
Secure Your Receivables
Unique Tools for Construction Credit



Scarcity of Resources



Unique Credit Decisions 





Extending Credit
Construction Challenges

• Financial information difficult to verify

• Transient business

• Lease in lieu of purchasing assets

• Financially undisciplined industry

• Pay when paid environment



Selling to contractors 
can be risky!  

How can you improve your odds 
when selling to contractors?



How can you improve your odds 
when selling to contractors?

Maintain your right 
to file a lien in the future.

Keep your options open.



Before mechanic’s lien laws,
contractors, materials suppliers
and service providers had no
recourse against the property
owner in the event of non-
payment.

History Break 



The Property is the Asset

Owner Occupied

Residential

Leased/Tenant
Bonded

Public Private

Condo

Commercial

Subdivision

Federal

State/Highway

Lender Financed



Lien Rights are Defined by State Law

While, each state is different, 
there are fundamentals that relate to all states.

Now for the FUN STUFF!



State and Federal Statutes
Case Law  

• Who has the right to lien
• Notice Formats 
• Required Language
• Parties to Notice 
• Delivery Requirements
• Deadlines to Notice 
• Almost All are Informational
• Some Require Owner Action

Different States Different Laws



Do I have Rights?

• Furnishing must be used to improve real property. 

• Construction Chain

• Supplier to Supplier



Construction Chain



3 Step Process 

Preliminary Notice

Mechanics’ Lien

Foreclosure



• Owners do not want liens filed on their property.

• Once the owner receives a notice, then they can protect themselves. 

• Contractors and suppliers don’t want to file liens.  

• The owner is responsible for all debts related to the construction of their project.  

• You invoice a contractor to prompt payment.  

• You send a notice to the owner for the same reason.

Communication is Beneficial to All



•Valid property identification
•Real property improvement
•Project: commercial, residential or subdivision?
•Property ownership: public, private, combo?
•Owner Occupied? Condo?
•Leased property?
•Who owns the property?
•Who is contracted with the owner?
•Who is between you and the owner?
•Payment Bond? 
•Lender?

Research Considerations



How Do Notices Effect the Owner?
• Only legal effect is to secure a right to file a lien in the future. No liens are 

created from notices.

• Unlike liens, notices are not recorded and are not public information.

• Notices do not appear on credit reports. 

• Owners are made aware of potential lien claimants and can monitor 
payments to prevent liens.

• Prompt Payment



Job Information Sheet



Access to credible and timely job information is 
essential to how much you get paid and how quickly 

you are paid.  

If you are not being paid by the sub, call the GC, the 
owner, the bank.  This can dramatically impact your 

DSO.

Get Paid



Be Prepared
to 

Answer 
Your 

Customers’ Questions



• They think you have filed a lien.

• They don’t want the owner and GC to know they haven’t paid you.

• They are mad because now they know they have to pay you,    
and pay you timely.

Why Your Customers May React 
When They Receive a Notice



3 Step Process 

Preliminary Notice

Mechanics’ Lien

Foreclosure



A Mechanics’ Lien is Filed on Private Property

A Bond Claim is Used for Public Property

Private
Banks
Hotels

Big Box Retail
Manufacturing

Public
County
City

Municipality
Federal 

Post Preliminary Notice Options



A mechanic’s lien is a legal process which seeks to guarantee
payment for contracted services rendered on an improved piece of
property. Depending on the laws of a particular state, contractors,
subcontractors and suppliers can file a mechanic's lien within a
certain amount of time after the work has been completed and
payment has not been received. Amechanic's lien extends to both
the structure and the land beneath it. Until the debt is paid, the
landownerdoesnot ownacleartitle.

What is a Mechanics Lien?  Legal Definition



If you follow the rules you have the right. 
Consent is not required from

your customer, the owner, the bank, etc.

A Legal Right



Know Your Lien Deadline Date

Use Your Lien Rights to Leverage Your 
Collection Efforts

Important! 



After you have filed your lien is the best time 
to increase your collection efforts



The window of time between filing the mechanics lien and 
perfection is typically dead. Now that the mechanics lien is 
filed, legally you can make contact with all the legal parties 

involved (not just your customer) to secure payment. 



3 Step Process 

Preliminary Notice

Payment Bond Claim

Foreclosure



Property Owned by the Public

County
Schools

City
Municipality

Federal Government
Military Bases

Army Corps of Engineers



The Payment Bond is purchased by the General Contractor froman insurance
company or a “surety”. If a subcontractor or supplier isnot paid, those parties
maymakeaclaimagainst thebondtosecurepayment.

The property owner is protected. A private owner can require their General
Contractortopurchaseabondaswell.

Unlike typical “insurance” the surety will seek repayment from the General
Contractor.

