
2



3

D
efau

lt

Todd Rowland
Regional Vice President
Zurich US Construction

Mr. Rowland is one of the presenters for Monday’s all-day seminar, “Managing Contractor De-
fault Risk.” He is the regional vice president at Zurich U.S. Construction in San Francisco. Pre-
viously, he was senior vice president of Construction Operations for Ulico Insurance Group in
Walnut Creek, California. He has 20 years of experience in the engineering and construction
industry as officer and manager, performing functions in profit center management, business
development, construction management, labor relations, and safety for large design-build and
specialty environmental contracting companies. He was a member of Benchmarking for Cost
Improvement in Environmental Operations, a U.S. Department of Energy task force; was a na-
tional management trustee of the Laborers and Employers Cooperation and Education Trust;
serves as a founding board member of the Environmental Management Employers Association;
and is former vice chairman, board member, and executive committee member of the Texas
Safety Association. Mr. Rowland attended Butte College in Durham, California, and California
State University in Chico, and completed the Bechtel Executive Plan, an intensive residential
program offered by the Stanford University Graduate School of Business.
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Notes

This file is set up for duplexed printing. Therefore, there are pages that are intentional-
ly left blank. If you print this file, we suggest that you set your printer to duplex.
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CONTRACTOR DEFAULT INSURANCE:
A BOND ALTERNATIVE

Todd Rowland
Zurich US Construction

I. What Does Default Insurance Cover?

A. Cost of completing the subcontractor's contractual obligations

B. Cost of correcting defective or nonconforming work

C. Legal costs incurred as a result of subcontractor's default

D. Costs incurred in the investigation, adjustment, and defense of disputes of qualifying
losses

E. Indirect costs associated with subcontractor default, such as liquidated damages, job ac-
celeration costs, and extended overhead (subject to a separate sublimit)

II. What Is Not Covered?

A. Misrepresentation

B. Fraud

C. Defaults occurring prior to the policy period

D. Material breach of warranty by the contractor

E. Contracts acquired from other entities

F. Nuclear reaction or radiation

G. War and other hostile actions

H. Losses arising out of the providing of professional services by the insured

Todd Rowland



6

III. How Much Does It Cost?

A. Underwriting considerations 

1. Longevity of business

2. Financial stability and profitability

3. Reputation

4. History of subcontractor default claims

B. Cost Variables

1. Minimum premium

2. Maximum premium

3. Deductible and copayment percentage

4. Actual loss experience

IV. Program Options

A. Lump sum premium 

B. Deposit premium and periodic payments

C. Interest-bearing plan

D. Single loss cap on copayment amount

E. Simulated “bid bond” coverage  

V. Benefits of Contractor Default Insurance (versus bonds)

A. Opportunity to financially benefit from good prequalification and management of sub-
contractors.

B. Preference for dealing with their own insurer versus a defaulted subcontractor's surety

C. Provides additional incentives to select reliable subcontractors

D. No time restrictions on coverage after a project is completed

Todd Rowland
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CONTRACTOR DEFAULT INSURANCE:
A BOND ALTERNATIVE

History

• Development Began in Late 1995

• First Account Bound September 1996

• More than 40 Bound Programs

• Current Users Perform Over $12 Billion in Annual 
Construction

• Over $8 Billion in Contract Values Insured

Objectives

• Alternative to Traditional Surety

• More Control to the Project Team

• Non-Adversarial Claims Process

• Cost Effective Solution

Todd Rowland
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Principles

• Skin In The Game 
– Loss Sensitivity
– Relationship Between the Parties
– Alignment of Interests
– Control

Subguard Coverage

• Indemnification Insurance Policy
• Non-Admitted Policy
• Coverage Trigger/Default of Performance
• Follows the Contract
• Damages/Economic Loss

– Both Direct and Indirect Costs

• Covers Contracts Entered into During 
Policy Period through Completion 
and Warranty

Todd Rowland
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Subguard Coverage

• Multiple Defaults with the Same Contractor During a Policy 
Period are Aggregated

• Exclusions
– Pre-existing Defaults
– Fraud
– Breach of Warranties and Covenants

* Cease Awarding to Defaulted Contractors
* Reasonable Mitigation
* Preserve Rights of Recovery
* Retain Deductible and Co-Pay 

– Nuclear, War and Professional Services of Insured

Contractor Pre-qualification

• Performed by Customer
– Underwrites Procedures
– Makes Recommendations

• Focuses on Four Major Areas
– Experience
– Trade References
– Financial Strength
– Ownership/Management Stability

• Risk Engineering Support

Todd Rowland
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Claims

• Managed and Resolved by the Customer
• Provide a Proof of Loss

– Similar to a Contract Claim
– Documentation of Default
– Loss Summary
– Documentation Supporting Amounts Paid

