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Update  on  Ne w  P ropose d  Re ve n u e  Re cogn it ion  Ru le s  

Ex cel len ce i n  Bon di n g 

     While there a re many r isks facing to-
day’s cont ractors, such  as dwindling 
backlogs and insufficient  ca sh  flow, many 
feel tha t  the grea test  r isk facing a  con-
st ruct ion  firm in  today’s environment  is 
the r isk of subcont ractor  default .  This 
a r t icle is meant  for  any firm tha t  employs 
subcont ractors.   

    In  case we forgot , const ruct ion  busi-
ness fa ilures a re often  only second to res-
taurant  fa ilures.  The most  ca tast rophic 
project  losses a re often  rela ted to the ac-
t ions of a  subcont ractor . Therefore, man-
aging t h is r isk is of the u tmost  impor-
tance. 

     If you do not  purchase Subcont ractor  
Default  insura nce or  if you do not  bond 
your  subcont ractors, then  you a re self-
insur ing th is r isk.  Tha t  is OK, as long as 
you rea lize tha t  the r isk is rea l. So, if you 
do noth ing, you a re bear ing the r isk. 

    It  may not  be your  job tha t  is the prob-
lem, and please remember  tha t  despera te 
people do despera te th ings. 

    Somet imes we get  lu lled in to a  fa lse 
sense of secur ity because we have worked 
with  the subcont ractor  before or  because 
they have been in  business for  “x” years, 
etc. P lus, many cont ractors feel tha t  they 
a re adequa tely protected because they 
hold back reta inage and because they a re, 
a t  least , 60 days ahead of the subcont rac-

tor  from a  cash  flow standpoint . 

    This, however , does not  adequa tely 
address the potent ia l financia l conse-
quences as well as the damage done to 
the cont ractor ’s reputa t ion . We must  con-
sider : 

x� Liquida ted dama ges and consequen-
t ia l damages 

x� Work tha t  needs to be re-done. 

x� Payments tha t  need to be made to 
second – t ier  subcont ractors, suppliers, 
unions, etc. 

x� Increased cost s for  the remaining 
work.  

Let ’s face it . You will not  get  the best  
pr icing from a  replacement  cont ractor  
tha t  needs to cor rect  previously com-
pleted work on  a  project  wit h  t ime pres-
sures due to the project  fa lling behind 
schedule. 

    The founda t ion  of any subcont ractor  
default  r isk mana gement  process needs 
to be the Prequa lifica t ion  Stage. The 
in ternet  is a  grea t  resource for  finding 
sample prequa lifica t ion  forms. Of course, 
feel free to ca ll our  office as well. But , 

(Continued on page 3) 

BEYOND CONTRACT BONDS 

NYC DOT Permit Bonds 

     As ou t lined in last  quar ter ’s Newslet ter , 
the F inancia l Account ing Standards Board 
(FASB) has proposed new revenue recogni-
t ion  ru les tha t  would sign ificant ly a ffect  con-
t ractors and users of their  financia l sta te-
ments.   

 Specifica lly, as proposed by FASB and 
the In terna t ional Account ing Standards 
Board (IASB), the new standards seek to: 

1. Remove inconsistencies in exist ing reve-
nue recognit ion standards and pract ices; 

2. Improve comparability of revenue recog-
n it ion pract ices across en t it ies, indus-
t r ies, ju r isdict ions and capita l markets; 
and 

3. Simplify the prepara t ion of financia l 
sta tements by reducing the number  of 
requirements en t it ies must  refer  to. 

 Construct ion  F inancia l Management  Asso-
cia t ion ’s (CFMA) as well as severa l account -
ing firms are running seminars and webinars 
to educate you, your  surety and your  banker  
on  the changes and the impact  it  will have on  

your  financia l repor t ing.  It  is impor tan t  tha t  
you take the t ime to look in to these changes 
and discuss them with your  CPA and surety 
to make sure you  are prepared to adapt  to 
these changes once they are implemented.  