Payment Bond is the Asset



ThePerformanceBondsecuresthecontractor'spromisetoperformthecontract
inaccordancewithitstermsandconditions, at theagreeduponprice, andwithin
thetimeallowed.
The Payment Bond protects certain laborers, material suppliers and
subcontractors against nonpayment. Since mechanic's liens cannot be placed
against public property, the payment bond may be the only protection these
claimantshaveif theyarenot paidforthegoodsandservicestheyprovidetothe
project.

Performance vs. Payment Bonds



The Miller Act 
In the United States, the lawrequiring contract surety bondson federal construction projects is
knownastheMillerAct (40U.S.C. Section3131 to3134). Thislawrequiresacontractoronafederal
project to post two bonds: a performance bond and a labor and material payment bond. A
corporatesuretycompanyissuingthesebondsmust belistedasaqualifiedsuretyontheTreasury
List whichtheU.S.Department of theTreasuryissueseachyear.



The Miller Act provides that, before a contract that exceeds $100,000 in amount for the construction,
alteration, orrepairof anybuildingorpublicworkof theUnitedStatesisawardedtoanyperson, that person
shall furnishthefederal governmentwiththefollowing:

Aperformancebondinanamount that thecontractingofficerregardsasadequatefor theprotectionof the
federalgovernment.

Aseparatepayment bondfor theprotectionof suppliersof laborandmaterials. Theamount of thepayment
bondshall beequal tothetotal amount payableby thetermsof thecontract unlessthecontractingofficer
awardingthecontract makesawrittendeterminationsupportedbyspecificfindingsthat apayment bondin
that amount is impractical, inwhichcasetheamount of thepayment bondshall beset by thecontracting
officer. Theamount of thepayment bondshall notbelessthantheamount of theperformancebond.

MILLER ACT 



•Obtaining credible job information is essential to being able to manage the 
mechanic’s lien process.

•Sending notices is often the only step you have to take.

•File liens on private projects and file bond claims on Public and Federal projects.

•Use the credit tools at your disposal.

SUMMARY



3 Step Process 

Preliminary Notice

Mechanics’ Lien

Foreclosure



• Lien & Bond: Lawsuit Required, Attorney Required

• Of the three steps, foreclosure is used the least.  

• For 95 % of jobs, sending the notice is the only step required. 

• For 3 % of jobs, filing a lien (or the threat of filing a lien) is required.

• Less than 1 % of jobs may require litigation.  Foreclosure is the LAST 
resort.  Often, a settlement can be reached.

Foreclosure



CALIFORNIA
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The California Preliminary Notice must be sent within 20-days of first
supplying labor or materials to the job site. However, California does allow
forlatenotices.

Alate notice will relate back 20 days fromthe notice date and cover the
durationof thejob.

THE MATERIAL SUPPLIER MUST NOTICE:
• Owner
• Prime Contractor
• Lender (if any) 
• Surety (for bond claim)

CALIFORNIAPRELIMINARY NOTICE REQUIRMENTS
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SAMPLE OF CRF SOLUTIONS’ CALIFORNIA 
PRELIMINARY NOTICE
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CALIFORNIA WAIVERS

California  does have statutorily mandated lien waiver forms.   If 
someone asks you to use a waiver form that is not one of the statutory  
forms, the waiver will be invalid.   

What is a waiver?

In the Mechanics Lien Process, a waiver is a document from a Contractor, Sub-Contractor, Material 
Supplier, or other party to the construction  project that states they have received payment and will 
waive any lien rights to the property.    In California, there are four types of waivers.

• Conditional Progress 
• Unconditional  Progress
• Conditional Final
• Unconditional Final
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Conditional Waiver and Release on Progress Payment

A conditional  waiver on a 
progress payment will waive rights 
based on the “condition” you are 
paid.  
It is  usually for a partial  payment 
made through a specific date.   
The waiver is given based on the 
understanding that a payment will 
be made or that the check will be 
property endorsed from the bank. 

CALIFORNIA 
WAIVERS
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CALIFORNIA 
WAIVERS

NOTE:    Always know 
what kind of waiver you 

are sending and why.   Do 
not use an unconditional 

waiver if you have not 
been paid. 

Unconditional Waiver and Release on Progress 
Payment

An unconditional  waiver on a 
progress payment will  waive 

rights completely  for the 
expected payment through a 

specific date.    
If your customer does not pay 
you, or the check is returned 
from your bank, you will not 

have lien rights for the 
amount of the waiver.  
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Conditional Waiver and Release  on Final 
Payment

A conditional waiver on final 
payment will waive rights based 
on the “condition” you have been 
paid in full for all shipments for 
this job.  
It is  used when final payment is to 
be made. 

CALIFORNIA 
WAIVERS
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Unconditional Waiver and Release on Final 
Payment

An unconditional Final Waiver will 
waive rights completely.   Do not 
use an Unconditional Final Waiver 
if you have not been paid in full.   
If your customers check is 
returned as NSF, you will  have 
waived your rights and will not 
have lien rights for this job.  Only 
use an Unconditional Final Waiver 
if you have been paid in full and 
the funds have cleared your bank.  

