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Commercial Surety Underwriting Guide
COMMERCIAL (NON-CONSTRUCTION) PERFORMANCE BONDS
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OVERVIEW 
These bonds secure the obligation to faithfully perform the terms and conditions of a contract. The companies who need performance bonds range from manufacturers, wholesalers and distributors who may supply a product or commodity, to service companies, such as janitoral contractors, food service operations, bus companies and trash haulers, to name a few. 

BASIC UNDERWRITING CONSIDERATIONS
Who are we bonding?  

· Public Corp.

· Private Corp.

· Subsidiary or operating division

· Joint Venture

· This must be fully understood so the Performance GIA can be set up correctly to insure that the proper contracting party is executing the indemnity agreement with Hartford.

· The bonded principal needs to execute the GIA so that Hartford is afforded the rights under the Performance GIA. 

Determine the principal’s core, profitable work
· It’s not just “are they profitable,” it’s also where do they make their money?

· Public vs. private work

· Size / Type of contracts

· Location

· Bonded vs. unbonded 

· Open vs. closed jobs – compare to each other and historically.  Is our principal a conservative forecaster?  Under promise, over deliver.

· Dissect the WIP to determine the above and make an assessment as to where they make money and is that consistent with what they are asking us to support.  
Understand who the owner/obligee is
· Have they worked for the owner before? Same person or agency or district? Designer/Architect?

· Do a reference – good/bad/or indifferent experience?

· What is the owner’s reputation?

· What is the owner’s financial position?

· Is the project 100% funded and are the funds dedicated to this contract?

· If there are multiple obligees, are they limited to the owner and those responsible for financing?  If not, ask yourself why should they be on the bond?

· Transition from private owner to public is a “new” and represents risk.  

· Public owners can be more bureaucratic, paper intensive, not flexible, and political.  Hard bid work is riskier than negotiated work.  There is a learning curve. 

· A benefit to public owners is known contract and bond forms.

· Public-private partnership (PPP) describes a government service or private business venture which is funded and operated through a partnership of government and one or more private sector companies. These schemes are sometimes referred to as PPP, Triple P or P3.

· Different contract types present different risks

· Lump-Sum: perform work according to plan/specs for a fixed sum.

· Cost plus (Fixed Fee / Percentage): perform work for reimbursement of costs plus a fee either as a fixed sum or a percentage without an upset price.

· Negotiated GMP: basically cost-plus with an upset price or guaranteed maximum price often locked in after contract begins.

· Unit Price: perform the work for a fixed price for each unit used in the job.

· Time and Material (T&M): similar to cost plus wherein there is reimbursement for fixed labor rates and material costs.

· Design / Build: perform both design and construction obligations typically for a fixed fee or negotiated GMP.

· Cost-Plus without an upset price, and T&M are basically not at risk contracts from a surety perspective.  Typically not included in backlog calculations.  

· Negotiated GMP contractually has the same risk as lump sum, but can be viewed as less risky since most costs are negotiated and fixed before the GMP is locked in allowing for better pricing and contingencies.

· Lump-Sum is the most risky given the hard bid nature and interpretation of plan/specs which can lead to bid spreads and mistakes.     

Percentage of Completion
· Backlog is determined by costs to complete per the WIP.  Billings remaining omit the under/overbilling impact on true work on hand.

· Job cost estimates cannot be relied upon for job less than ~25% complete as it is too early in the job to know if estimates are correct.

· A contract can be substantially complete at 90+%, but punch lists, change orders, and penalties can result in unexpected costs as jobs near completion.

· There is nothing good about an underbilling.  Small underbillings are often billing cycle timing issues. Larger can represent non-recoverable costs resulting in job fades, or accounting deficiencies.

