS
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ne might expect a product that has been
around almost 5,000 years to be pretty
well known—especially by those who
benefit most from it. However, don’t be
surprised that contract surety bonds—and
the benefits they provide—are not a
household name.
While the first known record of contract surety bonds appeared in an etched
clay tablet from the Mesopotamian region
in 2750 BC, it wasn’t until the 19th Century that corporate surety bonds came into
being. In 1993, the Surety Information
Office was established to educate stakeholders in public and private construction
about surety bonds. Over the years, SIO
has become the primary information
source on contract surety bonds.
Supported by the National Association of Surety Bond Producers
(NASBP) and the Surety Association of
America (SAA), SIO is composed of a
small, dedicated staff committed to providing practical information about surety bonds. Here are some frequently
asked questions:
S34
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Q: What is a contract surety bond?
Contract surety bonds provide financial
security and construction assurance on
building and construction projects by
assuring the project owner (obligee) that
the contractor (principal) will perform the
work and pay certain subcontractors,
laborers and material suppliers.
Three basic types of contract surety
bonds exist: the bid bond, the performance bond and the payment bond. The bid
bond assures that the bid has been submitted in good faith and that the contractor will enter into the contract at the price
bid and provide the required performance
and payment bonds. The performance
bond protects the owner from financial
loss if the contractor fails to perform the
contract in accordance with its terms and
conditions. The payment bond assures
that the contractor will pay specified subcontractors, laborers and material suppliers on the project.
Before issuing a bond, the surety company must be satisfied that the contractor runs a well-managed, profitable enter-
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prise, keeps promises, deals fairly and
performs obligations in a timely manner.
To determine whether to bond the contractor, the surety company requires the
contractor to undergo a thorough prequalification process, which takes an indepth look at the contractor’s business
operations.
Q: How do I get a bond?
Surety bonds are issued through surety
bond producers, also known as agents and
brokers, who know the surety and construction industries. Surety bond producers usually work in agencies that specialize in surety bonds or in insurance
agencies that have a sub-specialty in surety bonds.
The surety bond producer usually
maintains a business relationship with
several surety companies, which enables
the producer to match a contractor with
an appropriate surety company. A good
surety company and surety bond producer will help a contractor maintain and
increase its surety capacity.
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Names of producers specializing in surety bonds can be obtained from the NASBP
at www.nasbp.org. Click on “Need a Bond.”
NASBP members adhere to standards that
demonstrate professionalism, expertise and
innovation in surety bonding.
SIO’s “How to Obtain Surety Bonds”
brochure and “Surety Bonds: A Guide for
Contractors” CD are two additional
resources that can be ordered free through
the SIO website, www.sio.org.
Q: How do I know I’m dealing with a
reputable surety company?
Most large property and casualty insurance companies have surety departments.
In addition, for some companies, surety
bonds make up all or most of their business. In both cases, in order 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, generally 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.
For more information on surety companies, SIO’s brochure “Surety Compa-
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nies: What Are They and How to Find
Out About Them” is particularly useful
and is available free on the SIO website.
Another resource is the SAA Bond
Authenticity Program - Obligees Guide,
found under “About the Industry” on the
SAA website, www.surety.org.
Q: How much do surety bonds cost?
Surety bond premiums vary from one
surety to another, but can range from onehalf of 1 percent to 2 percent of the contract amount, depending on the size, type
and duration of the project and the contractor. Typically, there is no direct charge
for a bid bond. In many cases, performance bonds incorporate payment bonds.
Q: How does bonding benefit contractors?
In addition to owners, lenders and taxpayers, surety bonds also protect contractors and subcontractors. Bonding demonstrates that a contractor has undergone a
rigorous prequalification process and is
judged capable of fulfilling the obligations
of the contract. Bonding capacity can help
a contractor or subcontractor to grow by
increasing its opportunities. Furthermore,
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IN ORDER 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.
surety companies can help prevent default
by offering technical, financial and management assistance to a contractor. Equally important, a bond requirement ensures
that a contractor is competing for the
project only against qualified contractors.
SIO explains the surety-contractor relationship in a PowerPoint presentation,
“Building Solid Surety Relationships,”
which is available free on the SIO website.
For more information, contact SIO, (202)
686-7463, fax (202) 686-3656 or email
sio@sio.org.
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CHOOSING THE