   We will provide updates as they become 
available through our  newslet ter  and e-blast s 
tha t  we will provide from t ime to t ime on the 
subject .   You can  a lso go to the CFMA web-
site—www.cfma.org—or contact  your  CPA for  
updates as well. If you  have any quest ions/
concerns, feel free to contact  us. 
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     Do you do work in New York City 
and are required to have on file with 
NYC Dept. of Transportation and/or 
Dept. of Buildings a Permit Bond to 
cover each location you work at?  
     These bonds, previously called 
Street Obstruction Bonds, were revised 
a few years ago.  The new bonds pick 
up the obligations that were previously 
covered by the NYC Public Law 14 
Bond and the NYC Plumber’ s License 
Bond as well as the old Street Obstruc-
tion Bonds.   
 The bond limits have been in-
creased significantly from the old lim-
its of $5,000 for a single location and 
$25,000 for multiple locations, to the 
following schedule: 
     Single location—   $10,000 
     2-50 locations—       $50,000 
    51-100 locations—          $100,000 
     Over 100 locations —        $250,000 
 As a result of the increased limits 
and the increased obligation under the 
new bonds, many sureties have 
changed their underwriting of these 
bonds from a freely issued bond to one 
requiring much more detailed under-
writing.  Depending on the limit of 
bond that you need, business and per-
sonal financial statements may be 
required.  Regardless of what limits 
you need, corporate and personal in-
demnity is required. 
 If your company is in need of this 
bond, please contact one of our surety 
professionals to help you with obtain-
ing this bond. 

Th e Gr ea t est  R isk  Fa cin g  Con t r a ct or s 
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Contractor’s for Kids Event   (CFK) 

x� CFK Annual Dinner Gala— January 21, 2011 @ Crest Hollow Country Club, Woodbury, NY.  Go to www.contractorsforkids.org for event information. 

Women’s Insurance Network of Long Island Event (WINLI) 

x� WINLI’s Annual Charity Auction— March 27, 2010 @ Woodbury Country Club, Woodbury, NY  - Proceeds donated to Nassau Coalition Against Domestic 
Violence and Special Olympics of Long Island.  Contact Denese Thompson for more information. 

LOOKING AHEAD 
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WHY ALL THE QUESTIONS?   IT’S  ONLY A BID BOND  

     We have heard th is so many t imes 
tha t  we rea lized tha t  we needed to do 
a  bet t er  job in  communica t ing what  
the bid bond obliga t ion  is.  While 
many of us have ha ndled, signed, and 
submit ted bid bonds before, most  of us 
have never  actua lly read the bond 
form. We encourage you to do so. 

    For  st a r t ers, if a  bidder  does not  
provide a  bid bond, most  specifica t ions 
a llow the bidder  to post  a  cer t ified 
check as bid secur ity.  For  discussion  
purposes, let ’s assume tha t  the speci-
fica t ions ca ll for  a  10% bid bond or  
cer t ified check on  a  $5,000,000 pro-
ject .  One could easily equa te the 
va lue of the bid bond to the $500,000 
cer t ified check tha t  could be provided 
in  it s place.  So, r ight  there, it  is more 
than  just  five pieces of paper . 

     The AIA Document  A310 (2010 
Edit ion)  Bid Bond, a  frequent ly used 
bond form, sta tes the Cont ractor  and 
Surety a re bound to the Owner  in  the 
amount  set  for th  in  the bond if the 
Owner  accept s the Cont ractor ’s bid 
and the Cont ractor  either  enters in to 
a  cont ract  with  the Owner  and pro-
vide the required Per forma nce and 
Labor-Mater ia l/Payment  Bonds or  
pays to the Owner  the difference (not  
to exceed the amount  of the bond) be-
tween the Cont ractor ’s bid and such 
la rger  amount  the Owner  may in  good 
fa ith  cont ract  with  a nother  par ty to 
per form the work.   

     As such, the bonding company is-

su ing the bid bond must  be very com-
for table tha t  they will approve the 
per formance and labor  and mater ia l / 
payment  bonds if their  clien t  is 
awarded the project .  Most  of the 
bonding companies’ ana lysis is per -
formed when a  bid bond is r equested.  
Bar r ing a ny bid spreads, condit ions 
not  being met , or  changes in  financia l 
posit ion  between the bid and award 
da tes, the bonding compa ny typica lly 
approves per forma nce bonds ra ther  
rout inely when they have issued the 
bid bond. This makes the bid bond a  
powerful prequa lifica t ion  tool for  the 
Obligee. 