· Overbillings are a good thing from a cash flow perspective as you are using an owner’s money to finance the job.  A like cash balance is preferred.  Excessive overbillings on jobs nearing completion can result in plowback – or the contractor using its money to finish the work. Overbillings, like released retainage, are no longer readily available contract balances in the event of a claim

Class Codes & Descriptions 
All non-construction performance bonds have a hazard code 5. The degree of risk can vary depending on the 
contract terms.
	Class Code
	Description
	Notes

	500
	Bonds securing the obligation to faithfully perform the terms and conditions of a contract for non-construction services (RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish or perform services as contracted; usually annual contracts that can be extended each year (i.e., landscapting; trash collection; janitorial; lawn service; laundry service)

	500
	Bonds securing the obligation to faithfully perform the terms and conditions of a contract for non-construction services (NON-RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish or perform services as contracted for a specified period of time (i.e., trash collection after a disaster; janitorial service for a one-time cleaning)

	500A
	Bid Bonds where Performance Bond is not required. (RENEWABLE)
	used to bid jobs for non-construction performance of a contract where the only security required is the posting of a bid bond

	500B
	Supply Bonds (RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish/supply goods as contracted; usually annual contracts that can be extended each year (i.e., supply bond to a prison system for food)

	500B
	Supply Bonds (NON-RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish/supply goods as contracted for a specified period of time (i.e., supply office furniture for set-up; supply school system food for the school year)

	500C
	Performance Bonds (excludes supply bonds)  (RENEWABLE)
	 

	500C
	Performance Bonds (excludes supply bonds)  (NON-RENEWABLE)
	 

	500D
	Performance Bonds (excludes supply bonds) with payment obligation included (RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish or perform services as contracted as well as pay suppliers for the goods; usually annual contracts that can be extended each year

	500D
	Performance Bonds (excludes supply bonds) with payment obligation included (NON-RENEWABLE)
	non-construction performance bonds guaranteeing the contractor will furnish or perform services as contracted as well as pay suppliers for the goods; for a specified period of time

	500E
	Maintenance Bond where there is a Performance Bond required  (NON-RENEWABLE)
	posted to assure that the work done under the bond will meet expectations of the contract for a period of time (i.e., landscaping where the plants will live for a specified period of time or will be replaced)

	500F
	Maintenance Bond where there is NO Performance Bond required  (NON-RENEWABLE)
	posted to assure that the work done will meet expectations of the contract for a period of time where no performance/payment bond was posted

	500G
	Completion, Subdivision Bond  (RENEWABLE)
	guarantees the completion of curbing, drainage, road work, sidewalks, etc. to the specifications and acceptance of the city/town/county

	500H
	Advance Payment Bond  (RENEWABLE)
	posted to guarantee that prepaid funds are used to complete the contract according to terms; this is a financial guarantee bond.

	500H
	Advance Payment Bond  (NON-RENEWABLE)
	 


Marketing Tips
Ways to garner more non-construction performance opportunities:
1. Contact and pursue non-bond agencies dealing primarily in commercial property & casualty insurance. These agencies often have large books of both select and middle market service contractors whom they have long-term relationships. Often times a P&C agency does not know their clients even need bonds much less who to call to get it done. They may not even realize there is a separate relationship just for the bonds (much like construction surety).

· Try a blended marketing pitch which focuses on the fact that the performance bonds can garner significant premium. Agents become less concerned about the amount of information required if they believe the premium is worth it - especially in today's soft insurance market.

· Offer to provide co-marketing flyers and envelope-sized mailers that the agency can put in with their renewal billings to existing clients.

2. Look for referrals from your office's construction accounts. Good accounts usually work with other good accounts and GC's typically hire landscapers, suppliers, and other non-construction subs that might have bond needs (possibly for the very job your GC is working on).

3. Subscribe to and read your city's business journal (i.e. Orlando Business Journal, Dallas Business Journal, etc.). The business journals almost always have statistical lists of the top 25, 50, or 100 firms in a certain industry for that particular city. Many times, these lists are for service contractors. Send these lists to your top agents and advise of any business on the list that could fit with Hartford's non-construction performance underwriting strategy. Be careful these lists do not contain one of your office's existing clients (either construction or otherwise) because you do not want to have an agent call on an account that is currently with another one of your agents.
See next page for questionnaire

