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Chapter I
anoée of This Thesls

The purpose of this thosis is to collect all avallabdle data and
suggestions that concern the writing of contract bonds, and from this data
attempt to point out the fallacies aund wealnesses of the present system,
also keeping in mind that any system has room for improvement and through
mimotive thinking, outline any suggestions for lmprovement that seem
%0 have amy’reasonabla sriount of usefulness behing theme The present sy=
stem 18 woefully weak in some respe¢ts and it 1s certalin that any construe-
tive work along these channels will be a tremendous benefit to the publie.



Chapter IX
Chances of Bonding Irresponsible Contrastors

The presence of a bond upon & contract cannot and does not
insure the awardiné of oontracts to parties who are responsidle and
will gontimue to be so without respsct to the bonﬁ. The oauses and
reasons for default on a contract are se munsrous that an wnderwriter
would have to have superhwman knowledige and skill to foresse all of
them, Inexperience, insompetency, 6ver-expansion, labor-unions, bad
wontheor and a mltitude of other difficulties, that ocan hardly bs
forescen by tie undorwriter, may oause default. It cannot be denied
that tho surety sgents issus bonds to contrastors who later prove un-
worthy, but the praotical question is whether or not thls eacurs too
often or in %00 larme a proportion of cases and i1f sc¢ vhat are the
romedies for the situntione

Few peopla besides the uaderwritors rsalize how thoroushly
and to what extent the auplicante fer contruct bouwis ore iavestizatede
Bosides the comprehonsive form givam to the appliswat to §ill out,
the bondirg oompaniass carry on inguiries with daass, material mon, and
poople who the contractors hevo proviously worked fore At prcsont
there are credit as.ociations 1a every city erzsuized for the purpose
of supplying Just such information as may be needede In Detroit the
material men have an organizaiions to which they send all bills for
material ever thirty dgys old, and this association works hand-in=hand
with the surety oomanies in an offort to elimirate the irresponsible
ard dishonest eontrootors Cilrcumstances where tie contrastor doos Gon=

sldoradle work and applies contirously to the same agenoy for bond



Bender an elaborate investigation unnecessary at every application. 4s
8 whole, undervriters carry on extracrdinary investigations in regard to
the ebility of the contracter to eaxrry out that partisular contracts

Even with all of tho efforts m:de by the underwriters to estabe
1ish the proof of bondability, it infrequently eacurs that the agent is
wable te obtain proof of the fitness ef the contractor and he :mst write
the bonde It i8 quite evidont thot the surety companies would be widely
eondormod if thoy withheld bonds from every contrastor that could not fure
nish evidenocs berond any possible doubt as to his ablility ¢o carry out the
sontracte Tha situation is rather delicate in that certain parties chonge
the surcty co-miies with laxness yot other eontractors are contimually
beratins then for refusing to write esrtain bonds, that in the contractor's
views are meriteds T:zo best that can be dons in many cases that are neither
good nor olearly bzd, is for the underwriter obtain all of the avallable
informotion and then deoids what the wisest and faircst thing te do ise
There are no absolutely inﬁeziblo rulos thot can be held to becanse of
the varieiy of conditions under whion bonds are applied fore One coumpany
holds thnt a contraotor must hove quick assets equal to fifteen percent
of the contractgyet in one case, thoy issued a bond to a contractor oa a
$50,000 job, Mhore his assets amounted to $1600 dollars. The underwriter
mst take into comsideration the charaoter, experience, industry, obility,
finanoial resources, faoilitles and many ether factors if he ism falr te
the soveral parties affootede Sometimes the situation is si ple, while
in many oAses fairness to the controctor, eonsideration of the owner, and
the safety of his own campany requires a prolonged study and in the end
there is still some possible ohance of falluree

It 1s essential that tie surety eompany ebtoin as rmch informae

tion as 1s available and if thore were morecooperation thon is sometimes



shewn by tne other parties to the bond, conditions eould be improved a
gre~t deals For exrample, many contractors do not ald the surety writer
at 2il, and even at times try to concozl important focte from them even
though shey are reputable firms. %hoy e2ll tend tn apply to the agents
wnose companies are not so insistent upon finoncial statements and otior
similsr matterse 3Zuinoers are of ten unwilling to give out information
that would be very helpful to the underwritere Somc matorial men who have
reasons of their own for desiring a contract to gc through, will withhold
foots f'rom ths suroty compenys Sinilarly, bankers who are heavily ine
volved in contractors affalrs often desiro a contract to go through for
thoir own bon-fite ‘[They cro all morely trusting to fote in order to
mls themsclves moro money, rather tian the use of good busincss poliocicse
Luckily witu tue organization of tnese differcnt interested partles, the
situation is ropialy veconming bettore