      We somet imes forget  tha t  the five-
page document  has significant  mone-
ta ry va lue.  In  the example above, the 
10% bid bond for  a  $5,000,000 project  
has a  $500,000 va lue.  If the project  is 
awarded to tha t  bidder  and they do not  
sign  the cont ract s and post  the requi-
sit e bonds, the bidder  can  be responsi-
ble for  a  sum up to $500,000.  If the 
bonding company pa ys, they will seek 
reimbursement  from the Pr incipa l and 
it s Indemnitors (stockholders, spouses, 
a ffilia ted companies, etc.) under  the 
Genera l Agreement  of Indemnity.  This 
makes the bid bond a  very ser ious obli-
ga t ion . 

      Remember  tha t  the exposure is not  
just  the difference to the second bid-
der ’s number .  Even if the bid spread to 
the second bidder  is 1%, the exposure 
could st ill be the fu ll 10% if a  10% bid 
bond were submit ted.  The Bid bond 

does not  obliga te the Obligee to award 
the project  to the second bidder . They 
only have to act  in  good fa it h .  They 
may cla im t ha t  the second bidder  sub-
mit t ed a  non-responsive bid or  was 
otherwise determined to not  be respon-
sible.  

     P lus, in  some bids, the owner  re-
quires tha t  a  “Consent  of Surety” be 
provided with  the bid bond.  This 
makes it  even more ser ious since the 
t erms of the typica l consent  require the 
surety to issue the Per formance and 
Payment  Bonds if the project  is 
awarded to the cont ractor , with  no out  
provision . 

      Without  th is consent , bonding com-
panies can , and somet imes do, refuse 
to issue Per formance and Payment  
bonds in  those cases where they issued 
the bid bond.  There a re many exam-
ples of th is.  The most  common in-
stances a re those when the financia l 
condit ion  changed between the bid and 
award da tes, a  cla im or  potent ia l cla im 
arose on  another  bonded project , condi-
t ions set  a t  the approva l of the bid 
bond a re not  met  or  there was a  sub-
stant ia l bid spread (more than  10%) 
between the cont ract  and the next  
h ighest  bidder . 

      The bot tom line – It  is not  just  a  
bid bond; it  is a  whole lot  more.  
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Hea l t h  R eim bu r sem en t  Ar r a n gem en t s 
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     There a re a  va r iety of differen t  Health  Reimbursement  Arrangements tha t  you , a s an  employer , can offer  to your  employees.  

     Have you ever  wondered wha t  the differences a re and the  benefit s and disadvantages between  the differen t  programs?  

     At tached is a  link to a  very in format ive a r t icle prepared by Anthony Mar t illot t i, one of the principa ls of Amerisc Benefits, in  
which  he presen ts an  deta iled compar ison  between Hea lth  Savings Accounts, Hea lth  Reimbursement  Arrangements and F lexi-
ble Spending Accounts. 

     P lease review.  We a re sure you ’ll find it  very in format ive.  If you  have any quest ions concern ing these programs or  you  
would like th is char t  ma iled to you , please con tact  Anthony a t  Amerisc Benefits— 516-745-7534. 

ht tp://www.a t lynx.com/Compar ison_of_HSAs_HRAs_and_FSAs.pdf  

some of the basic informat ion  tha t  needs to be developed 
dur ing the process includes: 

x� Genera l In format ion  on  the firm, ownership, etc. 

x� Capabilit ies, including Licenses and Geographic footpr in t  

x� Projects Completed with  references 

x� LEED Accredita t ion 

x� Safety In format ion 

x� Union  Agreements 

x� Key Employee Informat ion 

x� Financial In formation , including Bank in format ion  and 
F inancia l Sta tements 

x� Dun & Bradst reet  Repor t , especia lly looking a t  Public 
F ilings 

x� Vendor  references 

x� Bonding Capabilit ies 

x� Insurance / Risk Management  

    Much  of the above in format ion  will be captured on  the Pre-
qua lifica t ion  Quest ionna ire tha t  the subcont ractor  will need to 
complete.  Your  firm will need to review the in format ion , ca ll 
the references, order  the Dun & Bradst reet  repor t , etc. Pu ll in  
your  other  professiona ls if you  need their  a ssistance with  cer -
ta in  key a reas, such  as your  insurance broker  and your  surety 
broker . 

