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Executive Summary

Surety underwriters, bonding companies, and project owners evaluate construction firms against a
well-established framework of financial and operational risk indicators. According to the Surety Information Office
— the industry's primary research body on contractor bonding — six specific warning signs predict a construction
company's trajectory toward financial failure, project abandonment, or bond claim. This brief presents those six
indicators alongside Ducere Construction Services, Inc.'s own underwriting-informed practices, providing owners
and developers with a plain-language tool for evaluating any contractor they engage.

Why Construction Financial Management Is Different

Three structural realities make contractor financial failure uniquely dangerous for project owners:
Project-Based Revenue. Income is tied entirely to contract execution. A slow pipeline, delayed draw, or
disputed change order can eliminate cash flow overnight.

Front-Loaded Cost Structure. Labor, materials, equipment, and subcontractor mobilization must be paid
before draws are received. A contractor with poor working capital burns through reserves before the first
payment arrives.

Cross-Project Contamination. Losses on one project are routinely covered by margins from another. A
contractor losing money on a large job drains profit from every other active contract — including yours.

The Six Warning Signs: Surety Information Office Framework




The following six indicators are drawn from the Surety Information Office's published research on contractor
failure patterns. Each is paired with what it means in practice and how Ducere Construction applies the standard
internally.

1. Rapid Growth Without Capital Backing

A company that takes on significantly more work than it has historically managed — without proportional working
capital, bonding capacity, or field supervision — is overextended. Revenue growth is not a proxy for financial
health.

Ducere's Practice: Project volume is evaluated against available working capital and field capacity before any new
commitment is made.

2. Declining Profit Margins Across Consecutive Jobs

When job cost reports consistently show actual costs exceeding estimated costs, margin erosion is underway.
This often surfaces as 'we'll make it up on the next job' thinking — a pattern that compounds until there is no next
job capable of absorbing the loss.

Ducere's Practice: Every project is tracked against a detailed cost-to-complete estimate updated at each draw cycle.
Margin deviation triggers an internal review before the next contract is signed.

3. Overbilling / Front-Loading of Draw Schedules
A contractor drawing more money than the percentage of work completed is borrowing against future labor and
materials using the owner's funds. This is a leading indicator of a contractor who lacks working capital.

Ducere's Practice: Draw schedules are structured to match actual cost incurrence. Overbilling is not only an ethical
issue — it is a material misrepresentation to lenders and surety underwriters.

4. Failure to Pay Subcontractors and Suppliers Promptly

Lien filings, supplier credit holds, and subcontractor complaints are the earliest visible symptoms of financial
distress. By the time a mechanic's lien is recorded, the contractor has typically been mismanaging cash flow for
60 to 90 days.

Ducere's Practice: Subcontractor and supplier payment is treated as a compliance obligation, not a cash flow
management tool. Prompt payment protects the owner's title and preserves bonding capacity.

5. Loss of Key Management or Estimating Personnel

The departure of a CFO, project executive, or lead estimator without a qualified replacement is a structural risk
event. Surety underwriters re-evaluate bonding capacity when key personnel change because institutional
knowledge leaves with the individual.

Ducere's Practice: Succession planning for key project and financial roles is maintained and disclosed to surety
underwriters as part of annual bond renewals.

6. Diversion of Project Funds to Non-Project Uses

When a contractor uses draws from one project to cover overhead, payroll on another job, or personal obligations,
it constitutes commingling of funds. In Georgia, this can expose principals to personal liability and criminal
prosecution for theft by conversion, regardless of corporate structure.

Ducere's Practice: Project funds are managed on a per-job basis with dedicated cost tracking. Commingling is treated
as a zero-tolerance compliance matter.

What Owners Should Ask Before Signing a Contract




Question to Ask What the Answer Reveals

Can you provide current bonding capacity and a surety = Working capital, net worth, and surety confidence in the

letter? contractor.
What is your current backlog vs. annual revenue? Whether the contractor is overextended relative to
capacity.

Who handles job cost accounting and how often is it =~ Whether financial management is integrated into field
updated? operations.

Can you provide a current WIP (Work in Progress) Real-time picture of overbilling, underbilling, and margin
schedule? status.

What is your subcontractor payment policy? Likelihood of lien exposure on the owner's property.

Have you had judgment liens or bond claims in the last ~ Track record with surety and legal compliance history.
3 years?

The cheapest bid from a financially distressed contractor is the most expensive project you

will ever own.
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