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How do you justify
the credit?
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Construction Credit

Construction Credit

Private Public
Construction Construction
LIENS Owner BONDS Owner
O Corporation O Federal
O Partnership O State
O Individual O Municipal
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Bond: Public Construction

It wasn’t until the 19th century that
corporate surety bonds were used.

Congress passed the Heard Act in
1894, which required surety bonds
on all federally-funded projects.

The Miller Act of 1935 was the last
major change in public sector
surety.
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Bond Claim Process: The Ladder of Supply

Building / Land

General
Contractor

Sub Sub
Contractor Contractor Contractor

Material Service Material

Supplier Provider Distributor

Claims filed below this line may be questionable.
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Bond Claims: A Defined Right

o1}
&

Within three tiers of the
owner

© NCS Credit | 800-826-5256 | NCScredit.com > Page | 7



Mechanic’s Lien Process

Building / Land

General
Contractor

Sub Sub
Contractor Contractor Contractor

Material Service Material

Supplier Provider Distributor

Claims filed below this line may be questionable.
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Bond Claims: A Defined Right

\0‘2 ‘ 03 '
Within three tiers of the Tangible goods must be No suppliers-to-suppliers

owner affixed (glued down,
plumbed, not freestanding)
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Mechanic’s Lien Process

Building / Land

General
Contractor

'y

Sub Sub Sub
Contractor Contractor Contractor

Material Service Material

Supplier Provider Distributor

Claims filed below this line may be questionable.
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Alternative
Protections

1. Security Agreement
2. Financing Statement or UCC-1

This Photo by Unknown Author is licensed under CC BY
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Mechanic’s Lien Process

Building / Land

Construction credit is unique...

The credit investigation does not begin
and end with my customer. Owner

. General
Tier 1 Contractor

o Sub Sub
Tler 2 Contractor

Tier 3

Sub
Contractor

Claims filed below this line may be questionable.
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Mechanic’s Lien Process

Building / Land

General
Contractor

'y

Sub Sub Sub
Contractor Contractor Contractor

Material Service Material

Supplier Provider Distributor

Claims filed below this line may be questionable.
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Construction Credit

Construction Credit

Private Public
Construction Construction
LIENS Owner BONDS Owner
O Corporation O Federal
O Partnership O State
O Individual O Municipal

© NCS Credit | 800-826-5256 | NCScredit.com > Page | 14



The Role of Sureties

Essentially the government is using the
surety bond process to pre-qualify
contractors.

If the surety makes a poor decision and
suffers claims, it may have to pay.

This moves the risk of loss from the
government to the surety and forces the
surety to make prudent pre-qualification
decisions.

It also eliminates any political influences in
pre-qualifying potential contractors.
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Creating a Bonding Line

Exhaustive analysis.

Slotting the contractor

Establishing the bank

Setting requirements
Collateral

Retiring the bond.
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The Miller Act

Thresholds

Miller Acts
FEDERAL Projects

Two

Components

Little Miller Acts
STATE Projects

Time Frames/ How to Claim
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Some Bond Thresholds
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What is a bond?

A contract, a surety, or a guarantee
agreement that contains the promise
of a third-party (bonding company or
surety) to pay a fixed sum if certain
acts are not performed.

The acts are typically non-performance
or non-payment.
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Surety = Bonding Company
Principal = General Contractor
Obligee = Owner

Beneficiary = Performance - Owner

Beneficiary = Payment - Subs /
Suppliers
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Mechanic’s Lien Flling Process: Three Steps

)

CD

e
e
R
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Notice LIEN Suit
20 days from first furnishing 90 days from last furnishing One year from lien filing

Above deadlines are examples
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Bond Claim Filing Process: Three Steps

18 States
@ A] ,’
Notice LIEN Suit
20 days from first furnishing 90 days from last furnishing One year from lien filing

Above deadlines are examples
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Consistencies and Procedures
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Bond Claim Filing Process: Three Steps

/\_ c 4 ,
Copy of Bond Bond Claim Suit
Immediately 90 days from last furnishing One year from lien filing

Above deadlines are examples
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Payment Bonds:
Considerations

Rules of the game. Get a copy up front.