It hordly necds saying thot an underwriter would not bond a
oantroator whom he had reason to believo irrosponsible, althouch some=
$imes an early default maikes it appear soe No compayy could long remain
solvent if they were to issue bonds to irresponsible contractorss wWhon
sontractors who arenot wortihy are bond, it is very 1irely tret the a;;ent
has been mislead by some means or othere Very likelr tic curcty eompeny
has been mislead by the financial stotement of the prinsipcle Sometimes,
as past experiensc has showny contractors, who on ths surfece szem to
be successful and even have been very suscessful, turn cut to be irres
ponsibles There is the case of a large submay ocontrastor wio had done
soms forty million dollurs worth of subwny work, and then taking some
new contracts, failed, leaving several million dollars worth of work une
finighed, In building as in any indnstry there are cycles and mony ele
porienced men get caucht with a great deal of work on their hands in a

period of rising costs. Numerous cases could be dug from the resords of



of the surety companies.

It scems as thocugh 1t would bo foolhardy to bond inexperionsed
eonirretors sinos even experlenced ren prove to be poor risks so .etimas,
but often there is no other alternctive than to bond the inoxperisnced
avplicante Some corypmies hive besn £ verely eriticiszed for giving bonds
but upon reflsetion ono can sce tiot it would never do for a ®onding come
pary to withiold all surctysiilp from inexzperienced contractors recardless
to other conditiors. If tie suroty corpanies woro to abide oy such a
narrow rule it certainly would work sz hordship upsn sontractors and alse
upon the bonoficiaries of the bonds. It often happoas that contrzotors
without e:xperience or with very iittie, mat be Loudad by so.e oms, or
the ' ork will not Be dones Just sush a condition arose in Michigzn vhen the
Croesteck administration adopted tio extemsive paviyy ecompalgne Thers was
s0 mich worx to be dme thet ther2 wsrao act enougi: cuntractors for tle
Jobes Tiils wWns espesially truc of the districts & little dlstant from the
cities wiere there ware 2 few experiouced paving counlragtorse The state
ostcblisnes a Fichway Deopartment with einert Enzineers who draw specie
ficati ne. The local contractors probedbly have never bullt any roads
to suci: nlans, but at luast they are familiar with lcLor and toperaphical
conditisrse Bidders frcm avay will coueg they may cve bullt rea’s to
‘specifications as the éepartmont hands ot to then, yet tiey cre unrunie
liar with 1lzbor conditions ord any perticular local featuree and ¢s o reose
ult thero are ot cvailsble & suffiolent mmber of contraotors who are
saccessfully experienced in road bulildirg and wio at the sam e time are
fariiliar with local eonditicrs. If tio work is to be domo, the camany
has no rocourse bkt to bond the inexperionced coxntractors It is ocertain
that if bonds were refused tiie public would absdlutely condern the sure-
ty eompanies as laoking in pusllc s»irit and hindering valucble improves
amtss As a whole the companies havo becn falr and done the bonding,



saffering tho losses without complaint.

Tae doterminution of a euntractor's fitness as to experience
oalls for the kecnest and most experienced underwriting Judgment, If
surety companies viere to adopt & fa-t ruls not to dbomd bidders unless
they hed com leted successfully jobs of similox size and charcoter,
then it would bo cven more difficult to get work completed within tie
ti e &sllotted and when tio &ppropristions cre availzblee

In 1925 mora tlan it poroent of tihe contractors whe built
the existirg suvways of I'ow Yoric had £21iled or retirad and a row oxe
pansion program wssto be ocarried outs If tho ocorpanies were to place
all bidders to rizid experience tests thoey would nmever be able t0 quals
ify enough men to cumplets tho worke