• Interim Payment Percentage
• Recovery

Customers

• General Contractors
– Predominately Negotiated Work
– $100 Million in Subcontracts Annually

• Owners

• Projects

Todd Rowland
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Program Structure

• One Set of Limits
– Up to $50 Million
– Available for any Default

• Retention
– Deductible
– Co-Pay Percentage

• Deductible Aggregates
– Annual
– Multi-year

Costs

• Average Surety Costs Approximately 1% 
of Contract Values

• Subguard
– Risk Transfer

* Approximately 30 to 40% of Surety Costs
– Deductible Aggregate Rates

* Annual – 60 to 70% of  Surety Costs
* 3 Year – 40 to 50% of Surety Costs

– Savings
* 30-40% Over Surety Costs

Todd Rowland
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Typical Deductible Structure
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Typical Program Finance Structure

• $200 Million in 
Subcontracts

• $10 Average 
Bond Costs

• Risk Transfer 
Rate – $3.50

• 3 Year Aggregate 
Rate – $5.00

• Ultimate Potential Savings 
– $3.9 Million

3 Year Program Results 
($1000's)

$900

$3,000

$2,100

Program Savings
Risk Transfer
Aggregate

Todd Rowland
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Funding Retained Risk

• Finite Risk

• Tool to Manage Retention

• Multi-year Programs

• Accounting and Tax Benefits

Implementation

• Begin with a Subset of the Company
– Division, Region or Project

• Manage Changes to Procurement Process

• Internal Orientation and Training

• Information Flow
– Pre-qualification Process
– Internal and External Reports

Todd Rowland
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Summary 

• Returns Control of the Project to the Customer

• Offers a Cost Effective Alternative

• Aligns Interests

• Promotes On-Time-On-Budget Projects

Todd Rowland
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Subguardsm insurance policy application 

I. General information 

A. Name and address of applicant (include all companies to be covered): 

 

B. Telephone number:   Fax number:  

C. Date founded:   

D. State of formation:   

E. FEIN number:   

F. List of officers: 

 

G. Person to contact:  

H. Business:  corporation   partnership    limited liability   sole proprietor  other 
(specify):   

I. Brief description of operations:    

 

 

 

 

 

 

 

 

 

 
STF-GL-272-A CW (4/99) 
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Subguardsm insurance policy application 

II. Work classification 

A.   Please list the type(s) of work that you typically perform:  

 

B. Please list the type of work your firm normally subcontracts:  

 

C. Please list the geographic areas you work in:  

 

III.   Work experience 

A. Please list your annual dollar volumes for the last three years: 

Year 1998 Year 1997 Year 1996 

   

B. Has your firm or any other organization, with which the officers or partners were involved during 
the past three years, ever failed to complete any work awarded?               No              Yes 

If yes, please explain:  

C. Are there any judgments, claims, arbitration’s, proceedings, or suits pending/outstanding against 
your firm or its officers or principals?                No              Yes 

If yes, please explain:  

D. Has your firm filed any lawsuits or requested arbitration or mediation with regard to construction 
contracts within the last three years?                No              Yes 

If yes, please explain:  

E. Has any subcontractor/supplier ever defaulted in the last ten years?                No              
Yes 

If yes, please explain:  

F. What is your average job size?   

G. What is your largest job size? 

 

 

 
STF-GL-272-A CW (4/99) 
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Subguardsm insurance policy application 

H. What is your backlog: 

 As of last financial statement?   $ 

 As of today?     $ 

 As of 12 months ago?     $ 

IV. Subcontractor/Supplier mix 

A. Estimated revenue for next year:   $ 

B. Subcontracted amount (%):   __ % 

C. Bonded subcontracts (%):   __ % 

V. Subguardsm Limits that you are interested in 

A. Aggregate limit of insurance: $ 

B. Each Qualifying loss limit of insurance: $ 

C. Each Qualifying loss indirect costs sublimit of 
insurance: 

$ 

D. Non-qualifying loss limit: $ 

E. Deductible: $ 

F. Deductible aggregate: $ 

G. Co-payment percentage: % 

H. Each Qualifying loss up to: $ 

I. Advanced percentage: % 

VI. Additional information 

Please attach the following documents: 

A. Current financial statements (audited, if available) 

B. Complete list of subcontracts by subcontractor including agreement date and the subcontract 
amount for the past 12 months, 36 months if possible. 