Bonding companies are in the business of
collecting premiums not paying claims.
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The Project Credit Application

Customer’s legal name, address and
relationship to the job

Job location and owner or awarding
authority

Lender name and address

General contractor’s legal name and
address

Sub contractor’s legal name and address
Bonding company if public

Architect’'s name and address
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States That Do Not Outline Bond Claim Procedures
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REPORTTHREATS + A-Z INDEX « SITE MaP

CONTACT US ABOUT US MOST WANTED N STATS & SERVICES SCAMS & SAFETY JOBS FUN & GAMES
Atlanta Division Select Language  ~ j®4 Get FBI Updates
Home - Atlants « Press Releases - 2015 - Florida Man Sentenced in $100 Million Surety Band Fraud Scheme
Wwitter (27) B Facebook (3) €3 Share = & | Atlanta Division Links

Atlanta Home
Florida Man Sentenced in $100 Million Surety Bond Contact Us

Fraud Scheme _ Overiew
- Territory/Jurisdiction

Hews and Qutreach
- Press Room | Stories
- In Your Community

4

U.S. Attorney’s Office Northern District of Georgia
March 24, 2015 . o

About Us

ATLANTA—Eric Campbell has been sentenced to four years, nine months in prison for operating a ) Our F'eﬁ-?plel 8' Capabilities
multi-million dollar surety bond fraud scheme which caused not only financial losses, but also ~Whative I|1ve§t|gate
created delays in construction projects across the country and compromised bids resulting in some E}J;i: T{:;EP' ps
contracts being awarded to unqualified construction companies. o :

“This defendant lied to building contractors and government agencies about his qualifications to Wanted by the FBI - Atlanta
issue surety bonds. When his fraud was uncovered and a new valid surety bond had to be found, FEl Jobs

the construction bidding process was compromised for various projects across the country. There

were construction delays, and the construction firms that unwittingly purchased fraudulent

surety bonds from the defendant lost hundreds of thousands of dollars in premiums they had paid,”

said Acting U.S. Attorney John Horn.

J. Britt Johnson, Special Agent in Charge, FBI Atlanta Field Office, stated: “The level of fraud seen
in this case was costly in many ways to those deing business with Mr. Campbell. It is hoped that the
sentencing of Mr. Campbell will send a clear message to others that these types of criminal schemes
o defraud are destined to fail and those invelved will be held accountable.”
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Index of Programs & Services

Links for Government
Agencies and Financial A
Institutions

Updated July 1, 2016

Links for Individuals

ACCREDITED SURETY AND CASUALTY COMPANY, INC. (NAIC #26379)

Navigating Our Site BUSINESS ADDRESS: PO Box 140855, Orlando, FL 32814 - 0855. PHONE: (407) 629-2131.
UNDERWRITING LIMITATION b/: $2,164,000. SURETY LICENSES c.fi: AK, AZ, AR, CA, CO, CT, DE, DC, FL,
Regulations and Guidance GA, HI, ID, IL, IN, IA, KS, KY, LA, ME, MD, MA, MI, MN, MS, MO, MT, NE, NV, NH, NJ, NM, NY, NC, ND, OH,

OK, OR, PA, RI, SC, SD, TN, TX, UT, VT, VA, WA, WV, WI, WY. INCORPORATED IN: Florida.

Sursty Bonds ACE American Insurance Company (NAIC #22667)

BUSIMNESS ADDRESS: 436 Walnut Street P.O. Box 1000, Philadelphia, PA 19106. PHOME: (215) 640-1000.
UNDERWRITIMNG LIMITATION b/: $257,882,000. SURETY LICENSES c.fi: AL, AK, AZ, AR, CA, CO, CT, DE,
DC, FL, GA, HI, ID, IL, IN, 1A, KS, KY, LA, ME, MD, MA, MI, MN, MS, MO, MT, NE, NV, NH, NJ_, NM, NY, NC,
ND, OH, OK, OR, PA, PR, RI, SC, SD, TN, TX, UT, VT, VA, VI, WA, WV, WI, WY, INCORPORATED IN:
Pennsylvania.

ACE Property and Casualty Insurance Company (NAIC #20699)

BUSINESS ADDRESS: 436 WALNUT STREET, F.O. Box 1000, Philadelphia, PA 19106. PHONE: {215)
640-1000. UNDERWRITING LIMITATION bf: $199,590,000. SURETY LICENSES c,fi: AL, AK, AZ, AR, CA, COQ,
CT, DE, DC, FL, GA, HI, ID, IL, IM, 1A, KS, KY, LA, ME, MD, MA, MI, MN, MS, MO, MT, NE, NV, NH, NJ, NM,
NY, NC, ND, OH, OK, OR, PA, PR, Rl, SC, SD, TN, TX, UT, VT, VA, WA WY, WI, WY. INCORPORATED IM:
Pannsylvania.