This form can be found on the VSM, Forms Library

	           Commercial Performance Questionnaire

Questionnaire for Service Contractors, Supply Contractors or Other Commercial businesses seeking Contract Bonding
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1. GENERAL INFORMATION

	Name of Firm:      
	Phone:       

	Address: (Street, City or Town, State, Zip)
     
	Fax:       

	Contact Person:
           
	Email: 
       
	Firm Website: 
     


2. AGENCY CONTACT INFORMATION:
	Name of the firm’s insurance agency?      

	Agent’s name:      
	E-mail:      

	Agent’s phone:      
	Fax:      


3. FIRM INFORMATION

	State of Incorporation:   
	Year Started:     
	Tax ID:      

	Service Specialty:      
	Geographic Area(s) of Operation:      

	Type of Business:   FORMCHECKBOX 
 C-Corp     FORMCHECKBOX 
 Sub-S Corp.     FORMCHECKBOX 
 Partnership     FORMCHECKBOX 
 Sole Proprietorship     FORMCHECKBOX 
 LLC     FORMCHECKBOX 
LLP     FORMCHECKBOX 
Other      


4. STOCKHOLDERS / OWNERS / MEMBERS / PARTNERS

	Legal Name:
     
	Date of Birth(if applicable):
    /          /     
	SSN / Tax ID:
       

	Title/Position:      
	Percentage of Ownership:       %

	Home Address:      

	Spouse’s Name:      
	Spouse SSN:      -        -       


	Legal Name:
     
	Date of Birth(if applicable):
    /          /     
	SSN / Tax ID:
      

	Title/Position:      
	Percentage of Ownership:       %

	Home Address:      

	Spouse’s Name:      
	Spouse SSN:      -        -      


	Legal Name:
     
	Date of Birth (if applicable):
    /          /     
	SSN / Tax ID:
       

	Title/Position:      
	Percentage of Ownership:       %

	Home Address:      

	Spouse’s Name:      
	Spouse SSN:      -        -       


	5. Which above individual is legally authorized to sign on behalf of the firm?:
	     

	What is the authorized party’s title?
	     


	6. Will all of the above individuals and their spouses personally indemnify the Surety?    FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No

	  If Yes, are any of the individuals holding assets in trusts?    FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No
	If Yes, will the trust indemnify on the bonds?    FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No

	If No, please explain:
     


7. KEY PERSONNEL

	Name
	Position
	Date of Birth
	Yrs Experience  
	Yrs with Company

	     
	     
	   /     /     
	     
	     

	     
	     
	   /     /     
	     
	     

	     
	     
	   /     /     
	     
	     

	     
	     
	   /     /     
	     
	     

	     
	     
	   /     /     
	     
	     


 BUSINESS INFORMATION

	8. Has your firm, its subsidiaries, stockholder(s) or affiliates ever petitioned for bankruptcy, failed in a business or defaulted on a contract, loan agreement or other business agreement or have been disbarred from bidding?
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No

	     If Yes, please explain: 
          

	9. Does the firm or any stockholder(s) provide any capital or are responsible for any liabilities/guarantees to any affiliates or subsidiaries?
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No

	     If Yes, please explain: 
          

	10. Is your firm, its subsidiaries, stockholder(s) or affiliates currently involved in any litigation?
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No

	     If Yes, please explain: 
          

	11. What percentage of the firm's work is obtained through -   Hard Bid:    %     RFP/Negotiated:     %   Purchase Order:      %

	12. What percentage of the firm's work is normally for -   Public:      %    Private:     %

	13. Does any one customer represent a significant portion of your annual revenue?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
 No     If Yes, what percentage?      %

	14. What percentage of the firm's work is generated from bonded/non-bonded contracts?
	Bonded contracts:     %
	Non-bonded contracts:      %

	15. What percentage of the bonded contracts is sub-contracted by you to others?      %

	16. Does your company have a standard contract?   FORMCHECKBOX 
 Yes     FORMCHECKBOX 
 No    If Yes, please attach a copy

	17. What is the average duration of your contracts?         
	The maximum?      

	18. What is the largest project you expect to undertake this year?      
	Next year?      

	19. What is the largest amount of work your firm has under contract at any given time?
	$        

	20. What is your anticipated annual volume this year?      
	Next year?      

	21. What is the normal bonding capacity needed?   Single:              
	 Aggregate:         

	22. What other guarantees beyond performance are included?      

	23. Has the firm performed work as a Joint Venture?  FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No
	Designer?  FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No
	Turn Key?  FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No

	     LEED Certified?  FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No 
	Outside U.S.A?   FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No
	If so, what country?       