RIGHT

SURETY BOND PRODUCER
A Relationship with a Knowledgeable, Experienced Agent Can Last a Lifetime

A

contractor’s decision to establish a surety
bonding relationship is a wise one. It can
lead to more projects and eventually propel the company to the next level of
growth. The first step is finding a surety
bond producer.
Most surety companies issue surety
bonds through a brokerage system, meaning contractors typically obtain a surety
bond from a professional surety bond producer rather than directly from a surety
company.
The surety bond producer is an integral part of a contractor’s external advisory group, which includes attorneys,
lenders and auditors. By using specialized
knowledge of the construction industry,
the bond producer prepares the contractor for the surety company’s rigorous prequalification process and helps the contractor establish a business relationship
with the surety company.
Finding a surety bond producer is easy.
The National Association of Surety Bond
Producers (NASBP) represents more than
5,000 surety professionals and producers
who meet certain standards of professionalism. To locate a list of NASBP member
producers, visit www.nasbp.org and click
on “Need a Bond.”
Once a contractor has located surety
producers in the area, it is important to
select the right one. The producer should
be knowledgeable of local, regional and
national trends and surety markets.
Ed Heine, NASBP president and
S38

|

executive vice president of Payne Financial Group, recommends starting with a
surety bond producer who has experience
in the surety business and asking key
questions, including: Does the producer
have a relationship with the key decision
makers at the surety company? What do
customers say? How has the bond producer helped customers become more successful? Does the producer listen well and
respond to service requests quickly?
A good surety bond producer matches
the needs and strengths of the contractor
to the surety company that will best support the contractor. The producer should
offer sound business and technical advice.
The producer should analyze the under-

writing information and prepare a complete submission to the surety, initially and
for ongoing service requests.
The contractor also shares in the
responsibility of good communications
with the producer. “Include them in your
business,” Heine asserts. “Don’t make the
process of getting a surety bond and managing a surety program cumbersome. Find
someone who you like, and give them the
communication and information that they
need to service your company. Such
responsiveness is all that it takes.”
For more information, contact the Surety
Information Office, (202) 686-7463 or email
sio@sio.org.

What Does a Good Producer Do?
• facilitates the underwriting process;
• understands the needs of writers and customers to establish relationships that are
mutually supportive;
• runs an efficient operation. If customers are small contractors or infrequent users
of surety credit, the producer needs to choose the markets and systems that create service efficiency for these clients;
• reviews contract documents to determine if the contractor is taking excessive risk;
• conducts a background investigation of the contractor’s past contractual obligations;
• recommends a responsible line of credit consistent with the contractor’s
capabilities;
• tailors the contractor’s submission for the specific needs and requirements of the
surety company;
• guides the contractor through a formal presentation. The producer facilitates and maintains close communications between the contractor and surety company with regard
to periodic reports on work in progress, financial performance and business plans.
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RISK MANAGEMENT
BY MICHAEL STRAHAN

