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WE KNOW SURETY
No matter how large or complex the risk, AIG Risk Management’s Surety Division’s
underwriting expertise and high capacity allow our specialists to construct comprehensive
programs that address even the most challenging surety obligations.
• The AIG companies hold financial strength ratings that are among the
highest of any insurance and financial services organization in the world.
• We can offer significant capacity to large, qualified national contractors
to meet their growing backlog demands.
• We provide unsurpassed service and work closely with clients and brokers
to meet individual bonding needs and business objectives.
If you have a project that calls for sizeable surety solutions, ask your insurance broker about
AIG Risk Management Surety Division, or visit us on the web at www.aiggrm.com

AIG Risk Management is a division of property and casualty insurance subsidiaries of American International Group, Inc. Insurance and services are provided by member companies of American International
Group, Inc. Please refer to the actual policies for complete details of coverage and exclusions. Coverage may not be available in all jurisdictions. Issuance of coverage is subject to underwriting.
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LIGHT AT THE END OF THE TUNNEL:
SURETY BONDS AVAILABLE FOR QUALIFIED CONTRACTORS

T

he construction economy is going strong. According to the U.S. Census Bureau, both non-residential private construction and public construction
have shown gains for the ﬁrst quarter of 2006 over
the same period last year. And, with the passage of federal
highway legislation and some states’ renewed focus on longneglected infrastructure, there appears to be no slowdown in
sight. So, will the surety industry be able to meet this demand
for surety bonds?
In a word, absolutely!
Most surety executives are optimistic that their
industry will be able to meet the construction
industry’s appetite for contract surety
bonds. While opinions vary as to the
degree that capacity is available
industry-wide, as well as within
the small, middle and extremely large, or jumbo, markets,
executives say the industry
is showing signs that surety
bonds are, or will become,
more readily available in the
near future.
The bigger concern for
surety executives is whether
contractors are actually qualiﬁed for the surety bonds.

surety availability
Most surety executives agree that
surety bonds are available now for qualiﬁed contractors.
“Absolutely, capacity is available,” asserted William
Cheatham, president, Zurich North America Surety. “But
the issue is whether the contractors qualify for it.”
Sureties look at a number of factors to determine whether
a contractor is qualiﬁed for surety bonds. High on this list are
the contractor’s ﬁnancial statement and reputation with subcontractors, suppliers, lenders and project owners. Sureties
also consider such qualities as a contractor’s work history,
strategy for future work, risk management or safety program,
business succession plan and access to equipment needed for
the particular job, among many others.
Steven Swartz, president, South Coast Surety, said, “There
are a lot of markets coming in to help the small and emerging
contractors, but we are still experiencing a lack of interest to
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support the larger small contractors and the smaller mediumsized contractors.”
Geoffrey Heekin, managing director, Aon Construction Services Group, agreed there is no lack of capacity for small- and
middle-market contractors. There may be some challenges, he
said, in the jumbo market: “We must ﬁgure out a way to bring
more capital to this business by rethinking how we assume
risk and how we do risk mitigation,” he said.
John Welch, president and chief executive officer, CNA
Surety, said the surety industry is struggling a bit with capacity for jumbo projects. “We need to ﬁnd a way to
work together to meet the need out there,”
he said.
On the other hand, Terry Lukow,
executive vice president and chief
executive officer, St. Paul Travelers Bond, Construction Services, is conﬁdent sureties
can meet the demand in the
jumbo market, even if these
$500 million-plus projects
challenge capacity and
underwriting skills of the
industry. “For the right contractor with the right ﬁnancial
structure and management,
the right business leadership
and the right strategic plan, there
is enough capacity and willingness
to handle the demand in the jumbo market,” he said.

lenders and private construction
Some surety executives are noticing a marked increase in
requests for surety bonds by lenders, as more and more
require surety bonds as a condition of the loan, especially
in the condominium and multifamily housing markets.
“The percentage of private work on which bonds are
required varies greatly across the country,” said Brian
Driscoll, president, The Driscoll Agency. “Even national
banks seem to impose different requirements depending
on the location of a project. As an example, almost 100%
of the private work our customers perform in Florida
requires bonds. On the other hand, less than 30% of the
private work performed by our clients in New England has
bond requirements imposed by owners or lenders.”
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Lenders are realizing the true value of surety bonds, particularly those who have experienced a contractor default.
“I wouldn’t be surprised to see more going forward. Suretyship in the private segment is as valuable as in the public sector,” Aon’s Heekin said. “Surety is an excellent risk
mitigation tool for the lender and owner.”
“I think owners do see the real value of surety bonds, and
that’s why there’s a strong demand for the product. For
decades, the surety bond has lived up to its promise,” Timothy
Mikolajewski, senior vice president, Safeco Surety, concurs.
While the bonding requirement by lenders is seen as an
endorsement of the surety product, some executives warn
that surety bonds are not intended to pass ﬁnancial guarantees of the contractor to the surety. “We’re pleased that
lending institutions are requiring bonds, but from time to
time there’s confusion about what the product is designed
to do,” Zurich’s Cheatham advised. “A surety bond guarantees the performance and payment obligations of the
contractor building the construction project. It is not
designed to guarantee the ﬁnancing of the project.”

claims process
That the frequency and severity of claims appear to have
lessened is another sign the surety industry climate is
improving. Surety executives attribute this improvement to
a strong construction economy, credit scoring in the underwriting process and the improved selection process.
“Adherence to this underwriting discipline should continue
to help prevent the severity and frequency of losses the industry has experienced in the past ﬁve years,” said Terrence

Top 10 Writers of Surety Bonds
2005 (Preliminary)*
Direct Premium Written (millions $)

1. St. Paul Travelers Group
2. CNA Insurance Group
3. Zurich Insurance Group
4. Safeco Insurance Group
5. Chubb & Son Inc.
6. Liberty Mutual Insurance Group
7. Hartford Fire & Casualty Group
8. Arch Capital Group
9. HCC Surety Group
10. International Fidelity Insurance Co.
Total All Surety (Top 10)
Total All Surety

$885
$382
$368
$309.5
$234
$210
$181
$109
$103
$86.6
$2,870
$4,509

*INCLUDES CONTRACT AND COMMERCIAL SURETY
Source: The Surety Association of America (SAA), “Top 100 Writers of Surety
Bonds—United States,” 2005 (Preliminary). Detailed statistical reports are available for purchase at www.surety.org. SAA now offers a subscriber service to
non-members that includes bi-monthly newsletter; full electronic access to statistical reports and the right to use the reports in presentations; electronic
access to the Binder of SAA Standard Fidelity Forms; a copy of the SAA Manual
of Rules, Procedures and Classiﬁcations for Fidelity, Forgery and Surety Bonds;
a web listing; and reduced rates for SAA’s Loss Severity Study, other publications and special data requests. For more information, contact Barbara Finnegan
Reiff at breiff@surety.org.