	24. List the approximate % of work annually performed for the following types of owners:
     Governmental %:     ,Institutional %:     ,Utilities %:     ,Industrial %:     ,Developers %:     , Other/Private Owners %:        

	If Other, Describe:      

	25. List the approximate % of contracts undertaken using the following types of payment terms:
     Fixed Price %:       , Cost-Plus%:      ,Cost-Plus A Fixed Fee %:       ,Cost-Plus With a Max. Upset Price %:     

	26. Has the firm performed work using an annual bond form?   FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No

	27. Has the firm been required to provide bonds less than 100% of contract amount?  FORMCHECKBOX 
 Yes   FORMCHECKBOX 
 No

	28. List three (3) of your major competitors:

	1.      

	2.      

	3.      


29. FINANCIAL INFORMATION:

	Name of CPA firm that prepares corporate financial statements:       

	CPA firm contact:      
	E-mail address:      

	CPA firm’s address:      

	CPA firm’s telephone:      
	Fax:      

	What is your firm’s fiscal year-end?       

	On what basis are taxes paid?
	 FORMCHECKBOX 
Cash        FORMCHECKBOX 
Completed Job       FORMCHECKBOX 
Accrual        FORMCHECKBOX 
 % of Completion

	On what basis are the financial statements prepared?
	 FORMCHECKBOX 
Cash        FORMCHECKBOX 
Completed Job       FORMCHECKBOX 
Accrual        FORMCHECKBOX 
 % of Completion

	On what level of assurance are the financial statements prepared? 
	  FORMCHECKBOX 
CPA Audit        FORMCHECKBOX 
 Review        FORMCHECKBOX 
Compilation

	How often are financial statements prepared?
	 FORMCHECKBOX 
Annually       FORMCHECKBOX 
Semi-annually       FORMCHECKBOX 
Quarterly        FORMCHECKBOX 
Monthly

	Do you have a full-time accountant on staff?
	 FORMCHECKBOX 
 Yes      FORMCHECKBOX 
No   Professional Designations?      


30. BANKING INFORMATION:
	Name of Bank:      
	Contact Name:      

	Bank Address:      
	E-mail:      

	Phone Number:      
	Fax:      

	Accounts at above bank:   FORMCHECKBOX 
Checking/Operating       FORMCHECKBOX 
Savings       FORMCHECKBOX 
Money Market       FORMCHECKBOX 
Retirement/IRA/401K

	Do you have a line-of-credit with the above bank?   FORMCHECKBOX 
 Yes       FORMCHECKBOX 
No      
	Which bank?       

	What is the capacity?            
	What is the expiration?      
	Amount currently borrowing?      

	How is the line guaranteed?      
	 FORMCHECKBOX 
I do not have a line-of-credit.       FORMCHECKBOX 
 I plan to establish one.

	Are you in compliance with bank covenants?   FORMCHECKBOX 
 Yes       FORMCHECKBOX 
No   If no, please explain?      

	Have letters of credit been used to support contract bond needs?   FORMCHECKBOX 
 Yes     FORMCHECKBOX 
No
	If yes, are any currently outstanding in support of contracts?  FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	If yes, please include a list of contracts:       


31. EXPERIENCE & REFERENCES:

	Has your firm ever been bonded in the past?   FORMCHECKBOX 
 Yes     FORMCHECKBOX 
No

	If yes, how long ago       
	with what surety?       

	What was your reason for leaving?      