D

Timely, Accurate
Bond Requests

uring the past five years,
several surety companies have consolidated, downsized or exited the market. As a
result, surety resources are thinly spread.
Some are short-staffed and are training
relatively new underwriters.
In order to return to turn the tide, the
surety industry has tightened its underwriting guidelines, and any leniency
toward sloppy or inaccurate reporting has
evaporated.
Inaccuracies related to bid bond
requests or supporting information that
underwriters need to approve bonds can
be deadly to the approval process. Inaccurate information not only derails an
immediate bond request; it also can give
the surety a negative perception about
the construction business.
Engineers’ estimates can be notoriously inaccurate with regard to actual
construction costs. Therefore, it is imperative not to rely solely on the engineer’s
calculation when submitting a bond for
approval to the surety. Doing this sets
the company up for a last-minute bid
escalation, which will require approval.
If the work is within the routine scope
of operations, establish the bond amount
based on historical data (which is more
reliable than an engineer’s estimate). Take
the time to gather this data to provide the
surety with a more realistic figure and
decrease the number of last-minute bid
escalation approvals. Although bid estimates occasionally increase and additional approvals become necessary, surety
problems arise when bid escalations
become the norm and not the exception.
In addition, the cost-to-complete or
left-to-bill totals also need to be accurate. Most bid bond request forms ask
for the current cost-to-complete or leftto-bill figure. Providing a number that is
inaccurate is worse than just leaving it
S40
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blank—failing to change the number is
the worst thing a construction company
can do.
As part of the underwriting process,
surety underwriters keep track of the
backlog to make educated guesses on
cost-to-complete or left-to-bill amounts.
Provide either an accurate figure or nothing at all. Otherwise, underwriters may
perceive that the construction company
did not take the time necessary to track
the work already in-progress, and/or that
the project management and estimating
departments do not interact. Either situation is a red flag warning to surety
companies.
Last-minute bid requests can cause
two problems:
• a busy underwriter cannot handle the
request in time and the bond is not
approved; and/or
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• the surety perceives that the construction company doesn’t take time to prepare its bids properly and that it does
not target its best markets.
Take time to pull together accurate
information when submitting bid
requests to the surety. Inaccurate information is not acceptable in today’s surety environment. Submit requests with
adequate lead-time to allow the surety to
ask questions or put the requests into its
backlog of other work. Although sureties
will accommodate last-minute requests
from time to time, the surety-contractor
relationship will suffer if this becomes
the norm.
Strahan is a surety account executive at
Cavignac & Associates, a commercial insurance brokerage firm in San Diego. For more
information, visit www.cavignac.com.
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2006 CONTRACT SURETY
BOND AGENT AND BROKER
CALIFORNIA

First Pacific Bonding
5 Third Street, Suite 825
San Francisco, CA 94103
Contact: Anthony F. Angelicola
Phone: 415-543-0111
Fax: 415-543-7951
Email: tonya@first-pac.com
www.first-pac.com
Complete, professional bond
service since 1976.

Gaddy Ward & Company
Cavignac & Associates
450 B Street, Suite 1800
Bank of America Building
San Diego, CA 92101-8005
Contact: Michael R. Strahan
Phone: 619-234-6848
Fax: 619-234-8601

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

Driver-Alliant Insurance
Services, Inc.
1620 5th Avenue
San Diego, CA 92101
Contact: Lawrence F. McMahon
Phone: 619-699-1341
Fax: 619-699-1363
Email: lmcmahon@driveralliant.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.
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DIRECTORY
M.B. McGowan

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 demanding surety, insurance and risk management needs of the construction
trades, CA License No. 0423393.
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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 successful insurance agencies serving
the construction industry and has
defined the standard by which all
other Construction Insurance and
Surety Advisors are compared.

7250 Redwood Blvd., Suite 110
Novato, CA 94945
Phone: 415-892-1080
Fax: 415-892-1039
Contact: Mike McGowan

South Coast Surety
209 Avenida
Fabricante, Suite 120
San Clemente, CA
92672
Contact: Steven A.
Swartz
Phone: 949-361-1692
Fax: 949-361-9926
Email: steve@southcoastsurety.com
www.southcoastsurety.com
A Bond Only Agency with
decades of national experience in
providing a full spectrum of surety
bond support. Good solutions for
all bonding challenges.

