





THE SELECTION OF A
SURETY COMPANY
WILL BE A FUNCTION
OF ITS MARKET

CONCENTRATIONS
AND VARIOUS
UNDERWRITING
REQUIREMENTS.
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such as escrow or funds control and/or
collateral,

The right surety bond agent and CPA
Ultimately, the surety bonding agent will
position the contractor with a surety
company that he feels is best suited to the
contractor’s needs and situation. The
selection of a surety company will be a
function of its market concentrations
and various underwriting requirements.
It is important that a surety bonding
agent have access to a full roster of com-
panies in order to serve the contractor’s
best interests. Keep in mind that a bond-
ing agent is a reflection of the contrac-
tor being represented to the surety
company. It’s important that the agent pro-
jects the right image based on experience,
knowledge and reputation.

The surety bond agent selected should
demonstrate expertise with respect to
the variables in surety companies. Expe-
rienced agents recognize that all surety
companies are not created equal. They
specialize in different markets and
have varying underwriting require-
ments and capacities. A surety pro-
ducer with strong credentials and
who is well-respected by the surety
companies will have a broad net-
work of companies to access on
behalf of their clients. This will
help ensure that a good match of a
surety company to the contractor’s needs,
profile and related project is achieved.
For larger contractors, this particular
point may not seem so important. For the
majority of construction companies,
however, who fall within the broader
middle-market and small business cat-
egories, this ability to provide the right
match is critical to securing a bond.

Just as the surety bond agent plays a
critical role in bond procurement so
too does the CPA. Contractors who do
not have a qualified accountant with
solid construction experience can place
their bond request in jeopardy. If that
is the case, the surety bond agent will
intervene and recommend a CPA who spe-
cializes in the construction industry to
keep the bond process moving forward.
In addition to possessing an in-depth
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knowledge of the construction indus-
try—its operational and financial intri-
cacies—the CPA also should demonstrate
a thorough understanding of what surety
companies require and prefer to see in
the financials (i.e., balance sheets,
income statements, accounts payable
and receivable schedules, expenses,
work-in progress schedules, etc.). The
experienced CPA will be able to pre-
pare financial statements in three cat-
egories (i.e., compilation, review and
an audit using generally accepted
accounting principles/GAAP), all of
which will withstand third-party veri-
fication and substantiation.

Positioning contractors to secure the
bond

The experienced CPA will demonstrate
his value in the process with the proper
preparation of financial information.
This professional will know that not only
must the data be fair and accurate; it
must also be consistent with other finan-
cial documents. That is, the data on the
financial statements must be consistent
with the data on the contractor’s tax
returns, bank loans, lines of credit appli-
cations, equipment loan applications,
etc. Inconsistent data will often lead to
a rejection of the surety bond applica-
tion or will, at the very least, delay the
process. The collaboration between the
CPA and surety bond producer helps
ensure that all documentation has been
carefully reviewed and that checks and
balances have been performed so that
accurate and consistent financials are
presented to the surety company.

With all of the underwriting infor-
mation prepared in its best form, the
surety bond producer then sets out to mar-
ket the contractor’s application to the
right surety companies. Particularly in
highly competitive markets like New
York, Atlanta, Chicago, Los Angeles, Dal-
las, etc. the producer’s knowledge of a mar-
ket’'s unique construction/bonding
environment is vital. Also critical is the
producer’s relationships with various
surety companies and their underwrit-
ers built on trust and respect. It can make
the difference between securing bond
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approvals, at the best possible rates, or
not having the application approved. An
experienced surety bond producer also
will leverage these relationships by not
sending the contractor’s application to
everyone. Instead, the producer will be
selective in submitting the application
only to those underwriters with whom
they already have established a strong
reputation for presenting viable accounts.
Furthermore, an experienced producer
knows that excessive submissions will
cause numerous credit checks that, in
turn, could result in lowering a con-
tractor’s credit rating.

Another indicator of a producer’s
expertise and qualifications is the indi-
vidual’s continued education in staying
abreast of developments in both the con-
struction and surety sectors. The National
Association of Surety Bond Producers and
various state surety associations offer
many professional development and edu-
cational programs on core topics that
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keep the producer in touch with the con-
tractor’s world. These programs, on sub-
jects ranging from managing bid
decisions and direct versus overhead
costs to the assessment of contractual
risks to unforeseen contingencies and
quantifying the inherent risks of a job,
also provide good opportunities to main-
tain and expand relationships within the
surety community.

Conclusion

In the context of a difficult economy
where tight credit is the norm, having an
understanding of the surety process and
the role of essential resources should
be a priority for all contractors partic-
ularly those working in the public sec-
tor. Armed with insight into the qualifying
criteria, contractors, supported by a qual-
ified CPA and experienced surety bond
producer, can themselves help influence
a positive outcome. Wl
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