Contract Bonds

Contract bonds are those that guarantee the performance of a contract. The contract may be for the construction of a school building; or a road; to supply food to the county jail; or gasoline to the highway department.

Contract bonds are among the most hazardous of all bonding. Basic to the risk is that the principal will stay in business. Once the bond is signed, the bonding company has little or no escape. Even the banker who lends his money to the contractor has no comparable risk. If he calls his loan and gets his money, he is free and clear. The bonding company must remain to see to it that the terms of contract are carried out and that his debts are paid.

Construction Contract Bonds

Bonds guaranteeing contracts for the construction of buildings, roads, and sewers. The demand comes largely from Governmental and other public bodies, which are required by law to award contracts for public work to the lowest responsible bidder.

It is customary for the owner or the public body to require all contractors wanting to bid on a project to furnish a bid bond guaranteeing that he will accept the contract at the price and according to the conditions required. The bid bond ensures that the contractor can "make bond" with a qualified surety.

Performance Bonds

The Contract bond is quite as simple an instrument as is any other Surety bond. The obligation is merely that the contractor will do the job in accordance with the contract, plans, and specifications, which are made part of the bond. Hence, the bond covers whatever the contract covers.

Sometimes the bond is for the benefit of the obligee or owner only. Usually, when covering public work, it is also for the benefit of any material house and workman having anything to do with the carrying forward of work. This means that, if the contractor does not pay his material bills, the material supply house has a direct claim against the bond. This holds true also for the laborer or sub-contractor who has not been paid for his work.

Payment Bonds

While the Performance bond guarantees the owner that his contract will be performed according to its terms, and that the completed building will be turned over to him free and clear of liens for unpaid bills, the Performance bond does not directly guarantee that the laborer who did the work or the materials company which furnished the materials will be paid.

If such people failed to file liens, or failed to comply strictly with the statues relating to the filing of claim against bonded public work, they had little benefit from a Surety bond. Therefore, many public bodies amended their bonds to require that the Suretyship would be also "for the benefit of any laborer or materialsman" who had furthered the bonded contract.

Bid Bond

Practically all-public work today is awarded to the lowest responsible bidder. Each bidder is required to guarantee that his bid is bona fide by posting an Indemnity bond, which is forfeited if the contractor fails to enter into the contract if awarded to him.

The bid bond involves exactly the same underwriting, as does the Contract bond itself. In fact, the Contract bond can be underwritten more precisely, because the adequacy of the contractor’s price can be determined by comparing it with the bids submitted by the other bidders. The same form of application is used for a Bid bond as for the Construction bond, and the same information must be given.