William A. Marino, chairman and chief executive officer,
Allied North America, said that determining the problem
and magnitude to ﬁx a default takes time: “Figuring out
why, when a claim happens, everyone ended up at that
point is not feasible overnight.” he said
CNA’s Welch advised, “Owners have to be prudent to con-

“For the right contractor with the right ﬁnancial structure and management,
the right business leadership and the right strategic plan, there is enough capacity and willingness to handle the demand in the jumbo market.”
—Terry Lukow, St. Paul Travelers Bond, Construction Services
Cavanaugh, chief operating officer, Chubb & Son Inc.
When claims do occur, a surety has an obligation to the
owner and the contractor. “It’s imperative that we are responsive to the owners, at the same time being diligent in our investigation on behalf of our clients,” Cavanaugh noted.
St. Paul Travelers’ Lukow added, “When a contractor says, ‘I
am in default,’ that is the easiest thing for a surety to deﬁne. The
difficulty is when the contractor says, ‘I am not in default,’ and
we are obligated to do a thorough and unbiased investigation.”
The investigation can be complicated. Typically, a default situation involves a contractor and architect who have been working
together for two or three years or longer. It is not in the surety’s
best interest to drag the investigation out. After all, time is money.
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sider the surety companies they’re using. It’s difficult for them
to understand, but they need to ﬁnd sureties that have adequate claims departments.”
Steve Cory, president, National Association of Surety Bond
Producers (NASBP), and president, Cory, Tucker & Larrowe
Inc., added, “The industry has made great strides in improving
the claims process and trying to educate those involved about
exactly what it is and why it takes so long. The professional
agent has relationships with all of the parties involved and
should be kept in the loop because of his or her ability to communicate. A lot of times, because of his or her strong relationships with all of the parties, the agent has a position of trust
and can help everybody work together to solve a problem.”

www.enr.construction.com/resources/special/
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!T 3AFECO WEVE SPENT  YEARS
TAKING THE RISK OUT OF BONDING BY WORKING CLOSELY WITH OUR CLIENTS TO DEVELOP SOLUTIONS THAT FIT THEIR
PROJECTS PRECISELY .O MORE NO LESS 6ISIT WWWSAFECOCOM TO FIND A 3AFECO AGENT IN YOUR AREA 3AFECO
3URETY 7ERE PROUD TO BOND THE BEST
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The Fourth C of Surety.
Sureties examine the Character, Capital and Capacity of your business, so why shouldn’t you study theirs? You’ll discover
what many top companies already know: one surety stands out — Chubb. One of the only major surety providers with an
A.M. Best rating of A+ or better for 50+ years, Chubb gets straight A’s on those Three C’s, plus quite a few other
C’s as well: Commitment to the surety industry, Counseling expertise, global Coverage, service Consistency, and Continuity
of experienced experts who know your business. Why not let Chubb “C” what we can do for you?
For more information, talk to your agent or broker, visit us at www.chubbsurety.com or e-mail us at surety@chubb.com.

BEYOND YOUR EXPECTATIONS
For promotional purposes, Chubb refers to the member insurers of the Chubb Group of Insurance Companies. Terms and conditions of the bonds are
contained solely in the bonds as issued. Chubb, Box 1615, Warren, NJ 07061-1615. © 2005 Chubb & Son, a division of Federal Insurance Company
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a viable industry

meeting the needs

The surety industry as a whole—including contract and commercial surety—returned to proﬁtability in 2005, according to
The Surety Association of America (SAA). While proﬁtability is
a sign that the surety industry is near the end of the recordlong hard market, surety executives warn that expanding surety capacity to contractors too soon, too quickly, could extend
the period of tough underwriting standards and limited surety
availability. It could also mean continued high prices and lack
of bidders for construction project owners.
“Surety is a ‘cause and effect’ industry,” noted Dennis Perler, president, Liberty Mutual Surety. “Losses today can be
attributed to relaxed underwriting decisions made in prior years.
Hindsight shows us that we positioned ourselves for the signiﬁcant losses that emerged in 2001 and lasted until 2004.”
“We have to be careful that we don’t walk too close to the
edge and slide back into hard times. Certainly, we’re on the tail
end of the hard market,” assured Henry W. Nozko, Jr., president, ACSTAR. “There is no way on earth that this will continue. Once the industry starts to turn and conditions become
more favorable, it is almost certain the period of availability will
last at least four or ﬁve years.”
Vincent P. Forte, senior vice president and chief underwriting officer, Surety, American International Group (AIG), agreed,
“We can’t afford as an industry to fall back into an undisciplined regiment.”

Underwriting discipline, adequate pricing and expense control
have contributed to the stabilization of the surety industry and
a climate of optimism by executives who, for the ﬁrst time in
years of record losses, are seeing light at the end of the tunnel. They are hopeful that sustained proﬁtability across all markets, along with possible new capital entering the market, will
lead to surety capacity becoming even more readily available.
Contractors and construction project owners may expect to
see continued underwriting discipline, as sureties look to sustain momentum as the industry emerges from the record-long
hard market.
Surety industry leaders will be keeping a close eye on
several concerns that could affect this progress—including
the upcoming hurricane season and potential consolidations within the surety and P&C insurance industries.
Surety executives are noticing encouraging signs that
lenders and the private construction sector are recognizing
the value and importance of surety bonds, but warn that
surety bonds are not designed to guarantee a project’s
ﬁnancing. Surety executives also were pleased with
improvements made in the claims process in recent years.
Most surety executives were conﬁdent the industry
would be able and willing to meet the growing demand for
surety bonds by the construction industry, even in the small
specialty and jumbo markets. ■

EXECUTIVE VIEWPOINTS
TERRENCE CAVANAUGH, CHIEF OPERATING
OFFICER, CHUBB SURETY

The metrics that have been brought to the forefront for the industry—underwriting discipline,
portfolio management, adequacy of pricing, and
expense control—have allowed the industry to
return to levels of proﬁtability it has not seen in some time. There
still remains a question of whether the proper return on investment
is there to attract new capital in a market that has seen capacity
diminish in certain sectors.
If underwriting discipline, portfolio management, pricing adequacy and expense control remain a focused measure for the industry, it can secure its stability. The industry swings in cycles, vacillating between fear and hunger: fear of the perils the construction
and commercial markets present and hunger for market share as
the industry returns to proﬁtability.
Over the past three to four years, underwriting discipline has
been the mantra. It is the professional surety producer who has
been vital in driving this charge. Those who have provided the value added services to guide their contractors through the tough
times have enhanced their relationships and added quality
June 5, 2006

accounts to their portfolio. The transactional, commodity producer has been ineffective and left behind.
WILLIAM CHEATHAM, PRESIDENT
ZURICH NORTH AMERICA SURETY

The current state of the surety industry is really
driven by three to ﬁve markets that participate
in the large contractor arena. The rest of the
surety companies feed on small to mid-market
contractors. You must maintain capacity for large accounts or the
product’s viability is at risk.
The sizes of projects are extremely large today, which challenge
the capacity and underwriting skills of the industry, but there is
plenty of capacity for all size contractors. The large market is most
at risk, but it is more an issue of the ﬁnancial capability of the contractors than of availability of capacity. Absolutely, capacity is
available, but the issue is whether the contractors qualify for it.
Capacity is king today. Surety companies’ capital commitment
to the surety product drives availability of capacity. Return on
equity (ROE) drives capital commitment of the industry. However, there is insufficient capital coming in to alleviate the pressures

www.enr.construction.com/resources/special/
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of capacity. There is potential for further shrinkage in capacity, especially in the middle
market based on cycles, which means there will be even more constriction of premium
writings with fewer companies. Cycles are controlled by surety senior management.
There is a tendency to blame reinsurers. The fact is underwriting discipline with adequate ROE controls the surety product destiny.
Credit scoring is a material element in the underwriting process, and the contractor,
agents, and brokers should understand that aspect of the business better.
STEVE CORY, PRESIDENT, NATIONAL ASSOCIATION OF SURETY BOND
PRODUCERS (NASBP) AND PRESIDENT, CORY, TUCKER & LARROWE INC.