COLORADO

HRH Hilb, Rogal & Hobbs
G.S. Levine Insurance Services,
Inc.
10505 Sorrento Valley Road
Suite 200
San Diego, CA 92121
Contact: Kevin T. Casey
Phone: 858-523-7522
Fax: 858-481-7953

Maloney & Associates
435 W. Grand Avenue
Escondido, CA 92025
Contact: John Maloney
Phone: 760-738-2610
Fax: 760-738-6855
Email: jmaloney@maloneybonds.com
www.maloneybonds.com
Founded in 1990, Maloney &
Associates is one of the largest
independently owned “bond only”
agencies in Southern California.
We provide state of the art surety
solutions to contractors.
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720 South Colorado
North Tower – Suite 600
Denver, CO 80246
Contact: Kevin McMahon
Phone: 303-722-7776
Fax: 303-722-0811
www.hrh.com
Hilb, Rogal & Hobbs is the premier intermediate surety and insurance brokerage in the Rocky
Mountain region, specializing in
construction related businesses,
with unsurpassed excellence in all
related surety bonds.

CONNECTICUT
Bruen, Deldin & DiDio
Associates
1062 Barnes Rd.
Suite 303
Wallingford, CT
06492
Contact: Jeff Deldin
Phone: 800-660-6934
Fax: 203-269-8155
Email: jdeldin@bddinsurance.com
www.bddinsurance.com
We are a full lines insurance
agency that specializes in construction insurance and bonds in
several east coast states.Please
visit our web site for more information on our services.

Metayer Bonding
Associates, LLC
200 Fisher Drive
Avon, CT 06001
Contact: Mike Metayer
Phone: 860-676-9402
Fax: 860-677-9464

TD Banknorth Insurance Agency
100 Great Meadow Road
Suite 300
Wethersfield, CT 06109
Contact: Craig H. Meeker
Phone: 860-263-1721
Fax: 860-257-4455

FLORIDA

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

P. O. Box 6090
Clearwater, FL 33758-6090
Contact: Mark Pichowski
Phone: 727-373-2710
Fax: 727-449-1267
Email:
markpichowski@bouchardinsurance.com
www.bouchardfinsurance.com
Bouchard’s Surety Specialist is
a licensed Certified Public
Accountant uniquely qualified to
help you obtain solutions to honor
your financial commitments.

Guignard Company

The ProSure Group, Inc.

Glenn A. Evans & Company

1904 Booth Circle
Longwood, FL 32750
Contact: Bryce Guignard
Phone: 888-220-3780
Fax: 888-220-3228

7217 Benjamin Road
Tampa, FL 33634
Contact: David Shick
Phone: 813-243-1110
Fax: 813-243-1109
Email: daves@
prosuregroup.com
www.prosuregroup.com
Your leading bond team…specializing in providing bonds and
bond services to the construction
industry. Combining creativity and
knowledge to serve surety bond
needs.

16123 South Park
South Holland, IL 60473
Contact: Glenn Evans
Phone: 708-339-9550
Fax: 708-339-9587

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.jpigroupinc.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.

Lassiter-Ware Insurance, Inc.
5600 Mariner Street, Suite 215
Tampa, FL 33609
Contact: Pat White
Phone: 813-282-1965
Fax: 813-637-0455
Email: patw@lassiter-ware.com
www.lassiter-ware.com
Operating as a full-line insurance agency since 1912, LassiterWare has agents specializing in
bonding who collectively have 50+
years of experience partnering with
some of the best construction
firms in Florida.

Nielson & Company, Inc.
5979 N.W. 151st St.
Hialeah, FL 33014-2465
Contact: David Hoover
Phone: 305-822-7800
Fax: 305-558-9650
dhoover@nielsonbonds.com
www.nielsonbonds.com
From negotiating lines of credit
to providing day-to-day servicing
of client accounts,no one does it
better than we do!

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
Wachovia Insurance Services,
Inc., is the risk Management, consulting, and brokerage arm of
Wachovia Corporation. We help
clients solve complex problems by
providing unique technical expertise and innovation.

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

CNA Surety
333 S. Wabash, 41-South
Chicago, IL 60604
Contact: Surety Service Center
Phone: 800-331-6053
Fax: 605-335-0357
Email: info@cnasurety.com
www.cnasurety.com
CNA Surety provides a full range
of contract and commercial surety
bonds in all 50 states. We are a
proven stable and consistent market that provides personal service
to our customers.