C. Subcontractor prequalification and management procedures 

 
STF-GL-272-A CW (4/99) 
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Subguardsm insurance policy application 

VII.  Number of subcontractors and volume for past 12 months by layer 

Volume Layer* 
Lower                         Upper 

Number of  
Subcontractors in Layer 

Total Volume for  
Subcontractors in Layer 

$ 0 -         $ 20,000   
$ 20,000 -           $ 25,000   
$ 25,000 -          $ 50,000   
$ 50,000 -         $ 100,000   
$ 100,000 -         $ 150,000   
$ 150,000 -         $ 250,000   
$ 250,000 -         $ 350,000   
$ 350,000 -         $ 500,000   
$ 500,000 -         $ 750,000   
$ 750,000 -      $ 1,000,000   
$ 1,000,000 -      $ 1,250,000   
$ 1,250,000 -      $ 1,500,000   
$ 1,500,000 -      $ 2,000,000   
 $ 2,000,000 -      $ 2,500,000   
$ 2,500,000 -      $ 3,000,000   
$ 3,000,000 -      $ 4,000,000   
$ 4,000,000 -      $ 5,000,000   
$ 5,000,000 -      $ 7,500,000   
$ 7,500,000 -    $ 10,000,000   
$ 10,000,000 -    $ 20,000,000   
$ 20,000,000 -    $ 30,000,000   
$ 30,000,000 -    $ 40,000,000   
$ 40,000,000 -    $ 50,000,000   
$ 50,000,000 -   $ 60,000,000   
$ 60,000,000 -    $ 70,000,000   
$ 70,000,000 -    $ 80,000,000   
$ 80,000,000 -    $ 90,000,000   
 $ 90,000,000 -  $ 100,000,000   
*The term “Volume”(per entity) refers to the total value of ALL subcontracts for any entity over the last 12 
months.   

VIII. Top 10 Subcontractors – List your 10 largest subcontractors (by volume) 

                            Subcontractor Name                                                                         *Volume (in $) 
1. __________________________________  _________________ 
2. __________________________________  _________________ 
3. __________________________________  _________________ 
4. __________________________________  _________________ 
5. __________________________________  _________________ 
6. __________________________________  _________________ 
7. __________________________________  _________________ 
8. __________________________________  _________________ 
9. __________________________________  _________________ 

Todd Rowland
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Subguardsm insurance policy application 

IX. Subcontractor volume data supplement –electronic media 

If available, please submit individual subcontractor or subcontract volume information for past 12 
months in electronic form.   

Acceptable electronic file formats include:  Excel, Lotus 1-2-3, ASCII, Access, dBase or other 
database file types. 

Please submit this information in a simple format, eliminating all unnecessary or duplicate labels and 
headings. 

Please refer to Section X for an example of data format. 

X. Example of volume data formatting 

Below is an example of subcontractor volume information for this application given the following 
subcontract information for ABC General Contractor, Inc. 

A. Subcontract data for the past 12 months 

Subcontractor Code  Subcontractor Name         Subcontract Value 
100 Paul’s Plumbing                   $25,128   
218 Ed’s Electrical                  $156,948 
195 Cal’s Carpentry                      $3,581 
321 Sam’s Steel                  $214,963 
487 Molly’s Millwright                      $1,432 
100 Paul’s Plumbing                    $17,650 
100 Paul’s Plumbing                      $8,657 
100 Paul’s Plumbing                      $5,814 
218 Ed’s Electrical                    $75,981 
321 Sam’s Steel                  $156,847 
321 Sam’s Steel                    $10,838 
487 Molly’s Millwright                      $6,597 

 TOTAL $684,436 

B. Total volume by subcontractor 

Total subcontractor volume can be determined by adding all individual subcontracts (above) for 
each subcontractor. 

Subcontractor Code  Subcontractor Name         Subcontract Value 
100 Paul’s Plumbing                   $25,128   
195 Cal’s Carpentry                      $3,581 
218 Ed’s Electrical $57,249 
321 Sam’s Steel                  $382,648 
487 Molly’s Millwright $8,029 

 TOTAL $684,436 

C. Data format for electronic files 

Either format a. or b. is appropriate.   

a. Sequential list of either subcontract values with respective subcontractor name and 
subcontractor/ID; 

 or  

b.   Sequential list of subcontractor volume with respective subcontractor name and identifying 
code. 

STF-GL-272-A CW (4/99) 
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Subguardsm insurance policy application 

 D. Data format for application (Section VII. above) 

 Volume Layer* 
                Lower                        Upper 

Number of  
Subcontractors in Layer 

Total Volume for  
Subcontractors in Layer 

 

                       $0 -          $20,000 2                  $11,610 
              $20,000 -           $25,000 0                           $0 
              $25,000 -          $50,000 0                           $0 
              $50,000 -         $100,000 1                  $57,249 
            $100,000 -         $150,000 0                           $0 
            $150,000 -         $250,000 1                $232,929 
            $250,000 -         $350,000 0                           $0 
            $350,000 -         $500,000 1                $382,648 
            $500,000 -         $750,000 0                           $0 

*Example:  For the $0 - $20,000 subcontractor volume layer, the $11,610 in total volume includes 
$3,581 for Cal’s Carpentry and $8,029 for Molly’s Millwright. 

STF-GL-272-A CW (4/99)
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