Sonstruction costs hive rison 150 in tie last 15 yoors and
dquring this period of increasin; cosus, tie death rate of expericnced
buildérs hos beox hlsne I 1t wore rot ror tho new money and frosh
blood always flowing; ing the rarks cof the siperieunced coniristors wouid
be sadly depleteds Tns surety oompanies wmake no apologles for writin

bonds for inexperienced contructorse



Chapter IIX

One of the comuonest of oriticisms made that agents are allowed
too maoh authority to issue bonds in accerdance with thelr ewn Judgment,
and that they do so because o the pérsonal gaine This eriticism is W the
oud grounds although it is easily seen how it is constfued since many &=
gents 1ike to give the impression that they have great authority and te
make the applicant foel that he is dealing with someone ef importance. Is
4s true that sometimes agents have suthority to bond certain sontrastors
without first referring to the home office, but they are partioular part-
fes whom the surety company has besn dealing with for year and who thay
Xnow to bo finanscially sounds These misconseptions may be somewhat due
%0 the faot that the power of attorney issued by the surety eompany to
1ts agent is usually unlimited except in smount and is quite general as
to the obligations it may eovers In some states the autherities do not
even pormit a limit to the amount of the bonds that the agent may write
| sinoce the bond-approving officials sould hardly be expected to examine
every bond and find out if the ageat had the rizht to issue that type
of bond and to that amounte The surety companies do not intend that
the sgents write any kind of bond and to any amount by this broad power
of attorneye The companies make it clear to the ggents that the pows®
of attorney, as batween the company and agont, gives the latéer no au=
thority whatever and they are to use the power only as instructed. In
all oases these instructions are very explicit and exaoting and in prage
tice the suthority of the agont to issue bonds on thelir own discretion
is rigidly limited.

It is quite obvious that the companies muist make some provisions
for the more rapid issue eof bonds and to do this they often hzve a train-

od bond man in the larger cities about the country. The delay which






would be scaused by demonding approval by the home officas could not
be tolerated. These trained bond men have very few limitations upon
themselves, Tut it oan be plainly seen that they will not last long
on the job if many bonds are defaulted., Any applications upon which
there is some doudt in their rinds they refer it to the home of fice
for approval and hensce the a2:plication 1s either aseeptod or rejected.
The agents in arcund the design-ted district must refer to this spec~
1al bond man all applicetions fur bonds for his approvall Sometimes
agents are permitted to write bonds to the amount of §5000-§$10000
without referring to the special representative but in any case the
amount 18 exaotly stated.

The promidm income of the surety companies was $134,000,000
for 1928 and a larze pawt of this comss from sontract bonds written
to cover billions of dollars worth of werkes These enormous figures
show that there are thousands of agenés whe have a part in it and
it would be useless to say that the underwriting authority has not
been abused sometimes. It seoms a miracle that the surety companies
have been able to keep the situation so well in hand, The competition
in the field ef sontrast bonds has been the keenest but the companies
are not eager for the business at the expense of safety and many sad
experiences have shown that eontract bond writing cannot suscessfully
be left in the hands of the agentse Agents are not permitted to vio=
late their underwriting authority and repeated instences of that na=

ture have caused punishment even to tho extent of ferfeliture of thsir

agendies,



Chapter IV

Types and Lates of Contract Eonds

Gemsrally speaking there are threce elassifications of contract
bondss wupply contractsj eonstrustion eontracts, Class A and eonstrus-
tlon oontractsy Clacs Be

Surply eontracts ars sirply contracts of purchase and sale with
no oblizatton to parform or ounstruct, and no obligatiioa to pay the con=
tractor's or vendor's debts for labor and materizalg or to pay for things
deliverede The rate for supyly contrasts is one quarter ef ome percent
of the contract brioe.

