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What is Surety Bonding?



Surety Bonds vs Insurance

Surety Insurance

e 3 party * 2 party

e Protects Obligee e Protects Principal
e Project Specific e Term Specific

e Claims by Obligee e Claims by Insured

e No loss anticipated * Losses anticipated



Parties to a Surety Bond




Who is the Principal?

e Contractor (usually)

* Ultimately Responsible
for Obligation

*First in Line to complete
the obligation




Who is the Obligee?

*Public Agency or General Contractor
*Holder of bond

*Entity requiring the bond

*Beneficiary of the bond




What is a
Surety Company?

*Guarantee the Principal
Performs the Contract

*Insurance company (usually)

*Cosigner / The Money




History Of Surety

2,750 BC

The earliest
known
suretyship
contract was
written on a
Mesopotamian
tablet.

W 1894

Heard Act
Authorized the

use of corporate

surety bonds to
secure all

federally funded

projects

@ 1935

Miller Act

Current federal
law mandating
surety bond on
federal public
works

WA State Little
Miller Act

Projects over
$150,000 must
post contract
bonds



Major Categories of Bonds

e Bid
Contract e Performance
e Payment

e License Bonds

@leaglan2laeE1 e Court & Probate
e Financial Guarantee




Public Works Contract Bonds

: Performance Payment
Bid Bond
Bond Bond



Bid Bond
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Performance Bonds
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Payment Bonds
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Project Hierarchy

Owner Obligee

State, City, Port

Principal or
Obligee

General Contractor

Subcontractor Subcontractor Subcontractor




Key Elements of a

Written Contract

* General Conditions

e Scope of Work

* Payment Terms

* Schedule / Timeline

 Workmanship Warranty (Maintenance Period)

* Liquidated Damages (LDs)/Penalties for Late Completion



Costs / Premium

*Bid Bonds J

ePerf & Pay Bonds J

epe

# eSurcharges J




What is Underwriting?




The Three “C’s” of Surety

Character Capacity Capital



Underwriting



Financial
Statemen

Balance Income

Sheet

Statement

Opinion Schedules Work in
Page AR / AP Progress



Financial Statement

CPA Compilation

I
mn CPA Audit




Financial Statement
Method

Accrual Basis of Accounting

B Percentage of Completion
mm Completed Contract




Analyze Financial

Statements
Working Capital (WC)

Net Worth (NW)

Revenue

Net Income / Profitability



Working Capital

* The capital or funds available to a
business to be used in its day-to-day
operations

e Calculated as the current assets
minus the current liabilities from the
Balance Sheet



Net Worth

* The measure of what an entity is worth

e Calculated as total assets minus total
liabilities from the Balance Sheet

 Owner’s Equity, Partner’s Equity



Revenue

* Total income or total receipts from
sales of a company

 This is found on the Income
Statement also referred to as the
Profit & Loss or P&L



Net Income/Profitability

* This is the net profit after all expenses have
been subtracted from Revenue

* |s a measure of the profitability of the
company

* Found on the Income Statement, also
referred to as the Profit & Loss or P&L



Making your Presentation




We want this:




Not this:




Presentation to the Surety

‘ eAllow Time J
‘ eCommunicate J

eComplete Submission}




Indemnity

Principal will The bond, like
reimburse a loan is
surety for all requires the

Allows the
surety to
negotiate on
behalf if the

principal

expenses paid principal to
on behalf of pay back the
the principal. surety.







Why Bonding

Competitive Advantage

Partnership with Surety

Resources from Broker and Surety
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More Information

IntegritySurety.com
LittleBlackBondBook.com

TheBonder.com

learn.nasbp.org/SFAA-NASBP-ContractorBondingEd
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