	List five (5) of your largest contracts:

	1. Job Name:      
	Size: $      
	Gross Profit: $      
	Date Finished:    /   /    

	   Contact:      
	Phone:      
	Bonded?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	2. Job Name:      
	Size: $      
	Gross Profit: $      
	Date Finished:    /   /    

	   Contact:      
	Phone:      
	Bonded?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	3. Job Name:      
	Size: $      
	Gross Profit: $      
	Date Finished:    /   /    

	   Contact:      
	Phone:      
	Bonded?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	4. Job Name:      
	Size: $      
	Gross Profit: $      
	Date Finished:    /   /    

	   Contact:      
	Phone:      
	Bonded?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	5. Job Name:      
	Size: $      
	Gross Profit: $      
	Date Finished:    /   /    

	   Contact:      
	Phone:      
	Bonded?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No


32. INSURANCE

	Please provide proof of current coverage for the following:

	 FORMCHECKBOX 
 General Liability
	 FORMCHECKBOX 
 Auto Liability
	 FORMCHECKBOX 
 Umbrella
	 FORMCHECKBOX 
 Workers Comp
	 FORMCHECKBOX 
 Professional Liability
	 FORMCHECKBOX 
 Other:      


33. CONTINUITY

	Is there a buy/sell agreement among the owners of the firm?  FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No
	Is this agreement funded by life insurance?   FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	If no agreement is in place, is there an informal continuity plan?
 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No      FORMCHECKBOX 
 N/A   If yes, explain below:

	     



List any life insurance in effect on officers or key personnel:

	Name
	Beneficiary
	Amount
	Insurance Company

	     
	     
	$      
	     

	     
	     
	$      
	     

	     
	     
	$      
	     

	     
	     
	$      
	     


34. RELATED ENTITY & SUBSIDIARY INFORMATION:

Please list any affiliates, subsidiaries, or commonly-owned companies:

	Firm Name
	Ownership & Percentage
	Type of Business
	Willing to Indemnify?

	     
	     
	     
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	     
	     
	     
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	     
	     
	     
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	     
	     
	     
	 FORMCHECKBOX 
 Yes    FORMCHECKBOX 
No

	     



Additional Remarks:

35. Consent to Corporate & Personal Credit Review:

As evidenced by my/our signature(s) below, the undersigned unconditionally authorize representatives of The Hartford, Hartford Bond, Hartford Fire Insurance Company and/or other affiliated companies of The Hartford to obtain credit information, including but not limited to personal credit reports, credit applications and/or any other personal and/or corporate financial documents to further process this application for surety.  Please print name, sign, and date. A facsimile signature of this document shall be deemed an original signature for any and all purposes.

	     
	     

	Name of Firm (Print)

     
	Application Completed By (Print)

	Firm’s Authorized Representative / Title (Print)
	Application Completed By (Signature)

     

	Firm’s Authorized Representative (Signature)

     
	Date



	Date




	     
	     

	Stockholder/Owner/Member/Partner Name & Title (Print)

	Spouse’s Name (Print)

	Signature

     
	Spouse’s Signature

     

	Date
	Date


	     
	     

	Stockholder/Owner/Member/Partner Name & Title (Print)

	Spouse’s Name (Print)

	Signature

     
	Spouse’s Signature

     

	Date
	Date


	     
	     

	Stockholder/Owner/Member/Partner Name & Title (Print)

	Spouse’s Name (Print)

	Signature

     
	Spouse’s Signature

     

	Date
	Date


In support of this application, we request the following items be provided to complete our underwriting.


 FORMCHECKBOX 
 Copies of the last three (3) years of CPA prepared year-end financial statements and supporting schedules, including work-in-progress schedules.


 FORMCHECKBOX 
 Most recent interim financial statement.


 FORMCHECKBOX 
 Most recent financial statements of related parties who may act as indemnitors.


 FORMCHECKBOX 
 Organization chart.


 FORMCHECKBOX 
 Copy of any RFP/proposal/contract and related exhibits, addendum and schedules to be underwritten.

Underwriting may have additional requirements depending on the obligation to be bonded, class of business or other considerations

This guide is intended for reference only. To be used solely by Hartford employees and Hartford appointed agents.
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