INDIANA

M. J. Schuetz Agency
55 Monument Circle, Suite 500
P. O. Box 44070
Indianapolis, IN 46204
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 bonding services for the construction
industry.

MAINE

HRH Northern New England
(formerly The Dunlap Corporation)
31 Court Street
P. O. Box 40
Auburn, ME 04212-0040
Contact: Michelle V. Orlando,
Senior Vice President
Phone: 207-783-2211
Fax: 207-784-8230
Email: morlando@hrh.com
www.hrh.com
Complete risk management
insurance and surety bond servies
for the construction industry.

MARYLAND

Atlantic Risk Management

IOWA
Lee Agency, Inc.
200 Ford Avenue
Muscatine, IA 52761
Contact: Nate Orvis
Phone: 563-263-9252
Fax: 563-263-9282
Email: norvis@leeinsure.com
Lee Agency, Inc. has been conducting business since 1970. We
offer an extensive market selection
with strong & stable companies.
Our experienced staff promises to
“Tell the truth, and work hard.”

Merchants Bonding Company
2100 Fleur Drive
Des Moines, IA
50321
Contact:
Michael Foster
Phone:
515-243-8171
Fax: 515-243-3854
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 headquarters in Des Moines, Iowa.

5850 Waterloo Road, Suite 240
Columbia, MD 21045
Contact: Kent M. Pagoota AFSB
Phone: 410-480-4417
Fax: 410-465-1584
Email: kpagoota@atlanticrisk.com
www.atlanticrisk.com.
We are a full service independant agency with one of the
region’s largest surety departments. We have over 25 years
experience providing surety, insurance, and benefit programs to
contractors.

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: Karen@thebarbourgroup.com
www.thebarbourgroup.com
The Barbour Group (TBG) is a
surety and insurance agency servicing
both domestic and international construction projects. TBG’s surety professionals are the most knowledgeable brokers specializing in surety
bonding.
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Centennial Surety
Associates, Inc.
7901 Sandy Spring Rd, Suite 515
Laurel, MD 20707
Contact: Michael E. Schendel
Phone: 410-888-9110 X205
Fax: 301-725-2430
www.centennialsurety.com
Centennial Surety Associates is
one of the largest independently
held bond specialists in the region.
Through our network of 20 bond
companies we can service contractors of any size.

Early, Cassidy, & Schilling, Inc.
1375 Piccard Drive, Suite 375
Rockville, MD 20850
Contact: Lynne W. Cook
Phone: 301-948-5822
Fax: 301-948-5959
cooklw@ecsinsure.com
www.ecsinsure.com
We are a leading risk management firm serving the metropolitan
D.C. area. Staffed with surety,
insurance and benefits professionals we partner with our clients to
build their business and personal
assets by providing a comprehensive risk management program.

Hankoff Insurance Group, Inc.
3600 Crondall Lane, Suite 108
Owings Mills, MD 21117
Contact: Alan Goldberg
Phone: 410-363-0661
Fax: 410-363-0685
Email: alan@hankoffinsurance.com
www.hankoffinsurance.com
In business since 1948, third
generation, family-owned.
Specializing in contractors large
and small for all their bonding and
insurance needs.

HMS Insurance Associates, Inc.
10751 Falls Road, Suite 256
P.O. Box 1427
Brooklandville, MD 21022
Contact: Gary A. Pine
Phone: 410-337-9755
Fax: 410-337-0551
Email: gpyne@hmsia.com
www.hmsia.com
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Regional agent/broker with over
60 years of experience providing
commercial insurance, surety
bonding, risk management and
financial services to the construction industry.

tion and service contractors.
Throughout our history, we have
maintained a steady corporate
commitment to small and medium
sized contractor customers. Our
underwriters provide professional
underwriting solutions and predictable service standards, keys to
maintaining long-term relationships
in our business.

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, environmental surety and a wide range of
commercial surety products.