Overall, 2005 was a good year for the surety industry. I think capacity
for jumbo projects over $500 million is an issue. Not that it can’t be
done, but it’s something that the owner, contractor and surety need to
be out front on and ﬁnd a workable solution. With a project of that size,
everybody needs to step back and ﬁnd a creative solution that gives everyone the security that they need.
The surety industry has all the makings for another good year. As long as the economy keeps moving along, the construction and surety industries should be in good shape.
Everybody needs to keep an eye on inﬂation. Rising energy cost and price escalations
could spell trouble down the line. There is plenty of work, but every contractor that I have
spoken to says their No. 1 issue is, “Do we have good quality people to supervise the work

Are you confused
about the services
your insurance agent
has to offer?
HRH is equipped to
manage your company’s
insurance needs,
no matter how
many times your
“blueprint” changes.
Hilb Rogal & Hobbs
National Construction Practice
800-332-9950
HRH typically acts in an agent's capacity and receives compensation as a representative of one or more insurance companies. HRH may also receive compensation
from other sources when acting as an agent. Unless HRH has a written agreement where HRH represents that it will be acting in a broker's capacity and will be
compensated only by agreement with the client, or is acting as a wholesaler for other licensed producers, HRH will be acting in an agent's capacity.
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and perform the work?” Second is, “Do our
subcontractors have the manpower to perform the work?”
Unfortunately, our experience with Katrina is that everybody needs to have a disaster plan in place, both personally and
from a business standpoint. Contractors are
extremely good at improvising in crisis situations. They’re going to respond and take
action, and it’s important that professional
agents, sureties and insurance companies be
in a position to respond to the construction
industry’s response and service their needs.
BRIAN DRISCOLL, PRESIDENT
THE DRISCOLL AGENCY

The large account market probably presents the
biggest challenge to construction companies and
agents because of the
limited number of
sureties with the capacity and appetite for
this market. The middle market feels to us
to be the most competitive segment. In our
office, we have more than enough companies who have the balance sheet and underwriting expertise to provide surety credit in
the $25 million to $250 million marketplace. Although the small contractor market is usually the ﬁrst to suffer in a declining construction economy, we don’t feel
this market segment will be challenged by
a poor economy in the near future. We
have seen some regional and specialty companies beginning to expand their geographic reach. That competition should be
beneﬁcial to smaller and minority-owned
contractors.
I think any prediction about the outlook
of the surety market in ﬁve years is just a
guess. We’ve seen some of the wildest
volatility in the history of our industry in
the last six or seven years. Right now, the
industry appears to be stable from both the
reinsurance and primary underwriting perspectives. In the short term, the national
construction economy is going to favor
well-managed ﬁrms. We are seeing a posiJune 5, 2006
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Risk Management
Surety Services
Claims Management
Financial Alternatives
Safety Management Services
Life & Health Insurance
Controlled Insurance Programs/
Wrap-ups

IN A RISKY BUSINESS, WE PROVIDE ULTIMATE PROTECTION.
For every new construction, there’s risk. For every risk, there’s Allied North America. From
New York to San Francisco, wherever you are, whatever you’re building, from urban skyscrapers
to stadiums, we are there as your construction specialists with offices throughout the USA.
We’re there with comprehensive services and the most sophisticated technology in the industry
for unprecedented real-time claims management.
With an increase in the complexity of risk, and the necessity of controlling losses, it’s good
to know you have one of the largest, full-service brokerage firms in the country on your side,
wherever you are. Allied North America, always there with groundbreaking protection.

Corporate Headquarters: 390 North Broadway, Jericho, N.Y. 11753 • 866-525-3606 • www.alliedna.com
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tive trend of growing margins from our customers. When you combine those results with the underwriting discipline that sureties
have implemented in the last ﬁve years, the short-term prospects
for our industry should be very good. The future success of our business rests in part with our willingness to sustain intelligent and disciplined extensions of surety credit.
VINCENT P. FORTE, SENIOR VICE PRESIDENT AND
CHIEF UNDERWRITING OFFICER SURETY
AMERICAN INTERNATIONAL GROUP

Industry underwriting standards have improved
over the last few years. Today, there is more surety capacity for the small and medium-sized markets. However, with market consolidations and companies exiting
from surety, there is not as much capacity for the larger-end contractors as there was a few years ago. AIG Surety is focused on highly capitalized qualiﬁed contractors that are in need of surety capacity. Our ability and willingness to bring this additional capacity for
the upper tier contractors enables our clients to meet their growing backlog demands. Maintaining underwriting discipline at all
times is paramount given the overall capacity, as well as the size
and complexity of projects we are looking to bond; we cannot
afford to loosen our underwriting standards at any time.
Today, we are seeing more co-surety relationships than in years
past. This is due in part to industry consolidations, as well as
increased backlog demands as projects continue to increase in size
and scope. To meet this demand, sureties may seek out co-surety
partners as a means to mitigate exposure to risk on any single
account.
Furthermore, joint ventures are becoming more prevalent
enabling contractors to spread their risk and take advantage of the
expertise that another company might bring to the table, especially on large complex projects.
GEOFFREY HEEKIN, MANAGING DIRECTOR
AON CONSTRUCTION SERVICES GROUP

The industry has largely been able to weather
some difficult recent events that have certainly
resulted in some markets leaving, but those who
have remained have had restoration of proﬁtable
operations and seem ﬁrmly committed to going forward. Some of
the economic factors that might have slowed the economy, such as
interest rates, did not materialize. Therefore, there has been no
slow down in the work available and contractors remained in a
healthy state.
The market remains fairly constrained relative to the aggregate
amount of markets and amount of risk capital that is available, so
that is a little bit of a concern on a going-forward basis. Is there
going to be enough risk capital in the surety markets to satisfy the
June 5, 2006

demands of the market place? I’m hopeful, but if there is not some
new capital or new entrants into the market in the next two to ﬁve
years, the demand could exceed supply.
There will be no lack of capacity and appetite for the small and
middle markets. I believe they will continue to be well- or overserved to meet their demand. I think there will be even more discipline around the underwriting process for large and jumbo projects, as they bear the most risk relative to scale and scope. If there
is any more consolidation with those who serve the jumbo projects
and contractors, that could become even more a concern.
THOMAS KUNKEL, PRESIDENT & CEO, ST. PAUL TRAVELERS BOND
TERRY LUKOW, EXECUTIVE VICE PRESIDENT & CEO
ST. PAUL TRAVELERS BOND, CONSTRUCTION SERVICES

The surety industry, including contract and commercial surety, did return to proﬁtability in 2005,
and I think that is very good for the industry
considering how much money was lost in the
preceding four years. We’re hoping, for the
industry’s sake, that proﬁtability will be susTHOMAS KUNKEL
tained. The industry is in a recovery period.
Competition and margins in some parts of the
market are under more pressure than others. For
the recovery to last, the key is sustaining profitability across the market.
The economic environment appears very
good, but a robust economy tends to hide per- TERRY LUKOW
formance problems for a period of time. While we have not had
consolidation in 2006, and we had many players leave the market
in 2005, we feel there will be further consolidation. The property
and casualty industry’s future consolidation will have an impact on
the surety industry just by its nature.
In the next two to ﬁve years, the surety industry outlook has to
do with the larger insurance business. In 2005, the effect that the
hurricanes and other catastrophes have had on the insurance
industry in general also affected commercial reinsurance carriers.
If we’re looking at a period of increased catastrophic exposure, you
have to look at companies more closely to see if the impact on
those companies will affect the surety marketplace. As capital
becomes more precious, the overall insurance industry could be
limited on their choices based on the capital they have available.
JOHN J. LOVETT, PRESIDENT
LOVETT SILVERMAN CONSTRUCTION CONSULTANTS