Construstion ocontracts, Class A, includé only work aud lador
apon personal propertye They do not include work on laud or water and a
mamber of other classifications like automatie telopnone exchange equip-
ment, pipe lines, lock gates, machinery made to the special order and de=
sign of tie purchasery otcs None of these contraots are merely contracts
of purchase and sales All of them involve some kind of labor or work,
but not so much s buillding construction, i« e the contrastor does not
undertake to build a bridze, or a pier, or a sigyscraper, but he does undex=
tako to do somethiny toward thet ende The rate on this type of bornd is
three quarters of one percent of tiie contraot price per years

Construction eontracts class B includes erection or repair of
all buildings er wo:k on land or watere A4ll of the following come under
this olassg breakwators, culverts, asquedusts, scwers, »ipe linesg water
works, canals, ditches, dams, locks, plers, docks, wharves, wells, o©x=
eavations, foundations, masonry, subways, tunnels, railroads, hi hways,

pablic improvements and any buildingse

The surety on those contractos guarantees perforronce of a



eontract of building oconstrustion and in addition t~ that under the
statutes of the Federal Goverment and in most of the sStates and under
the form of bond for private work adopted and standardized by the Ame
eriean Institute of Architects the surety also guarantess to pay all
sontractors indebtedness for labor and material. On those contracts
most of the companies have standardized the oomnstruotion period at
twenty-four months or less because from experience they find that the
hazard is practically the same on a three months or six months eontract
as on a two yeare The rate is one and cme half peroent of the eontract
price up to twenty-four months. There is a movemont now to reduce thds

rate to one perceng, but there is no definite development in this diree-

tion as yete



Chopter ¥

The Fundamental Sovndness of the Present Bonding System

It seems that some people consider thot a bond covering a
sontract absolutely gnarantees thie performance of tie contract end if
the eontract is not performed then the surety ocmpany has failed in its
responsibility to the publie and is chcrged with inefficlensy and poor
mansgemente This situation of course is untrue and has not been thought
out bocause 1t 1s not lezal nor consistent with the true conception of
saretyships People whe think this do not consider the similar case of
a fire insurance gompany when they write a policye The company does
not cmarantee that there #ill be no fire, but in tho event of a fire,
they will repay the poliey holder for the damage suffered, Similarly,
oontraot bonds do not guarantes absolutely that the eontract will be pere
formede Any one knows the contrastors have always defaulted at times
and that no system of bonding will absolutely eliminate any chance of
defaults It is not logleal for one to blame tho bonding company in de=
fanlt any more than to blame tho fire insuranse compary in case of
fires Yot this is done many timese

I£ a compary becomes rurety for a bank chashler, it does not
pledge its word and capital that the cashier will not steal, but in case
he does stealy 1t will indemmify the bank for its loss. All donds ere
more or less instruments of indemnity and contrast bonds should be re~
garded as sushe The bensficlary of a oontract bond has the rizht to

expcot indemmification, but not the performance of the gontraot necess-

arily. Generally, it happenss tnat the surety company steps in aad {ine
1shes the work, since it is the easiest and best way of fulfilling ite



proniss to indemify wsually, but the conditions of the bond may be
satisfied if the sarety conpany merely pays the beneficiary whatever
10eses he incurrs bocause of the default.

A 1little history of suretysiip may help to olear up this point
soms. At first, no bonds of any kind wore required and officlals award=
ed oontraots to whomever they wanted tos As could be expected, there
were thousands of dollars lest because of failure. There was always
a good deal of agitation alter a loss, of course, and finally laws were
susoted requiring that the contracts be aw.rded to tne lowest bidders
and that he should supply a bond for the falthful performance of the
Job. Thers wero no surety companies at the time, 8o & system of indive
iduals going bonds for their friends grewe Of course there were defaults
and suits on top of that and so about 1890 the first ocontraoct bonds were
written Thds was a vast improvement gver the old system, but the ehange
4n the charaoter of the sureties has not changed in any respect the ns=
ture of the whole transastions Some discussions of cmtract bonds Lmply
that the surety companies assume additional ebligationms to those of the
contractore This is false and out of keeping with the original ddea of
suretyshipe Contract bouds did not ériginally cover the payment of lae
bor and material bills as well as guaranteeing the performance of the cone
trast. They have been enlarged for greater convenience and safety of the
public, but they have not been changed in essentlal charactere. Contract
bonds are just as they always have been, an agroement to indemmify for
losses caused by the defaulting of the contruotors

Contract bonds are non=cancellable financial guarantees, pro=
tecting the owner from & possible increase in coste. Ticy guarantee thot
the contractor will carry out his ebligations and in a sense is a form

of oredit, since it inoreases the contractor's finansial strength, for



the beonafit ef the owner, by an amount equal to the psn2l sum of the bonde

Sor® have the opinion that the surety companies try to evade wie
ther the letter or the spirit of their agresments with the public as is em=
bodied in ties Lonrde which ther write, but, on ti:e e-ntrary, it secms that
they @0 thelr best to interpret the s ;reemcnts in a broadminded woy and
with falrness to 21l parties soncerned. In most cases, the beneficiaries
of the bonda are governmental bodies, and tlie work is for public irprovement,
8o that publieo sontiment demnnds falr treatment from the surety companies.