MASSACHUSETTS

Universal Insurance
Services, Inc.
648 Monroe Avenue NW, Suite 300
Grand Rapids, MI 49503
Contact: Kelley Monterusso
Phone: 800-456-7153
Fax: 616-454-1718
Email: kmonterusso@uis-inc.com
www.uis-inc.com
We offer universal commercial
insurance, surety & bonding,
employee benefits, personal line
coverages and alternative risk
financing options. You manage
your business… Universal manages your risk.

Contacts: Grover Simpson
Teresa Martin
Patrick Pribyl
Phone: 816-960-9000
Fax: 816-960-9099
Email: inquire@lockton.com
www.lockton.com
Lockton is a national insurance
broker that has been expertly servicing construction accounts for
over four decades. Lockton specializes in commercial insurance, risk
management, and surety bonding.

NEBRASKA
SilverStone Group
11516 Miracle Hills Drive,
Suite 102
Omaha, NE 68154
Contact: Doug Irvin
Phone: 402-964-5400
Fax: 402-964-5566

NEW HAMPSHIRE

MINNESOTA
J. Barry Driscoll Insurance
Agency, Inc.
600 Longwater Drive
Norwell, MA 02061
Contact: Brian R. Driscoll
Phone: 781-681-6656
Fax: 781-681-6686
Email: bdriscoll
@driscollinsurance.com
www.driscollinsurance.com
The Driscoll Agency is a full
service insurance and bonding
provider specializing in construction. Independently owned with
over 45 years of experience, we
represent hundreds of successful
commercial customers.

MICHIGAN
The Guarantee Company of
North America USA
1000 Town Center, Suite
1800
Southfield, MI 48075
Contact: Stephen Dullard
Phone: 248-281-0281
Fax: 248-750-0431
Our contract surety products
include bid, performance and payment bonds for qualified construc-
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Construction Capital,
Incorporated
1710 North Douglas Drive,
Suite #110
Golden Valley, MN 55422
Contact: Michael D. Williams
Phone: 866-317-3294
Fax: 763-512-0430
Mwilliams@constructioncapital
inc.com
www.constructioncapitalinc.com
Construction Capital, Inc. (CCI)
is a Specialty Bonding MGA.
Representing several exclusive
Hard-To-Place Sureties, we believe
we can offer unique methods of
Suretyship through CCI using
Funds Control, SBA and Collateral.

MISSOURI

Lockton Companies, Inc.
444 W. 47th Street, Suite 900
Kansas City, MO 64112-1906

The Rowley Agency, Inc.
139 Loudon Road
Concord, NH 03301
Contact: Daniel E. Church, CEO
Phone: 603-224-2562
Fax: 603-224-8012
dchurch@rowleyagency.com
www.rowleyagency.com
Since 1966 The Rowley Agency
Inc. has been providing Insurance
and Bonds to the construction
industry. Our Bond Depratment is
staffed with six full time individuals dedicated to providing the
best terms and service to our
clients.

NEW JERSEY
Chubb Group of
Insurance Companies
13 Mountain View
Road
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 construction industry because of our commitment to the industry, our financial
stability (A++ rated by A.M. Best),
our expert knowledge, global coverage, and exceptional service.

Dale Group, Inc.
P. O. Box 6
29 Columbia Turnpike
Florham Park, NJ 07932
Contact: Phil Tobey
Phone: 973-377-7000, Ext 144
Fax: 973-377-5077
Email: PhilT@dalegroup.com
www.EZSurety.com
Dale Group is one of the largest
bond agencies in New Jersey that
prides itself on assisting contractors,
builders and developers in growing
their business based upon higher
bond programs through a creative
underwriting approach.

HRH, Hilb Rogal & Hobbs
2245 Northbank Dr.
Columbus, OH 43220
Contact: Jack Kehl
Phone: 614-326-4883
Fax: 614-326-7857

Responsive, proactive small
contractor surety partnered with
professional surety agents in the
Northeast and Mid-Atlantic states.
A Best Rating -Treasury Listed Competitive Rates.