We are a claims consultant for both sureties and
contractors. As a result of more stringent underwriting, we have seen a decrease in the claim
activity across the nation over the past year. However being in the claims business for close to 30

www.enr.construction.com/resources/special/
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years, we have seen many such cycles and expect that claim activity will increase due to competition and economic factors. Over the
past few years we have seen a large claim increase in the specialty
trades, i.e. steel fabrication, erection; rooﬁng; heavy civil and electrical contractors.
I think the more appropriate question is “Why doesn’t it take
longer?” Our surety clients have always instructed us to provide a
thorough yet timely investigation. In fact, many public works
bonds require the surety to respond to the claim within a very speciﬁc time period, in many cases within several weeks. It’s an old
saying, but time is money, and in construction, every day, if not
hour, counts toward the bottom line for all the parties involved in
a bond claim. That being said, there is a lot of ground to cover in
that limited period of time.
The surety must ascertain the propriety of the termination, the
condition of its principal and the status of the bonded project. Contractors are typically given weeks to prepare a bid for award of a contract, however, the surety is held to a much higher standard to determine the costs of the completion of the project, review all pertinent
project records and establish the condition of its principal.

TIMOTHY MIKOLAJEWSKI, SENIOR VICE PRESIDENT
SAFECO SURETY

The insurance industry is in reasonably good
shape. There is no question concerns exist
regarding the impact of another severe hurricane season. The impact of signiﬁcant catastrophic losses would have a major negative
impact on the industry, particularly in the reinsurance market.
The outlook for the surety industry over the next two to three
years is very good. There is a reasonable amount of capacity in the
industry and the overall industry results in 2005 appear to be
good. The industry should see that positive trend continue in
2006 and 2007. The two factors driving that outlook are a good
economy and surety market conditions that favor disciplined
underwriting and pricing. Projections beyond three years are difﬁcult, since so many factors could change the outlook.
Consolidation in the insurance industry could be a factor over
the next two to three years. That would likely have a negative
impact on product availability in the property and casualty market and capacity in the surety market.

WILLIAM A. MARINO, CHAIRMAN & CEO
ALLIED NORTH AMERICA

HENRY W. NOZKO, JR., PRESIDENT

The appetite for taking risk on the part of surety
companies has remained essentially unchanged
when compared to a year ago. The good news is
that the industry was proﬁtable in 2005, which is
a necessary precursor to the expansion of available capacity from both existing sources and
potential new entrants. Generally speaking, surety operations are
one of many business units within a larger insurance company. All
of these divisions compete for allocations of a ﬁnite capital
resource. The units with the strongest operating results are the ones
that are allocated the capital necessary to expand their books of
business. The ﬁrst step in creating additional capacity is the generation of positive operating results.
Large contractors with multiple sureties may continue to feel the
greatest pressure from the current environment of restricted capacity, and there is no sign that this will change in the near future.
Regardless of size, if a contractor does not have a track record of
strong operating results, a clearly deﬁned business plan and the
right professional partners, there is very limited interest.
We see increased interest in the surety product from the private
sector. Those with a ﬁnancial interest in a project, given their role
as an owner or lender, are aggressively looking to transfer construction performance exposures. Performance and payment bonds
continue to be the preferred means of transferring this risk, but
sureties are scrutinizing construction contracts and are not willing
to post bonds where established terms are not equitable.

ACSTAR INSURANCE CO.
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Last year we thought credit would become more available to contractors. Here we are a year later and that hasn’t happened. While
it probably won’t be as easy as in the ’90s, there will come a time
when a bond will be easier to obtain. The anticipation is that now
that the industry is looking proﬁtable, credit may become more
available. This will probably happen around 2007.
Lenders requiring bonds is one of the single largest drivers—
outside of the federal government mandate. We’re seeing a new
wave of bonds being used on a regular basis for
residential condominiums.
It’s sort of a broad paintbrush that the surety
industry doesn’t pay claims. If you take the
amount of claims paid by the industry, $6 billion
in the last ﬁve years, the product works, and it
works incredibly well! The claims process is very complicated, and
for a surety to come into a situation to resolve, it takes time. It
doesn’t happen overnight. The surety has an obligation to investigate. It’s unrealistic to think a surety can take on a $25-million
construction default in a week when the owner and the contractor and the architect have probably been working together for
three years. The important thing for owners to know is the surety does eventually unwind the details and the owners didn’t pay a
penny of the $6 billion.
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What if you want to build a 200-story skyscraper?

We help make the impossible possible.
With more than 115 years in the surety market, Zurich offers the
broad-range experience to get the job done. From underwriting
to claims, our nationwide network of bonding specialists can

SM

meet precise bonding needs. Through easy access to the Online
Surety Bond Library and Zurich Surety Express, doing business is
also quick and convenient. Because we focus on the big picture,
our customers feel more confident as they reach higher.

®

www.zurichna.com

Coverages underwritten by member companies of Zurich in North America, including Zurich American Insurance Company. Certain coverages not available in all states. Some coverages may be written on a nonadmitted basis through surplus lines brokers.

Experience

is our most powerful tool.
On every job, greater demands are being placed
on contractors. It’s why now, more than ever, an
experienced insurance par tner is critical when building.
For nearly 50 years, we’ve been protecting construction
companies and crafting ser vices and products specific to your industr y. If you’re called to make
design decisions, either directly or indirectly, there are exposures that require professional liability
coverage. And our coverage is more than just a policy, it’s a program that meets your needs and
provides tools to help you manage your risks. We also offer pollution liability coverage that’s
designed to protect you against pollution exposures, including clean-up costs, and environmental
issues. Combine these outstanding products with unmatched claims handling and exper t risk
management information, and you have a par tner who will help you build with confidence.
Find out more about Schinnerer’s expert service at www.PlanetContractor.com or call us at 301.951.6939.

Innovation from Expertise
Only the policy can provide the actual description of terms, coverages, amounts, conditions and exclusions. This information is for illustrative purposes only and is not a contract. ©2005.
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EXECUTIVE VIEWPOINTS CONT.
LORNA PARSON, MANAGING DIRECTOR AND
CONSTRUCTION INDUSTRY PROGRAM MANAGER
VICTOR O. SCHINNERER & CO. INC.