NOTE:    Always know what 
kind of waiver you are 
sending and why.   Do not use 
an unconditional waiver if you 
have not been paid

CALIFORNIA 
WAIVERS
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Notice Waivers

• Limit those who sign off on lien waivers to ones who understand the process. 
The waiver has power! 

• Manage the paper flow.

• Have a standard lien waiver form.

• Make sure the funds have cleared the bank before signing a lien waiver, 
especially when waiving lien rights on large dollars.



Mechanics Lien

What is the deadline to file a Mechanics Lien in California? 

• A material supplier must wait to record a lien until after they are done providing 
materials to the job site.   

• A material supplier has up to 90 days after the completion of the work or 
improvement of the property  to  record the lien. If the owner records a Notice of 
Completion or Cessation, the material supplier has 30 days to record the lien.  

• If a material supplier sends a preliminary notice, the owner must provide the 
supplier with a copy of the Notice of Completion or Cessation (10 days). If not, the 
time frame is not shortened. 8190

• Once the lien has been recorded, the material supplier has 90 days to “perfect” or 
“foreclose” on said lien.   
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Stop Payment Notices

There are other options a material supplier has in California to help expedite payment.

Stop Payment Notice  - Private or Public 

A Stop Payment Notice will prevent the property owner from disbursing funds to the direct contractor. It 
will require the Property Owner to withhold the disputed funds from the Direct Contractor until  the 
dispute is resolved or waived. 
A Private Stop Payment Notice must be bonded.   This must be sent to the lender of the job, as well  as to 
the director contractor.    If the Private Stop  Payment Notice is not bonded, the lender is not obligated to 
withhold funds.  
A Public Stop Payment Notice is sent to the public entity and the director contractor.    It is not required 
to be bonded.   

You must serve the Stop Payment Notice before the earlier of: (1) 90 days from completion of 
the “work of improvement”; or (2) within no later than 30 days after the Property Owner 
records a Notice of Completion or a Notice of Cessation. 
However, since the Stop Payment Notice is only effective if the Property Owner is still in 
possession of construction funds, you should consider serving the Stop Payment Notice as 
soon as you anticipate a payment dispute over materials already provided to the Property.
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Public Property vs. Private Property

Private Funds on Public Improvement: 

California Paving and Grading Co. v. General Insurance Company

It held that the Mechanics’ Lien Law defines a “public work” as “any 

work of improvement contracted for by a public entity.”

Stop Payment Notice, Bonded Stop Payment Notice

Payment Bond



Reputed Owner

Did the claimant make a reasonable inquiry into the owner’s identity. Did the 
claimant reasonably research the ownership of the property.

The court in Brown Co. v. Appellate Department defined term: “reputed owner” …
is a person or entity reasonably and in good faith believed to be the owner by 
those involved with the work of improvement including the general contractor 
and those furnishing labor, service, equipment or material to be used in the work 
of improvement.



Notice of Completion

Private CA Civil Code 8190

Owner must give  anyone who sent preliminary notice a copy of NOC within 
10 days of the date of the notice.  If they fail to do so the time frame is not 
shortened.

Public Jobs have no such protection

Grantee-Grantor Index – How to determine which project?

Bottom line, don’t wait for project completion. 



2013 California Lien Law Changes

Must serve lender, regardless of your standing in the construction chain

Owners must now provide all entities who served it with a preliminary notice 
with the name and address of any construction lender who issued a post-
commencement construction loan to the project.

Mailing proof of preliminary notice now includes Documentation provided by the 
USPS showing that payment was made to mail the notice using registered or 
certified mail or express mail. 



2013 California Lien Law Changes

The term “stop notice” has been replaced with “stop payment notice.”

The term “original contractor” has been replaced with “direct contractor.”

The term “materialman” has been replaced with “material supplier.”



CA Preliminary Notice –Estimated Balance

CA law requires an estimated balance on preliminary notice

It doesn’t need to be exact or even close to actual final balance

Amended Notices not required and open up possibility of changing the date of 

your first notice. 

You need a reasonable methodology for arriving at the estimated balance, using 

information available at the time the notice was sent. 



CA –Owner/Tenant Issues
Notice of Non-Responsibility

Participating Owner Doctrine invalidates Notice of Non-Responsibility

Mandatory Improvements – Active Role in Improvements

Always Notice Owner 

In Young Kim v. JF Enterprises et al., the California Court of Appeals for the 2nd Appellate District -
mechanics lien claim against a property based upon work furnished to a tenant, and not the 
property owner. The court declared the mechanics lien invalid because preliminary notice was 
never sent to the owner. The fact that the claimant contracted with the tenant was irrelevant 
because the tenant was not the “owner.”





Donna-Michele Dorado
CRF Solutions
805-823-8066

ddorado@crfsolutions.com

Visit our website at crfsolutions.com

mailto:ddorado@crfsolutions.com
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