Dawson Insurance

The Graham Company

OHIO

1340 Depot Street, Suite 300
Cleveland, OH 44116-1741
Contact: Kyp L. Ross
Phone: 440-333-9000
Fax: 440-356-3732
Email:
kross@dawsoncompanies.com
www.dawsoncompanies.com
One of the largest surety bonding agencies where timeliness is
the benchmark of providing surety
guarantees. All Daswon locations
have an experienced professional
staff committed to handle all surety needs.

Britton-Gallaher &
Associates, Inc.

Lent Insurance Agency, Inc.

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 inhouse Surety Department understands your needs and we’re well
prepared to establish a strategy
that will maximize your surety credit.

6240 Som Center Road
Solon, OH 44139
Contact: David Black
Phone: 440-264-2715
Fax: 440-264-5406

6651 Centerville Business Pkwy.
Dayton, OH 45459-2679
Contact: Robert Vogel
Phone: 937-435-4788
Fax: 937-435-7395

icing the needs of the construction
industry. Since the firm’s inception,
the corporate philosophy has
remained consistent—provide
superior service to all clients.

Bruen, Deldin & DiDio
Associates
621 Clock Tower Commons
Route 22
Brewster, NY 10509
Contact: Jeff Deldin
Phone: 800-6606934
Fax: 845-279-8482
Email:
jdeldin@bddinsurance.com
www.bddinsurance.com
We are a full lines insurance
agency that specializes in construction insurance and bonds in several
east coast states. Please visit our
website for more information on our
services.

Mid-Atlantic Surety, LLC
777 Terrace Avenue, 3rd Floor
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 provides 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

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-

Brower Insurance Agency, LLC
110 N. Main Street, Suite 1400
Dayton, OH 45402
Contact: Christopher M.
McAtee
Phone: 937-228-4135
Fax: 937-228-9108
Email: cmcatee
@browerinsurance.com
www.browerinsurance.com
One of the regions largest independant agencies providing contract bonding, risk management,
loss control, employee benefits
programs and retirement services
to businesses and individuals.

Haughn & Associates, Inc.
6050 Tain Drive
Dublin, OH 43017
Contact: Michael W.
Haughn
Phone: 614-789-6800
Fax: 614-789-6822
Email: info@haughn.com
www.haughn.com
Since 1986, we have served the
construction industry by providing
insurance and surety bonds. “We
take your insurance and bonding
personally.”

OKLAHOMA

Henderson Brothers, Inc.
920 Fort Duquesne Boulevard
Pittsburgh, PA 15222
Contact: Joseph P. Johns, Jr.
Phone: 412-261-1842
Fax: 412-325-1165

Insurance Agency of MidAmerica
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 writes all lines of insurance with emphasis in the construction industry including bonds.
IAMA typically bonds and insures
over $400,000,000 in construction
projects annually. Customer service is our priority.

Liberty Mutual Surety
Member of The Liberty Mutual Group
450 Plymouth Road
Plymouth Meeting, PA 19462
Phone: 610-832-8240
Fax: 610-832-8261
SuretyBonds@libertymutual.com
www.LibertyMutualSurety.com
One of the largest surety writers
in the United States, Liberty
Mutual Surety specializes in providing contract surety for construction firms and is licensed to
write surety in all 50 states.

PENNSYLVANIA
Aegis Security Insurance
Company
2407 Park Drive
Harrisburg, PA 17110
Contact: Don Morse
Phone: 800-233-2160
Fax: 717-657-5837
Email: dmorse@aegisfirst.com
www.aegisfirst.com

Penn National
Insurance Company
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
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2006 CONTRACT SURETY BOND AGENT AND BROKER DIRECTORY
(Penn National Insurance company
continued)

www.PennNationalInsurance.com
Penn National is a regional
insurance company that provides
all types of surety bonds. We
offer contract bond programs up
to $5 million single / $10 million
aggregate.

