Surety Market Update

By Dan Huckabay, President, Commercial Surety Bond Agency

here is plenty of good news to re-
| port about surety companies these
days. The industry as a whole is
writing more bonds, both nationally and
in California, which is reflected in the
growth in total premium written by all
surety companies combined.

It’s important to remember that bond
premium rates don't fluctuate like insur-
ance premium rates, so when you see an
overall increase in premiums, that generally means more bonds
are being written, and therefore, there is more construction ac-
tivity.

Another bit of good news is surety companies continue to be
profitable. In fact, they’ve been profitable for the last 13 years,
and their loss ratios (i.e. the percentage of bond claims they’re
paying out relative to the premium they collect) remain histor-
ically low.

Why should contractors care? Because it means we don’t
expect to see any sweeping underwriting changes in the near
future, which gives contractors one less thing to worry about.

The last piece of good news is tied to some bad news: There
are now more sureties in the marketplace than there have been
in my 20-year career. The benefit is the wide range of options

for us to access for our clients regardless of whether they’re
small, medium, or large.

California Surety Results

Year 2013 2014 2015 2016
Premium  |$675,572,542 $695,963,755 $700,751,228 $753,410,917
Loss Ratio  [30.88% 2015% -13.89% 4.51%

Based on results compiled by the California Department of Insurance

I’'m sure you can guess what the problem is. Excess compe-
tition by sureties can lead to bad underwriting decisions with
some contractors being approved for bonds they don’t qualify
for. This hurts reputable contractors as they’re forced to com-
pete with companies that normally would not be competitors.

While you’d think surety companies would be jumping for
joy over their profitable results, most surety underwriters and
executives I talk to have significant concerns that the height-
ened competition and bad underwriting decisions will lead to
big claims for surety companies.

When sureties start to lose money, they tend to have a knee-
jerk reaction and change underwriting standards even for the
good contractors that didn’t have any problems (similar to
what banks did during the Great Recession in 2007).

Time will tell if this materializes. []

Expert Craftsmanship and a
Relationship You Can Count On.

Cement Masons Locals 500 & 600 signatory contractors are among the

highest profile, reputable and successful firms in Southern California. Our workforce
represents the most highly trained and competent craftspeople in the concrete industry.
Our relationship together can assist in your company’s value and growth. If that doesn’t
convince you, maybe this will.

We help level your playing field with:
¢ Prevailing Wage Compliance Program
¢ ADR Program - Joint Workers’ Comp
o Competitive Private Commercial & Residential Rates

Your workforce is trained in:
o CA State Accredited 4-Year Apprenticeship Program
¢ Journeyman Upgrade Certification ¢ OSHA 10 / OSHA 30
¢ Confined Space e Shotcrete ® Forming
o All Aspects of Concrete Placement, Finishing, Patching and Restoration

Contact us and we will show you how we have assisted others like you to create
growth and value, just like we have been doing for 150 years.
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Local 600 ~ 323-771-0991 ~ www.cementmasons600.0rg

Local 500 ~ 714-554-0730 ~ www.cementmasonslocal500.org
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