We have noticed a signiﬁcant percentage of our
largest claims against design professionals come
out of delays and extras issued by contractors.
From our perspective, we emphasize that design professionals
engage in several practices to increase the likelihood that the project will come in on time and budget:
• Create a payment schedule and consistently follow up on it;
• Have constructibility reviews with the owner and contractors;
and
• Get a submittal schedule from the contractor and keep a submittal log that documents the dates that items were received and
returned.
DENNIS J. PERLER, PRESIDENT
LIBERTY MUTUAL SURETY

Most sureties are refocusing on responsible
underwriting, proper exposure management and
providing real value-added service to customers,
obligees and producers. The industry is in the
middle of a paradigm shift. As the entire insurance industry has faced downgrades and scrutiny from the credit rating agencies such as S&P and AM Best, pressure has grown on all companies to demonstrate consistent returns
on capital. Some astute companies now use tools such as Enterprise Risk Management (ERM) and Credit Scoring Models. ERM
is used to calculate, evaluate and monitor aggregations of individual account risks across surety, investments and other insurance
lines. Credit scoring models are used to manage portfolios, not to
make individual underwriting decisions.
At the customer level, however, it is the underwriter’s judgment
and relationship with the surety agent and contractor that determines the extension of surety credit. These tools complement a
disciplined underwriting process and better position sureties to
support their parent’s quest for higher credit ratings; compete for
internal capital; justify reduced reinsurance costs; and drive consistent business behavior over time. I predict that every surety will
inevitably employ these tools.
Our future lies in our people and in the professionalism by
which we conduct our business. Service to producers and customers remains the foundation of this business, and I believe
sureties will be successful in combining the realities of the new
business paradigm with responsive and open relationships.
STEVEN SWARTZ, PRESIDENT, SOUTH COAST SURETY

We seem to be starting to break out of a signiﬁcantly tight market, and we’re starting to see more activity. Some markets have
June 5, 2006

been making a decided effort to support the larger end of the industry, providing aggressive support and lower rates. A number of markets have
come out with easy qualifying programs for the
smaller contractor. These programs support single jobs sizes of $200,000 to $300,000 with aggregate programs to $500,000.
Large contractors will have a continuing challenge as far as
capacity goes. Bonding may remain a challenge for those established contractors that are not yet generating reviewed statements
with revenues of $750,000 to under $2 million that do jobs up to
$500,000 to $1 million. In the past, a number of surety markets
had reached out to this arena. Unfortunately, some signiﬁcant
losses occurred. However, understanding that this level of surety
support is an interim solution with tighter controls and added
requirements to upgrade reporting standards, this sector could be
proﬁtable for the surety industry to support.
In California, we will see a lot of public works projects because
of needed growth in our infrastructure, as well as addressing some
long-term neglect. Having the public sector adopt a uniform contract bond form that the surety markets can agree with would be
a great accomplishment.
JOHN WELCH, PRESIDENT & CEO
CNA SURETY

The state of the surety industry is improving.
There was some level of proﬁtability in 2005,
and most people are optimistic that 2006 will be
very proﬁtable. Our challenges revolve around
improving our claim handling processes, which
in turn will help us promote our product as the most effective protection against contractor default. Solid underwriting will also aid
the process as fewer defaults allows for better use of our claim
resources.
A few proﬁtable years should lead to more competition and better conditions such as expanded capacity to areas that are currently underserved. At present, the surety industry has not really
loosened. Underwriting is not much different than a year ago.
There are still capacity issues for the jumbo risks and the small
contractor.
Professional claims organizations make every attempt to resolve
a claim situation in an expeditious manner. In most cases, there is
no beneﬁt to letting claims situations drag on into litigation as
costs normally just escalate. The surety’s primary intention is to
resolve the issue at hand.
Owners and contractors who obtain bonds need to start with a
good, knowledgeable bond agent who will service the contractor
and respond to owners if and when there is a problem. That’s pretty critical to the process. ■

www.enr.construction.com/resources/special/
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WHY BAD THINGS HAPPEN TO GOOD CONSTRUCTION PROJECTS
SURETY CLAIMS POINT TO CAUSES OF PROJECT FAILURE, KEY STEPS FOR
KEEPING THEM ON TRACK

E

ach year thousands of construction projects fail, costing
owners, contractors and surety providers time and money. In fact, surety companies paid more than $6 billion on
troubled projects between 2001 and 2005.
So why do these projects develop problems and what can
be done to keep them on track? The answers largely depend
on who you’re asking, given the different roles of owner, contractor and surety provider.
A quick survey of recent surety claims shows each group’s
perspective of the top reasons projects fail:

• Disagreements on original scope vs. change order work
• Quality Control problems
• Mechanic’s liens, whether ﬁled by the contractor, subcontractors and/or vendors
• OSHA and related safety problems

owners
• Incompetent project manager and/or jobsite supervisory
personnel
• Failure to read, understand or interpret contract documents
• Inability to adhere to the project schedule
• Poor coordination of subcontractors
• Failure in timely ordering of material, especially long
lead time items; and
• lack of skilled personnel and or insufficient labor

OSHA requires safety training for all construction crews.

Safety Training...
Made Easy

Weekly Safety Meetings from Safety Meeting Outlines
have helped save time, money, and lives for over 25 years.
A typical onsite meeting is as easy as 1-2-3.

Read, Sign, File

Gather your workers.
1. Read> simple one-page format
2. Sign> worker signatures provide documentation
3. File> proof of OSHA compliance at your ﬁngertips
Get back to work.
Subscription options:
1. Available in English and Spanish
2. Delivery on paper or by e-mail
3. New Full-Access Electronic Library Membership

Easy Ordering

Get started simply and quickly.
• Our online ordering is simple and fast.
• Our phone is always answered by a real person .

CALL OR LOG ON TODAY!

www.SafetyMeetingOutlines.com/enr
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We believe in
the strength of
a good contractor.

But even a superhero can use a little help. At
Liberty Mutual Surety, our experienced
underwriters are committed to giving you and
your surety agent the consistent, responsive
and professional surety service you need to
keep your construction business strong.
With offices across the country, we’re ready
to provide smart business solutions for your
surety needs. Contact your surety agent or
go to Libertymutualsurety.com to find an
office near you.

Liberty Mutual

Surety

When it comes to surety, having the right partner is critical.

www.cnasurety.com

At CNA Surety, we are committed to being the reliable partner you need throughout the entire bonding process. We concentrate
our resources on understanding and meeting your needs quickly and efficiently. The largest publicly-traded surety in the United
States, CNA Surety leverages an expansive network of branch offices and centralized processing to provide surety and fidelity
products in all 50 states and many foreign countries. Through great relationships with our independent agency partners, we offer
products for most contractor bond needs including: Bid, Performance and Payment bonds, as well as small commercial bonds, such
as License and Permit and Fidelity—backed by the financial strength that has earned CNA Surety an “A” rating from A.M. Best.
To learn more, contact your independent agent or visit www.cnasurety.com.

One or more of the CNA companies provide the products and/or services described. The information is intended to present a general overview for illustrative purposes only. It is not intended to
substitute for the guidance of retained legal or other professional advisors or to constitute a binding contract. Please remember that only the relevant insurance policy can provide the actual terms,
coverages, amounts, conditions and exclusions for an insured. All products and services may not be available in all states. Use of the term "partnership" and/or "partner" should not be construed to
represent a legally binding partnership. CNA is a service mark registered with the United States Patent and Trademark Office. Copyright © 2006 CNA. All rights reserved.
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“Knowing the things that get in the way and what can be done to get back on
track will help everyone succeed.”
—Roland Richter, Liberty Mutual Surety

contractors
• Failure of owner to pay timely or not
at all
• Project is bid and/or started with
incomplete and/or ﬂawed project
designs and speciﬁcations (leads to
numerous disputes affecting job
progress, payments, extra costs, etc.)
• Contractor has not properly estimated
and/or accounted for actual jobs costs
• Failure of owner or representative to
respond timely to Requests for Information (RFI), submittals and like documentation
• Refusal of owner to grant time extensions or address force majeure situations
• Failure of the owner to negotiate
change orders in good faith
• Over inspection of project by owner
representatives
• Failure of construction manager to
coordinate co-primes
• Inexperienced/incompetent job site
representative
• Absentee and/or uninvolved architect/engineer
• Owner outsourced day-to-day project
management to third party construction
manager or attorney
• Contract reﬂects unrealistic terms and
conditions

with local labor issues, regulatory oversight and supply resources
• Contractor takes work with difficult
owner and/or general contractor
• Misalignment between contract and
bond forms
• Contract reﬂects unrealistic terms and
conditions
At the start of every project, owners,
contractors and surety providers all share
the same goal: ﬁnishing the project on
time and budget. An owner needs the
project completed correctly, on time,
within budget and without liens. The
contractor is looking to complete the
work on schedule, without defect and to
be paid for its work. The surety needs
the contractor to execute the contract on
time, without defect and to pay all labor,
subcontractor and supplier expenses.
The goal of all parties should be the successful completion of the project.
So what can everyone do to reach this
shared goal?