Seubert & Associates
1010 Ohio River Blvd.
P.O. Box 41120
Pittsburgh, PA 15202-0520
Phone: 412-734-4900
Fax: 412-734-6640
Contact: Jay Black
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 construction 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.
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Sky Insurance
500 Cranberry Woods Drive,
Suite 100
Cranberry Township, PA 16066
Contact: Daniel T. Humphries
Phone: 724-741-2800
Fax: 724-741-2587
Email: dhumphries@skyinsure.com
www.skyinsure.com
Sky Insurance provides complete insurance and surety services to meet the diverse needs of
every business. Sky Insurance has
the staff and markets to meet the
challenges and expectations of
any client.

RHODE ISLAND
Mastors & Servant, LTD
5700 Post Road
East Greenwich, RI,
02818
Contact: Bill Hertel
Phone: 401-885-5700
Fax: 401-885-9235
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bhertel@msins.com
www.msins.com
Independent full service agency
since 1988 specializing in surety
bonds, risk management and
insurance solutions for the construction industry.

TENESSEE
Bonds Southeast, Inc.
1030 17th Avenue SouthEast
Nashville, TN 37212
Contact: Gregory E. Nash
Phone: 615-321-9700
Fax: 615-321-9702

McQueary, Henry,
Bowles, Troy LLP
12700 Park Central Drive, #1700
Dallas, TX 75251-1502
Contact: Donnie Doan
Phone: 972-770-1600
Fax: 972-770-1475

Talon Insurance Agency Ltd.
3500 Hwy 365
Port Arthur, TX 77642
Contact: Len Forey

Phone: 409-721-6400
Fax: 409-721-9600

TEXAS

SureTec Insurance Company
952 Echo Lane, Suite 450
Houston, TX 77024
Contact: Christy Breining
Phone: 713-812-0800
Fax: 713-812-0406
Email: CBreining@suretec.com
5000 Plaza on the Lake, Suite 290
Austin, TX 78746
Phone: 512-732-0099
Fax: 512-732-2663
Contact: Lindey Jennings
Email: LJennings@suretec.com
7201 Bishop Road, Suite 250
Plano, TX 75024
Contact: Cam Fletcher
Email: CFletcher@suretec.com
SureTec is a Texas contract
bond specialist focused on finding
a responsible way to say yes.

VIRGINIA

Armfield, Harrison, &
Thomas, Inc.
20 South King Street
Leesburg, VA 20175
Contact: James W. Dennison
Phone: 703-737-2217
Fax: 703-771-3992
Email: thutton@ahtins.com
www.ahtins.com
Experienced. Flexible.
Knowledgeable. Able. Your partner & advocate. Twenty years of
making clients more bondable and
procuring superior surety programs
through every economic market.

Rutherfoord
1001 Haxall Point
Richmond, VA
23219
Contact:John Stanchina
Phone: 804-780-0611
Fax: 804-788-8944
Email: john.stanchina@rutherfoord.com

Surety Bonding has been a cornerstone of Rutherfoord since our founding.
Our objective is plain and simple, we
seek results. Surety bonds are not purchased by clients to protect their assets,
employyees, or products, but to capayalize on opportunities.

WASHINGTON
Bush, Cotton & Scott
Hub International
11714 Northcreek
Parkway North
Bothell, WA 98011
Contact: Nancy
Osborne
Phone: 425-489-4500
Email: nosborne@bushcotton.com
www.bushcotton.com
BC&S Hub International is a
commercial insurance and surety
brokerage specializing in construction. The firm provides services
throughout the Pacific Northwest,
Oregon, Northern California and
Alaska.

INSURANCE
BONDS

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
bonds for a wide variety of customers, ranging from individuals, to
construction contractors, to multinational corporations. Surety service
centers are located in many metropolitan areas offering surety products and services nationally.

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-majeskeyrapp.com
www.wolf-majeskey-rapp.com
Representing many markets,
we write bonds and insurance
for contractors of every trade.
Each partner has a surety company background and we offer extensive 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
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