The presernt doy demand for bonds necessitates tﬁe issuing of
bonds i1 grent variety and to 211 clesses of peoples and of oourae claime
of all kinds rro deing pald to tho benofiolaries. These elaims involve
mge sums of mcneye In 1924 the losscs sustained by the sursties aounted
to $34,400,000 while in 1928 with a large inoroase in business, the corwes=
ronding loss was only $32,500,000 This shows a great ¢eal ir the way of
improved vndervritirge With these tremndous amounts of xixoney peid out,
there are etill ctitias who malntzin thiat the sureties endeavor to dedge
their oblicatinns,

Even if the evidence just referred to were not convinsing, it
would be hard to understand hev any bonding company oould acsomplish much
in the wron; direotion, becnuss of tie ri;id laws under whica they rmst
oparates Tho companies first must be llcerns2d by tue state and thon they
beocome subject to all the laws pasced by tic state for the protestion of
the bondholderse. T10 states maintain insuranse dopartmonts whose duty 1t
is8 to see that tue cormpanics ablde by the lavse It is quite clear that the
surety oormanies covld not evade the contractee

Peonle do not realize thot the adjuatment bond claims is not such
e simple job as the ad 'ustment of other insurance clai.se Claims acoruing
from gontract bonds quite evviously involve fostors for more numerous

then an ordinory fire olaim under a fire insuranoce policye Bonds ore a



three party instrument and the companies frequently find that when o6lal..s
ere made, that thoy cannot meet the demrnds of ons of the other two part-
ies without violeting the rirhts of the third partys. In such c2ces the one
1y safe gourse is to wait for a judielal decision unless the parties can
cor2 to s friondly ogreements Tha surety cormmanies do not desire such
action sng trr to avert it vhonevor ~nssidle, Gemerally speaking, the com=
pexrics deeire to pay claims prorptly and fairlye The c~manices attemnt

to entlefy every requircrent of the erntrost and to weet tho expectations
of the bhendholder, hoth as a rmaiter af honasty in basiness and & & matter

of smnd tusinnss nelicy in tre promation of roodwlll,



Chapter VI
Sabstitutes for Contrast Bonds

The surety companies are convinced that contrast bonds serve a
most useful purpose and that as yot, thore is no adequate substitute for
thems It is certainly true that personal suroties are not as safe nor as
aonvenient as corporate suretyship even though the lattar 1s still used
in some looalitiess. Bonding companies have found by exporience that it
pays to anticipate trouble and to run toward 1% rather than to sit boock
and let it find them. Oftem by bolstering up the contractor with & lite
4t1s finangcial aid msh larger losses have been averted. It certainly ie
wiser to keep the Job moving than -to allow it to cense and then have to
reopen work at a later date. The average personal surety does not hove
the Imovledge, ergenisation, or the sbility to be able to fereses the
{mpending trouble and thus avert a tie~upe Even with all tre shortooialngs
of the surety companies it ie gonerally agreed by everyone, including owne
ora that eerporate suretyship is fsr superior to personzl suretyshipe

The suggestion that hes oftea Deen mades, thut congrast bondis be
replaced by a deposit of nogotiables securities with tho owners, is hardly
plausible since thore are few contPactors with enough sscurities to eare
ry out this plane Such a depesit would certalrniy deprive tie sontrastor
of some working eapital ani thus weaken his finansial stability to some
dogree. Buoh a deposit is really not additional security since with the
signing of the contract ho has 8lready pledged his rinuncial resourcss.
The oontradt bdond really inoreases the finoncial resources to tho amount
of the bond and protects the ovmer from an iucroase in costs 4lso it mat
be remambered, that 48 case of default, and the ewner has such 2 deposit

of securities ho is scoountobls for every dollow nseds



The owner or his attormey will bave plemty of trouble tryilhg to
determins which olaims to pay and which to rejects Everything that they 44
48 subject to the approval of the contractor and certalnly he will not ha-si
1tate to sue them if any funds are irproperly uscde :