owner
• Ensure that project designs, architectural drawings and speciﬁcations are
detailed and complete.
• Use reasonable contract language in
the contract; do not incorporate
covenants and language in the contract
that would be clearly objectionable if
placed in the bond.
• Use a reasonable bond form.
• Give prompt notice to the surety
when material issues arise during the
construction process.
• Be reasonable in expectations as to
how quickly the surety can respond.
• Expect the surety to limit performance to that which was originally contemplated by the contract; a default is
not an opportunity to obtain an upgrade
at the surety’s expense.
• Provide information and documentation and access to owner personnel
to assist the surety in its investigation.
• Pay in accordance with the contract.

sureties
• Contractor lacks ﬁnancial resources to
cash ﬂow backlog
• Contractor estimating and costing systems are inadequate or poorly utilized
• Contractor overextends by taking
largest job relative to prior work
• Contractor diversiﬁes into new types
of construction without necessary experienced staff or resources to perform
new type of work
• Contractor pursues work out of state or
in new areas where it lacks experience
June 5, 2006
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• Use attorneys that understand and
are familiar with construction and how
bonds work.
• Communicate consistently and responsibly with both the contractor and surety.

contractor

• Communicate directly and regularly
with the owner, the architect and any
other project parties.
• Ensure there is adequate ﬁnancing
for the project.
• Understand the contractual terms and
deliverables; make sure the contract has

• Don’t bid a project with incomplete
design documentation and speciﬁcations.
• Bid project work in sectors and geographic territories where the construction company is experienced and has
adequate staff, equipment and ﬁnancial capacity.
• Apply rigorous project costing controls
in both the bidding process and the actual prosecution of the project work.
• Understand the labor market in the
territory where the work is to be performed—know when to use union
labor or not.

allowances for force majeure conditions.
• Recognize problems early and formulate action plans to resolve them.
• Respond promptly to owners concerns
in a timely and substantive manner.
• When problems arise, seek counsel
from consultants or other professionals that are experts in the problem
areas; involve the surety early with
clear, consistent communication.
• Understand the terms and obligations of the bond and the contract it
guarantees.
• Know your surety underwriter and
be familiar with the terms of the
indemnity agreement.
• Respond promptly to surety
requests by providing relevant information and documentation and by providing access to the personnel that are
most familiar with the issues.
• Communicate consistently and respon-

Merchants Bonding Company
Writing Surety Bonds Since 1934
i

Merchants is licensed in 48 states and is one of the top 25
surety writers nationwide*

i

Specializing in contract up to ten million dollars. Larger bonds
and lines of credit extended for preferred contracting firms.

i

A “common sense” underwriting approach. Competitive rates
and no set underwriting guidelines—each account is considered
on its own merit.

i

Provide superior service in our industry. Fast turnaround on
bond requests and the agent is kept informed during the
underwriting process.

A. M. Best Rating: A (Excellent Category)
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Merchants Corporate Headquarters

2100 Fleur Drive
Des Moines, IA 50321
515-243-8171
800-678-8171
www.merchantsbonding.com
*According to the Surety Association
of America
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sibly with both owner and surety.

surety
• Maintain open and honest dialogue
with contractor.
• Supplement underwriters with necessary legal, engineering and accounting staff expertise to assist the contractor if needed.
• Understand the contract obligation
that is being bonded.
• Be consistent, responsive and professional in all interactions with owners and contractors.
• Recognize that a contractor knows
its capabilities best and maintain a
relationship that allows both surety
and contractor to discuss higher risk
projects in a constructive manner.
• Bid project work in sectors and geographic territories where the construction company is experienced and

has adequate staff, equipment and
ﬁnancial capacity.
Through partnering and good communication, both owners and contractors can work together to develop
achievable contract terms and schedules, quickly identify and address emerging problems and collaboratively establish solutions to unanticipated challenges
in project scope and design. Owners,
contractors and sureties mutually beneﬁt from having a process where project
managers in real time promptly understand where emerging problems can
arise, can communicate the issues to
owners and construction management
to jointly develop smart, workable solutions and, if needed, engage the broader resources of the surety to prevent further escalation of the problem.
Knowing the things that get in the
way and what can be done to get back

on track will help everyone succeed. Good
communication is important. Both owners
and contractors should identify potential
issues and problems early and work to ﬁnd
mutually acceptable solutions. Ultimately,
project defaults do occur, but interested
partners that work together can better
achieve a successful outcome. Sureties
are an important part of the process resolving problems and stand prepared to help
owners and contractors mediate disputes
and, if necessary, extend resources to
complete the project. ■
By Roland Richter, vice president, Liberty
Mutual Surety, (610) 832-8235,
roland.richter@libertymutual.com. Dennis
Pisarcik, senior surety claims counsel; Kim
McNaughton, vice president claims; and
Francis McGrath, vice president, Professional Advisory Services, also contributed to this
article.

We help put you on the winning side.

Expertise. Integrity. Teamwork.
With Lovett Silverman on your side, there is no contest.
LET’S TALK. 1.800.787.5898

Quality Construction Consulting Services:
■ Construction Claims/Dispute Resolution
■ Project Planning and CPM Scheduling
■ Surety and Insurance Claims
■ Project Management
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Bo yee
Emplo its
Benef
“EXPERIENCE THE DIFFERENCE”
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OFFICES NATIONWIDE

...an Assurex Global Partner

www.lovett-silverman.com

www.rowleyagency.com
1-800-238-3840
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WHY CONTRACTORS FAIL?

C

onstruction is a risky business. Often that risk rears its ugly head and
causes life-threatening losses for construction ﬁrms. The ultimate reason that contractors go broke is that they run out of money to meet payroll and pay bills. But, what events lead up to that point? What are the underlying causes of contractor failure?
In conjunction with the Construction Industry Round Table (CIRT), FMI is currently
researching the causes of contractor failure. The research includes a study of the literature to determine what is known about business failure. Initial research conﬁrms
that the failure rate for construction is higher than most other industries. FMI’s “Top
Ten Reasons for Contractor Failure,” is summarized as follows:

strategic issues
1. OVEREXPANSION/FLAWED STRATEGY Growing too fast and beyond the ﬁnancial and human resources of the ﬁrm is a classic reason for contractor failure.
Eternal optimism is part of the contractor mentality and frequently leads to overcommitting the ﬁrm. Having a rational, sustainable business strategy is key to
survival and success.
2. VOLUME OBSESSION Contractors deﬁne their success by their ENR ranking in
terms of revenue or sales. Unfortunately, size and proﬁtability are not necessarily related. Focusing on volume instead of proﬁts causes over-leverage and

a lack of a ﬁnancial cushion when
inevitable problem arises. Perhaps
ENR should publish a Top 400 list of
the most proﬁtable contractors!
3. POOR PROJECT SELECTION Onerous
contracts, unrealistic commitments, risk
concentration—sometimes a contractor’s “best” job is the one they did not
get. Very often one bad project can put a
contractor out of business. Doing the
wrong job, for the wrong owner, under
the wrong contract terms can be terminal. Spreading risk through diversiﬁcation
can avoid catastrophic failure.