    Then the next  most  impor tan t  step is to listen  to wha t  the 
prequa lifica t ion  process is telling you  and to not  be swayed 
from it  because of a  long-standing rela t ionsh ip or  because the 
subcont ractor ’s pr ice is just  too good. Exper ience has proven  
tha t  the lowest  pr ice is not  a lways the least  expensive when  
the day is done. F ina lly, the prequa lifica t ion  process is an on-
going one tha t  needs to constan t ly be monitored and updated. 

    F irms tha t  do this will have a  st ra tegic competit ive advan-
tage over  its compet itors.  These t imes demand bet ter  r isk 
management .  Some firms will not  survive this downturn . This 
is a  fact .     

     W. Edwards Deming once sa id “It  is not  necessary to 
change as surviva l is not  manda tory”.  Be one of the firms 
tha t  not  only survives, but  is in  a  posit ion  to fu lly t ake ad-
vantage of the next  upswing in  act ivit y. 

(continued from  page 1) 

Th e Gr ea t est  R isk  Fa cin g  Con t r a ct or s 

Investor ’s Business Daily (IBD) spen t  
yea rs analyzing leaders and successful 
people. IBD determined tha t  most  of 
them have ten  t ra it s tha t , when  com-
bined, can  tu rn  dreams in to rea lity.  A 
couple of yea rs ago, they published these 
“10 Secrets to Success”, and, a s we kick 
off a  new year , we thought  tha t  we would 
sha re them with  you  aga in . 

1. How you  Think is Everyth ing – Al-
ways be posit ive and avoid nega t ive envi-
ronments. 

2. Decide Upon  Your  True Dreams and 
Goa ls and Develop a  P lan to Reach  Them 

3. Take Act ion  – J ust  do it . 

4. Never  Stop Learning – Read books, 
acqu ire skills, get  t ra ining, etc. 

5. Be Persisten t  and Work Hard – Suc-
cess is a  mara thon. Never  give up. 

6. Learn  to Ana lyze Deta ils 

7. Focus Your  Time and Money 

8. Don ’t  Be Afra id to Be Differen t  – 
Innova te. Following the crowd is a  sure 
way to mediocr ity. 

9. Dea l and Communica te with  People 
Effect ively – Learn  to understand and 
mot iva te others. 

10.   Be Honest , Dependable and Take 
Responsibility for  your  Act ions 
(Otherwise, the fir st  nine secrets won ’t  
make a  difference) 

Best  wishes for  a  hea lthy, happy and 
successful 2011. 

TEN  S ECR ETS  TO S UCCES S  



Letter From the Editorial Staff 

    This newsletter is designed with our readers in mind.  All inquiries or suggestions regarding this or future newsletters are     
appreciated. Please send all inquiries to denese@esuretybond.com.   
     If you know anyone who you feel would like a copy of our newsletter, please let us know so that we can include them in our 
mailing list.   
     Check our website www.atlynx.com for past editions of our newsletter. 
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Th e Fou r  C’s of S u r et ysh ip  

  

Th e Th r ee “C”’s of S u r et y Cr ed i t  

 The surety will a lways speak about  the three “C’s” of surety credit   which  a re: 

Ch aracte r– which  can  somet imes be the most  difficu lt  to underwr ite.  This 
speaks to the cont ractor ’s mora l and eth ica l character , r eputa t ion  and how 
he is looked a t  by h is co-workers, employees and the community. 

Capital—the financia l ca pability of the cont ractor .  The underwr iter  will do a  
fu ll fina ncia l st a tement  ana lysis. 

Capacity— here is where the underwr iter  will make a  determina t ion  of how 
much work a  cont ractor  can  per form profit ably. 

We st rongly believe tha t  there is a  four th  “C”. 

 Coop e ration  (with  the Surety) 

Give them the informat ion  tha t  they want , in  a  t imely manner  and in  the format  
tha t  they expect , and they will respond more favorably. 
 
This may be the most  impor tant  C of a ll. 