Anoshor suggestion has been made to inorecse the percentajes withe
2eld from the eontraotor, but this is subjecd to the same ebjections os was
the deposit of securities. It would eertainly oripple the financicl resources
of most contractorse

A fourth su;gestion is that contraciors deposit a certified check
with the-mer but this certainly has the objJection 6f orippling the rosgurces
of the contrastor and making the owner liable for any funds expended in case
of defaulte

A fifth, and the wost likely suggestion is not a substltute fav
eontract bonds, but an aid to better: underwritings The gemeral 1d.e# of the
plan is a central investigation bureau maintained aud operated by all the
surety commanies together. This plan certainly would redude the munber of
1esses by surety companies eince it would then be practicable for such an
sgeney to maiutain a full staff of trained men oapable of anzlyzing each
spplication to tho best extent of their knowledges It would do ey with
the inaddquabe forees of the eompauies and centralize all investigations.
Each eompany would oontribute to the operating cost sooording to the amoun$
ef bonds writiem by the companye Such an erganization would maintzin offioes
in many seotions of the country and certainly tais would speed up the issuing
of bonds without the fear of passing too hasty jJudgmente

The gentral bureau would certainly eliminate tae doubiful oontractesr
in t:at he would be unable to obtain a bond unless from some outside wildeat

erganization and public efficials would never dare to let a sontraot under



such oonditionse
Of ocourse there would necesszrily have to be honest offiscials

operating the burean, but in thie day and ape the crooked are not long couns
tenanced in businesse This seems to be tiie best and most logical improvement
yot suggested. The nonest hardworking contractor would eartainly hove no

oshjection and the wnworthy one is the eontrastor wo widh to eliminztee



Chopter VIX
The Bonding Company 1un Relatiom to the lBtting

of the Contract

Private owaers moy, and ofton Go, eliminnte irresponsiblo diddors
Yy Just not inviting tiiem to bid upon & jobe They hove conrlete eontrol ever
suoch situations end my elinminate whom they pleasey for any or no rezson at
&1le Such is not so with the awarding of public contracts howevers Fublie
officdals have no such freedom as thisg in fact, thoy cre almost required by
law to award the oontragt, after advertising for eompetitive bids, to the
®lowest biddes” or some similarly designated applicahte Thes: laws of course
are to pro+test the public fxom loss through esorrupt officials who misht wish
the coniract sworded for political reascnse fThe faot that ull of the contrage
tors furnish good substantial bdonds should not carry any weight in tho awarde
ing of the contrasts. The officials should tuke k&t0 comsideration all other
facters beozuse even the lowost monetery bidder moy be able to furnish auaple
proof of his bondability cnd yet not be the proper one to carry out the con~
traot to the Lost interesets of the publise Many siics it has gcourred, thas
the lowest bidder is abls to prove himself worthy of suretyship yet it is
very 6lear to those whose understandinrg of the situstion is good, that in
all likellhood his performance of the contract would be very umsatisfactory,
becausa, of inorperience, lack of equipment, or some otier basio reasone
Of sourse, public sentimont often drives the officlals to award contracta
where 48 is eometimes unwise, but, mevertheless, the lowest bid should alse
oarry experiense, financial responsibility, moral integrity, and genoral good
character with ite There huve besn mumerous cases taken to ocurt and in all
ef then the court has defined lowest as to mean not the lowest monetary bLidd
der necessarily, dbut the lewest responsible bidder with all taings taken inte



oconsideration,

Reoently, several of the larger states, where elaborate highway
programs are oarried on,s have begin to malke investigations of bldders, through
questionnaires, detailed finanolal statemonts, banking institutions, and ether
meanse This certainly is a valuable step in the right direction if carried
on sxtensivelve Thoe widespread use of uniform experience questiommaires and
swh information which seers g'ite likely to become a permanent feature of
tiie construstion industry shculd certainly go a long wvays toward the elimina~
tion of irrespomsille bidders.