organizational issues
4. INSUFFICIENT “REAL”CAPITAL OR PROFITS Construction company ﬁnancial
statements are notoriously suspect
because of the large amount of estimates used to prepare them. Not infrequently, a substantial portion of the equity of a contractor is based on percentage
of completion estimates of projects, the
actual results of which will not be known
until the projects are completed. “Phantom” proﬁts or equity can disappear and
leave the ﬁrm in ﬁnancial distress.
5. POOR BUSINESS ACUMEN Many
good builders are poor businesspeople. More and more business skills
determine success. Financial management capability, marketing knowledge,
business strategy and risk management are frequently lacking. Even
good technical builders can go broke.
S 24
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The Driscoll Agency:

Raising the bar in commercial construction insurance.
With over 45 years of experience, no agency understands construction insurance
and surety demands better than the people at The Driscoll Agency.
Our approach is simple: We stay focused on each client’s unique requirements and
work aggressively to provide the best representation and service in the industry.
That’s why more contractors choose The Driscoll Agency.

Isn’t it time for you to raise the bar?
781-681-6656

The Driscoll Agency 93 Longwater Circle Norwell, Massachusetts 02061 | Tel: 781.681.6656 | www.driscollagency.com

St. Paul Travelers makes it a point to be located near our customers and their sites. Our local Bond
experience, paired with our expansive network of agents and brokers, offers you many distinct advantages.
We can provide you with underwriters who understand the market, fast and responsive service, and
solid relationships with local resources. Just our way of supporting you with all phases of your business.

stpaultravelers.com
Travelers Casualty and Surety Company of America and its property casualty afﬁliates. One Tower Square, Hartford, CT 06183
© 2006 The St. Paul Travelers Companies, Inc. All rights reserved.
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6. POOR LEADERSHIP AND SUCCESSION Construction is a
people business. Frequently, it is a “person” business
because of the importance of a single strong leader. The
most common denominator of success or failure of a contractor is the person leading the charge. The transition from
a leader to the next generation is when many ﬁrms falter.
7. POOR FIELD PERFORMANCE Money is made and lost in the
ﬁeld. It is often said that great execution can overcome
poor strategy. However, the wrong project manager or
superintendent or turnover at those positions can spell
trouble. Adequate project control systems are critical to
identify problems early and make mid-course corrections.
8. PROBLEM OWNERS A difficult owner is frequently the
downfall of a contractor. A poorly ﬁnanced owner may lead
to slow pay or no pay and create liquidity problems. Disputes resulting in claims, litigation and unsigned change
orders leave the contractor in a poor negotiating position
with substantial cash tied up in the project. That situation
can spell bankruptcy. Customer selection is key.

had to sell or seriously downsize in the past few years
because of unforeseen changes in the credit markets.
This list is only the beginning of the story. For every risk
factor or cause of contractor failure there is a “cause
behind the cause.” For instance, a chain of failure could
look like this:

bankrupt
FMI’s ongoing research will evaluate 30 to 40 major contractor failures to determine the underlying causes and
common themes. Perhaps by studying past failures, we

uncontrollable issues
9. ECONOMIC VOLATILITY The construction market is currently very strong, which can lead to good times, overexpansion and failure. Downturns in construction tend to
be sudden and severe and can catch the unprepared ﬁrm
with too much overhead or precipitate taking very low margin work. Vigilance is necessary to avoid crashing aimlessly about on the waves of economic cycles.
10. CREDIT MARKET CHANGES Surety and banking credit are
the lifeblood of the contractor. Changes in the underwriting
standards such as those that occurred after 2001 can create serious difficulties for contractors who are pressing the
outer limits of their credit availability. Several ﬁrms have

can help others be more successful.
In the meantime, the best advice we can give is to keep
some “dry powder.” Bad things happen to good contractors. Make sure the ﬁnancial position of the ﬁrm is adequate to withstand the inevitable negative event so you can
live to tell about it. Future success is predicated on being
in business to take advantage of opportunities. ■

SURETY RESPONDS TO CITY’S EMERGENCY

A

larms will wail and sirens will
sound from a new ﬁre station in
Huntsville, TX, thanks to the
surety bond company’s efforts to replace
the defaulted general contractor.
Hopes for the new station on Daisy
Lane were all but doused in August 2005
when the general contractor, Stephens
Construction, failed to pay subcontractors and they walked off the job. In
November, Stephens defaulted and its
bond company, St. Paul Travelers, took
over the partially ﬁnished project. In May

June 5, 2006

2006, the City Council approved the new
contract with St. Paul Travelers’ replacement contractor, Frost Constructors Inc.,
to ﬁnish Fire Station No. 1 on the town’s
growing west side.
The original contract was $1.2 million,
and the new contract also is for $1.2 million—and that includes work already
completed. However, the city won’t lose
any money, because St. Paul Travelers
absorbs the difference.
“We’re getting the ﬁre station for the
same price as originally bid, but we’ll
www.enr.construction.com/resources/special/

have a direct line to Frost,” city attorney
Thomas Leeper told the local newspaper.
The new contractor will correct some
site grading and drainage problems,
repair a broken roof truss and straighten
some others and replace all of the siding.
As it was intended, the surety bond
protected taxpayers’ dollars and guaranteed the completion of the public project.
“I would just like to say the surety
system has worked and the public
interest was protected,” Leeper told
the local newspaper. ■
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WHY BANKERS BOND: SPREADING THE RISK AROUND

T

he physicist Niels Bohr observed that it is possible to
forecast anything except the future. In spite of such
sage guidance, bankers have to do exactly that,
assess the probability of default and the expected loss given
default inherent in every borrower. To spread the risk around,
especially in real estate development, bankers have a limited
range of options—take on all the risk, some of it or none of it.
As a construction lender, a banker’s goal is to be repaid on
time, in full and as agreed. In turn, satisfactory repayment
depends upon successful project completion, and that requires
contractors, workers, material suppliers and others to honor their
commitments by completing the tasks on time, in full and as
agreed that they were contracted to perform. One way to miti-

exposure to loss.

advantages of bonding
When analyzing the risks on a particular project, such as project scope and complexity, contract dollar amount and familiarity with the contractor, consider how surety bonds protect
against those risks. When a reputable surety company bonds
a contractor, owners and bankers are protected on many
fronts because:
• The contractor has undergone a rigorous prequaliﬁcation
process and is judged capable of fulﬁlling the obligations of the
contract;
• Contractors are more likely to complete bonded projects

“One way to mitigate the real estate construction risk and assure the successful completion of a privately owned construction project is by requiring bid,
performance and payment bonds as conditions of the loan.”
—Dev Strischek, SunTrust Banks
gate the real estate construction risk and assure the successful
completion of a privately owned construction project is by requiring bid, performance and payment bonds as conditions of the loan.
A banker’s alternatives to bonding include letters of credit and
self-insurance, but these options do not provide 100% performance protection and 100% payment protection, nor do they
assure a competent contractor. A surety bond transfers the risk
of contractor default from the project owner and lender back to
the surety company. The purpose of the bond is to protect the
third party, the owner and, indirectly, the owner’s lender, from

than non-bonded projects since the surety company may hold
personal or corporate indemnity;
• Exposure of mechanics’ liens by unpaid subcontractors and
suppliers is transferred when a payment bond is in place;
• The surety has claims paying strength;
• Surety companies may offer technical, ﬁnancial or management assistance to a contractor to prevent default;
• Risk concentration and lender liability is reduced; and
• The surety company performs the obligations of the
contractor in the event of contractor default.