¥ Certified Companies
ACSTAR INSURANCE COMPANY (NAIC #22950)
BUSINESS ADDRESS: 30 SOUTH ROAD, FARMINGTON, CT 06032. PHONE: (860) 415-8400.
UNDERWRITING LIMITATION b $2,634,000. SURETY LICENSES & f: AL, AK, A7, AR, CA, CO, CT, DE, DC,
FL, GA, HI, ID, IL, IN, 14, KS, KY, LA, ME, MD, MA, MI, MN, MS, MO, MT, NE, NV, NH, NJ, NM, NY, NC, ND,

_ OH, OK, OR, PA, PR, RI, SC, SD, TN, TX, UT, VT, VA, WA, WV, W1, WY. INCORPORATED IN: lllinois.

Aegis Security Insurance Company (NAIC #33898)
BUSIMNESS ADDRESS: P.O. Box 3153, Harrisburg, PA 17105, PHOME: (717) 6857-9671. UNDERWRITING
LIMITATION b/: $5,644,000. SURETY LICENSES c.fi: AL, AK, AZ, AR, CA, CO, CT, DE, DC, FL, GA, HI, ID, IL,
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Notice to Owner or Preliminary Notice?
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JANUARY 3, 2016

ViIA CERTIFIED MAIL
DEBTOR CONSTRUCTION
35T SOUTH RIVE
CLEVELANDY, OH 44143

Re: JERRY'S BIG DUILDMMNG
123 MAIN ST
CHICAG, 11 6004

Diear Sir oo blabom

INVENTORY MANUFACTURERS DBA THE CONSTRUCTION has or will bo Rarniihing &
you MATERIALS AND LABOR (STUFF, SUPPLIES AND THINGAMAJIGS] for the sbove
projecl. The porpese of fis lefer & mot i svy way inkended &0 be & reflecion oo your
vahtverr b Bl b imemded mevely o profeol b Aghin of [NVENTORY
MANUFACTURERS DRA THE COMSTRUCTION PEOPLE, under spplicable lien, bosd or
other laws. W roquest tha you please provide o copy of iy paymest bonds for this progect wo:

A Bob Joses
P, 0. Box 24101
Clevelamd, OH 44124

B ks reguemed that tmely paymcst be made | acoondesce with ithe terms of INVENTORY
MANUFACTURERS DA THE CONSTRUCTION PEOPLE's ioles(s)l la B ovet (he
mvwoicrs are 0ol paid in actondance with the lerms, INVENTORY MANUFACTURERS DBA
THE COMSTEUCTION FEOPLE reserves | nighis snder ike v harta s Lacm Lo, sny paymenl
b, and any otbeer pomible remodie .

Showld you have any quostions rogarding thin notice, please contact ME. JANE SMITH & the
adidrrss limind holow.

C—
Dok fomsas

Bob Rones, /o byonesgnescrediloom) Agent for
PNVENTORY MANUFACTURERS DBA THE CONSTRUCTION PEOPLE
PO BOX 24101

CLEVELANID, O 44124
Comaciz M5, JANE SMITH m (4805 481 - 366
Referensce & L1%6140 S0 23544
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Preliminary Notice

Notice given to various parties on the
ladder of supply

Prerequisite to filing a lien claim

Typically required to be served 20 days
after first furnishing or greater
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Reasons to Serve Notices

Notices initiate compliance with state lien
laws and preserve your right to lien if
needed.

Notices identify you to the owner of the
property, who wants to ensure you receive
payment.

Notices make you a priority for payment
from your customers.
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Justifying the Credit

Building / Land

General
Contractor

Sub Sub
Contractor Contractor Contractor

Material Service Material

Supplier Provider Distributor

Claims filed below this line may be questionable.
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Bond Claim Filing Process: Three Steps

/\_ c 4 ,
Copy of Bond Bond Claim Suit
Immediately 90 days from last furnishing One year from lien filing

Above deadlines are examples
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Payment Bonds:
Considerations

* Rules of the game. Get a copy up front.

 Bonding companies are in the business of
collecting premiums not paying claims.
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AlA A312

e Most widely used form of payment bond

 Paragraph six outlines response time frames for sureties
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AlA A312

e  Surety must respond within 45 days after receipt of claim

e State the amounts disputed
e The basis for challenging any amounts disputed
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O,

Payment Bonds:
Considerations

* Rules of the game. Get a copy up front.

