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INSURANCE 

ing relationship has been established. 
2) Provide the surety company with all 
data relevant to the surety's underwrit-
ing procedures, and make sure that the 
information is provided on a timely basis, 
is complete, and is totally accurate. It is 
both unfortunate and unnecessary that 
decisions as to surety lines of credit and 
simple contract approvals may ultimately 
be based (and in most cases this would 
mean a declination) on incorrect and/or 
untimely information. This is especially 
true on initial submissions to a surety, i.e. 
if the surety company representative re-
ceives a complete submission, which 
would include all applicable data, (e.g. 
last 4-5 years corporate fiscal year-end 
data, current corporate statement, web 
page information, bank letters of refer-
ence, background resumes on key per-
sonnel, copies of continuation agree-
ments, insurance certificates outlining 
coverage, personal financial statements 
on privately held entities, tax returns, job 

Further, after a certain amount of at- schedules, etc.) which is properly docu-
trition within the industry (the demise of mented, the underwriter will be more in-
Atlantic Mutual and Kemper, the merger dined to provide a thorough review as 
of St. Paul and Travelers, etc.) there ap- opposed to one that does not adhere to 
pears to be a growing confidence and these preconditions. 
settling within the surety market- 3) The surety agent should know the 
place. Thus, surety companies are look- marketplace: when reviewing a prospec-
ing for new business within both the con- five contractor's financial files (even for 
tract and commercial marketplace. 	 the first time), he/she should immediate-

There are several keys, however, in- ly be able to ascertain which market(s) 
sofar as establishing a relationship with would be most responsive, either from a 
the surety is concerned. The contractor's capacity or specialty perspective. 
surety agent/broker has a responsibility 4) Once a surety account is placed, the 
to represent his/her contractor client on surety agent should similarly make certain 
a level of professionalism that should that a commitment is provided by a back-
never be compromised not taken for up surety in the event that the first line 
granted. Some of the important aspects surety withdraws for whatever reason. 
of forging long-term and productive re- 5) Make certain the contractor chooses a 
lationships are as follows: CPA and attorney for the same reason the 
1) Make certain the contractor has the surety agent was chosen: knowledge of 
opportunity to visit with the surety corn- and expertise in the construction industry. 
pany representatives on a regular basis - 6) Lastly, be attentive to the contractor/ 
not just the local branch managers/VPs, client. This is probably the easiest, but 
but the home office personnel as well. By nonetheless the one element that is most 
regular basis - this means at least 2-3 readily disregarded. By understanding 
times per year with the local representa- your client's goals and overall business 
tive, and once a year with the home philosophy, the agent/broker is more ad-
office. The more the surety knows of the ept at accurately representing the client's 
contractor's business, including work actual needs to the surety. 
ethics, long-term goals, and other perti- Again, as surety bonds provide the 
vent information, the more responsive lifeblood for a large percentage of con-
the surety can be. This is probably the tractors, especially those that operate in 
most important aspect of the surety the public spectrum, the necessity for es-
com pany/contractor relationship.	 tablishing a strong relationship between 

For example when a contractor the contractor and surety is paramount, 
wants to stretch or increase the program and it begins with the surety agent's 
that has been provided, or in the event of knowledge of the industry, markets, and 
a losing year, the surety becomes much construction. 
more amenable to increases or perpetu- 	 Robert M. Overbey, Jr. of BondPro Inc. can be 

sting the program if a positive and ongo-	 reached at 713 .355-1000 or robert@bondaro- 

inc.com . 

ACCOUNTING 
Are you ready for 
Texas new business tax? 
by David Evans 

The new Texas Margin tax law signed on May 19 (re-
placing the current franchise tax) is among the most 

sweeping tax law changes Texas businesses and resi-
dents have ever seen. The law will take effect beginning in tax year 2007 and returns 
will first be filed based on the new law in May 2008. 