SURETY DIRECTORY
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BB&T/DeJarnette & Paul

BB&T/Huffines-Russell

BB&T/Boyle-Vaughan

2108 West Laburnum
Suite 310
Richmond, VA 23227
Jimmy Roberts
Brandon Pulliam
Phone: 804-359-0044

3100 Royal Blvd. S.
Alpharetta, GA 30022
Brian Madden
Robert Yarborough
Travis Huffines
Phone: 770-664-6818

1710 Gervais Street
Columbia, SC 29201
Wes Dasher
Frank Hafner
Al Johnson
Bobby Lavisky
Phone: 803-748-0100
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BB&T/Assura
4309 Emperor Blvd.
Suite 300
Durham, NC 27703
Ken Peeples
Phone: 919-281-4500

BB&T/Insurance Services of
Lexington KY
2525 Harrodsburg Rd.
Suite 300
Lexington, KY 40504
Charles Peden
Phone: 859-224-8899

BB&T/Carson Ins. Service
601 Tennessee Ave.
Charleston, WVA 25302
Greg Gordon
Phone: 304-346-0806

HRH NATIONAL
CONSTRUCTION PRACTICE
COLORADO
BB&T/Cooper, Love, Thornton,
Harwell
4400 Harding Pike
Suite 400
Nashville TN, 37205
Carlton Smith
Craig Whitlow
Phone: 615-292-9000

BB&T/Givens & Williams
3975 Fair Ridge Dr.
Fairfax, VA 22033
Alex Roddey
Phone: 703-352-2222

720 S. Colorado Blvd.
Suite 600N
Denver, CO. 80246
Ph: 800-332-9950
Fax: 303-302-4339
Contact: Kevin McMahon
Title: Executive Vice President
Kevin.McMahon@hrh.com

Inland Surety
(A Division of HUB International of
California Insurance Services, Inc.)

4371 Latham Street
Suite 201
Riverside, CA 92501

1340 Depot Street
Rocky River, Ohio 44116
Phone: 440-333-9000
Fax: 440-356-2126
Contact: Kyp L. Ross
Title: President
kross@dawsoncompanies.com

MESIROW FINANCIAL
321 N. Clark Street
Chicago, IL 60610
Phone: 312-595-6976
Fax: 312-595-4374
Contact: Jacqui Norstrom
Title: Managing Director
jnorstrom@mesirowﬁnancial.com

Phone: 951-788-8581
Fax: 951-788-8591
Contact: Kenneth A. Coate
Mark N. Gladding
Julia Leonard

Wachovia Insurance Services

Nielson & Company, Inc.

Minard-Ames Insurance Group

4600 W. Cypress Street
Suite 200
Tampa, FL 33607
Phone: 813-287-1936
Fax: 813-282-1021
Contact: Carol Hermes
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SPECIAL ADVERTISING SECTION

SURETY
Any contractor, whether in business
for one year or a century, large or
small, experienced or novice, can
experience serious problems. Through
the years surety bonds have held fast
as a comprehensive and reliable
instrument for minimizing the risks in

construction.
Movie mogul Samuel Goldwyn
used to remind his studio heads that a
verbal contract isn’t worth the paper
it’s written on. That’s why bankers talk
to their borrowers about the importance of written loan agreements, and

in construction lending, about the
importance of written bonds. After all,
the surety examines a contractor
much the way the banker does.
Before issuing a bond or extending
credit, both the bonding company and
the commercial lender must be satisﬁed that the contractor runs a wellmanaged, proﬁtable enterprise, keeps
promises, deals fairly and meets
obligations on time, as agreed, and in
full.
Liquidity and availability of capital at
risk is more important than ever when
obtaining surety bonds. One of the
advantages of requiring payment and
performance bonds is that a qualiﬁed
contractor and project completion are
assured without drawing on the contractor’s line of credit. In effect, bonding capacity is a credit enhancement
and a viable alternative to the banker
taking on all the credit and construction risk. ■

SIO: THE INFORMATION SOURCE FOR CONTRACT SURETY BONDS

T

he Surety Information Office
(SIO) is the information source
for contract surety bonds in public and private construction. Whether you
are a construction project owner, lender,
contractor or design professional, SIO’s
free brochures, CDs and PowerPoint®
presentations clearly explain surety bonding. Materials include:
• CONTRACT SURETY BONDS:Protecting
Your Investment Provides compelling facts about the value of
surety bonds on private construction projects;
• WHY DO CONTRACTORS FAIL? Outlines the events that lead
to contractor failure and the warning signs that a contractor is
in trouble;
• SURETY BONDS AT WORK Includes case studies detailing
how sureties prevent and resolve claims;
• IMPORTANCE OF SURETY BONDS IN CONSTRUCTION Provides
an overview of the value and beneﬁts of contract surety bonds;
• SURETY COMPANIES: What They Are and How to Find Out
About Them Explains how easy it is to qualify a surety company through readily available resources; and
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• AN OVERVIEW OF THE CONTRACT SURETY BONDS CLAIMS
PROCESS (AGC) Addresses performance bond default situations, payment bond claims and project owner expectations.
Information is also available on interactive CDs. Titles include:
• Surety Bonds: A Guide for Private Owners
• Surety Bonds: A Guide for Public Construction
• Surety Bonds: A Guide for Contractors
• Surety Bonds: A Guide for Students
View, download or order free materials via the SIO Web
site at www.sio.org, or contact Marla McIntyre, executive
director, at (202) 686-7463 or mmcintyre@sio.org. ■
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SURETY
ASSOCIATIONS

SURETY INFORMATION OFFICE (SIO)
1828 L St. NW, Suite 720
Washington, DC 20036-5104
(202) 686-7463
(202) 686-3656 Fax
www.sio.org
sio@sio.org
SIO is the information source
on contract surety bonds in public and private construction.
SIO offers complimentary brochures and CDs and can provide speakers, write articles, and answer questions on contract surety bonds. SIO is supported by The Surety
Association of America (SAA) and the National Association
of Surety Bond Producers (NASBP). All materials may be
accessed at www.sio.org.
THE SURETY ASSOCIATION OF AMERICA (SAA)
1101 Connecticut Avenue NW, Suite 800
Washington, DC 20036
(202) 463-0600
(202) 463-0606 Fax
www.surety.org
information@surety.org
SAA is a District of Columbia non-proﬁt corporation whose
members are engaged in the business of suretyship.
Member companies collectively write the majority of surety
and ﬁdelity bonds in the United States. SAA is licensed as

a rating or advisory organization in all states, as well as in
the District of Columbia and Puerto Rico, and it has been
designated by state insurance departments as a statistical
agent for the reporting of ﬁdelity and surety experience.
SAA represents its member companies in matters of common interest before various federal, state, and local government agencies.
NATIONAL ASSOCIATION OF
SURETY BOND PRODUCERS
(NASBP)
1828 L St. NW, Suite 720
Washington, DC 20036-5104
(202) 686-3700
(202) 686-3656 Fax
www.nasbp.org
info@nasbp.org
NASBP is the international organization of professional surety
bond producers and brokers. NASBP represents more than
5,000 personnel who specialize in surety bonding; provide
performance and payment bonds for the construction
industry; and issue other types of surety bonds, such as
license and permit bonds, for guaranteeing performance.
NASBP’s mission is to strengthen professionalism, expertise, and innovation in surety and to advocate its use worldwide.
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