 Bonding companies are in the business of
collecting premiums not paying claims.

e Sue me, sue you.
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Bond Claim Filing Process: Three Steps

/\_ c 4 ,
Copy of Bond Bond Claim Suit
Immediately 90 days from last furnishing One year from lien filing

Above deadlines are examples
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Claims

 Undisputed  Disputed
e Dealings seem forthright e Stagnant

30% 70%
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O,

Payment Bonds:
Considerations

Rules of the game. Get a copy up front.

Bonding companies are in the business of collecting
premiums not paying claims.

Sue me, sue you.
Good GC/Good Bond — Bad GC/Bad Bond

Be careful who you trust.
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Construction Credit

Construction Credit

Private Public
Construction Construction
LIENS Owner BONDS Owner
O Corporation O Federal
O Partnership O State
O Individual O Municipal
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Miller Act: Federal Projects

In the U.S., the law requiring contract surety bonds
on federal construction projects is known as the
Miller Act (193b).

Requires contractor to post two bonds
 Performance Bond
 Labour and Material Payment Bond

Surety company issuing these bonds must be
listed as a qualified surety on the Treasury list,
issued by the U.S. Dept. of the Treasury
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Miller Act: Federal Projects

Before a contract exceeding $150,000 for the
construction, alteration or repair of any building or
public work of the U.S. is awarded to any person,
that person provides:

Performance Bond

Protection for labor and material suppliers
Normally equal to contract price
Contracting officer may set amount lower

Amount can’t be less than performance bond
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Miller Act: Federal Projects

Serve the Miller Act Bond Claim Notice upon the
general contractor within 90 days after last
furnishing materials or services.

Last furnishing

“Substantial” completion

Small additional shipments, replacement and
repairs do not extend the 90-day notice period

This Photo by Unknown Author is licensed under CC BY-NC-ND
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Miller Act: Federal Projects

Requirements

File suit to enforce the Miller Act Bond Claim
in the U.S. District Court after 90 days from
last furnishing materials or services, but
within one year of last furnishing materials or
services

This Photo by Unknown Author is licensed under CC BY
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Construction Credit

Bonds may be available on private jobs also

Construction Credit

( ) (
Private Public
Construction Construction
LIENS Owner BONDS Owner
O Corporation O Federal
O Partnership O State
O Individual O Municipal
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States That Have Bond Claim Statutes on Private Projects

© NCS Credit | 800-826-5256 | NCScredit.com » Page | 53



Public Improvement Liens / Stop Notices

Construction Credit

J
N

Private Public
Construction Construction

Bond Claims

Public Improvement Liens
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Public Improvement Liens / Stop Notices

Construction Credit

J
N

Private Public
Construction Construction

Bond Claims

Stop Notice
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Public Improvement Liens
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Mechanic’s Lien Process

Building / Land

Owner

. General
Tler 1 Contractor

. Sub Sub
Tler 2 Contractor

Tier 3

Sub
Contractor

Claims filed below this line may be questionable.
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Bond Claims vs. Public Improvement Liens

e Availability: About 20% of
states; 30% of provinces

» Stronger at second step: “Lien”
stage

e Shuts off funds

Bond Claims

2022 2023

* Availability: Many public jobs,
some private

e Stronger at third step: Lawsuit

* [nitiate suit against surety

Public Improvement Liens

Which should you use?
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Recap of Protections Discussed

Mechanic’s Lien

Lien on property
e Building
e Land

Bond Claim
Lien on insurance policy or guarantee
* Bond company

Public Improvement Lien
@ Lien on unpaid funds
e Unpaid funds
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Review of Topics Covered

Justifying some of the credit lines required for construction
projects is not easy.

Bond claim statutes have been put in place to assist credit
Y professionals in these instances.

° Use of these tools is imperative to protecting profits in the
construction industry.

Knowledge of the applicable statutes is critical to protect your
rights.
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for
your time!

www.ncscredit.com

jbailey@ncscredit.com

800-826-5256 ext. 177



http://www.ncscredit.com/

Education & Resources

Don’t miss our upcoming webinars! View
the schedule at:

www.ncscredit.com/education

NCS webinars are available OnDemand.
Contact us to learn more.

View NCS Extra Credit videos on our
YouTube channel:
http://www.youtube.com/user/NCSCredit

Follow us on Facebook, Twitter, YouTube,
LinkedIn, and Instagram
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