Three broad areas of change made 	 The resulting number is taxed at 1 
by the new law will affect nearly all Tex-	 percent or in the case of retail or whole-
ans in one way or another. First, reduc- 	 sale trade, Y2 percent. There are excep-
tions of the tax burden on property 	 tions from taxation for businesses with 
owners, second is tax increases on many 	 less than 5300,000 in total annual reve-
business entities operating in Texas and

	 nue and entities organized as general 
third, a shift in the focus of how tax is partnerships with only natural persons 
calculated toward business revenues as partners or sole proprietorships. As 
rather than net assets or earned sur-  you may have begun to see this law will 
plus.	 be much more complex than the previ-

ous law and will require more planning 
We will leave the constitutionality with your firm's attorneys, CPAs and ad-

discussions and debates regarding the	 visors to minimize taxes. 
new law and whether parts of it are an 
unconstitutional income tax to another 	 There are also specific requirements 
time and place. Instead we will discuss regarding combined filings with affili-
some of the practical implications for ated businesses under common owner-
Texas businesses and property owners. ship and engaged in a unitary business. 
In short, homeowners and other prop-  Many other states have adopted the 
erty owners will see tax relief and busi- 	 unitary business concept and applica-
nesses will generally pay a much larger	 tion of it can become significantly sub-




share of the state's tax burden. More- jective. Not surprisingly there will be 
over, businesses will see dramatic 	 complex fact and circumstance tests as 

changes in who will bear the larger share to which entities will be included and 
of the tax burden going forward be- 	 which ones will not in joint filings. Plan-
cause of the legal structure of the entity 	 ning will be required for owners of mul-
and the industry the business operates 	 tiple businesses to minimize the total 
in.	 tax they pay. 

Many business types and entities 	 It has yet to be sorted out who all 
that have never paid a business tax in 	 the winners and losers will be especial-
Texas before will now be subject to the 	 ly in light of the likelihood of court chal-
tax. Professionals such as lawyers, CPAs,	 lenges, interpretations of the law, and 
physicians, architects, etc will now likely legislative fixes in future sessions of the 
be paying the tax. Property rich compa- state legislature for omissions or chang-
nies may see a tax reduction. The old es for unintended consequences. For 
franchise tax law taxed the greater of a now, you have the remainder of this 
certain percentage of net assets or year to meet with your advisors and 
earned surplus (similar to an income tax) 	 plan your strategy to minimize taxes

each year. The new approach is dramat- starting with 2007. 
ically different and taxes a newly defined 
margin. The statutorily defined "mar-	 David Evans is a CPA and financial 
gin" is not net income but does begin 	 advisor with E Financial Group. 
with a gross revenue number that is re-	 He can be reached at 281-491-5100 or 
duced by one of three deductions.	 david@efinancialgroup.com . 

A business may deduct the greater 
of:

1) 30 percent of revenues 
2)Compensation 
3)Cost of Goods Sold

Surety industry moving forward 
by Robert M. Overbey, Jr. 

I n general, the surety industry has rebounded from issues that had plagued numer- 
ous surety companies since 2000. The issues are well-known and are mentioned as 

follows for documentation purposes: 
B Enron, K-Mart, and large construc-
tion losses throughout the U.S. resulted 
in reserves for surety losses exceeding 
52.2 billion in 2001 and 2002. The loss 
ratio for the surety industry during this 
time was in excess of 79.2%. 
B	 Due to losses, primary re-insurers 
were reduced by more than half. 

Sarbanes-Oxley restrictions have 
been implemented, and repercussions 
are now nominal as any perceived con-
straints are merely a way of doing busi-
ness in the new millennium. 
B As a result of these losses, the surety 
industry is somewhat averse to certain 
risks, including 1) financial guarantee 
bonds (without collateral); 2) start up con-
struction operations; 3) some types of spe-
cialty contractors; 4) international risks. 
It Conversely, the surety companies 
have, overall, realized a profit over the 
last 2 years, with loss ratios on the de-
cline.
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