..~ The surety companies as & whole osrtainly favor the using of dise
oistiou in awerding the contraectss %o outsiders it mcy not be quite clear,
it underwriters can recdily mnderstzand how under certAdm eonditions a oom=
tract bond mgcht reasonzbly be issusd in favor of a eontraster, to whonm 1%
would be undesirable to smwaml the onntract, For an exaiple, & man of good
character or a concern of high standing applies for a bond, and 1t is Imown
that thetr finoneial standing is the bost, then & bomding compony con hordly
witihold suretyship even if the mon or oonwern has very eppareatly bid toe
1ittle or Sor same other recson will not 14xly be able to oo:n lste t s econe
trect without 2 losse Thez the cituntion 2:lees whars s third norty hes an
intersst in the letting of the contracty szch us & sapply house a2nd they are
willing to furnish collateral for 2 certain gontrastor, in return for surety=-
ship for hin. Tho question 18 more or lass, could tie surety ocorneny, 1f
firencially zhle to cover the indemnity, mefuse to bond the contractor even
if the latteor scemed to bu lacking in vome 0 tle reculranents? e surety
companiest primory functicn is indemmity and they would be savorely oritie
¢1z84 ir thoy W thheld bond £rom a resvonsible perty just on the grounds thag
they did not believe thet the u; plicent should be bondsde

In plain words, tle bonding companies would prefor tc hove puille

officials uwse disoroticn in owarldlng contr-cis to the lowest bidders.



Chapter VIIX
Constructive York on thae Part of Both

Parties to tiie Bond

Both pertles to the contrsct bond have boen doing considersble work
toward 1mproving conditionsy thoe sountruactors, tiwagli the Allled Geanural Cone
traotors Associationg and tiie bunding sompanies throush the Surety adssociation
of Amoricae

The Allled Ge.xwral Coantractors have made tie following recorimwudations

1s That public officiale prohibit thie use of certified checks furnished er
guaranteed by & surety oo pany or 1ts agent, |

2+ That publio offioials eliminate tho use of bid bonds in the lotting of
sontraots and substitute oe:rtified cheoks, or nogotiabls éeourit&ea. 1r,

however, checks or nesotisble seourities are assepted, 1t will not do to re=

" quire them to have "Sureties! Consent” or "Bidding Letters® because that
would merely reproduce the bid bond situasione Surety companies give oonw
sents and sign letters amgyadventage gained by the ell Anatiem of bid bonds

would be lost,
3. That all canderned with eontract bonds use uniform questiommaires covere

ing the axill, integrity, and reponsibility of the contractors.

4. That laws De passed making it oriminal for public officials, in any way
soncerned with the letting of contracsts, to be peguniarily interested in the
plaoing of bonds.

B That contracts include a clause providing for a bourd of arbitration teo
take care of any disputes arisinz during the 1ife of the contracts

6. That the surety companies stop their agents from giving "free service”

to bidders prier to the filing of tne bond,



The surety corpanies have done some work in an attempt to better
the situation, mainly along the line of assocliations to eli:inate the irrese
ponsible bidder. In many of the larger oities local surety sgents have asso=
ociated and are ocooperating with contracstors associations or with the il
vidnal eontractors in an effort to elianate the bad prastices provalent
in the writing of bondse

The Surety Assoclation has a contraot bond committee which is mede
up ef one representative from easch renmber somparye The comiittee moots fre-
quently and 1s at present consentrating Lts efforts in an attempt to elime
inate the use of bid donds, dut bdecause of statutory requiremsnts and rules
_of contraot ovarding suthorities, it seems that bid bonds will conthmme te
monace the gonstruction industry, uanless same legal astion ¢an be taien to
eliminate them, The Assoaiation 1s absolutely in Zaver of abolition of
the bid bonde

The Surety Associa:inn has ereated a committee on better underwri-
tinge fThis committes has made an exhaoustive study ef the practioes of the
different Sompanies in underwriting and hos mode & éomprehensive report
which ean ha.rdly £211 to 8id the underwriters to some oxtents

| T™.0 Association also heos 8 Joint sonfarence oormittee, that works
with a sizilar group representing the AlliedGdemeral Contraotors, or with

any otler cuch group s hrs been formed.



Chapier XIX
Bugges tions for the aid of the Underwriter

It seema to be that the ganoral opialon 18 that t::e responsibility
for the loss in the majority of oases gan be blamed on both tie surety come
ronies and the eontraotorse It 1s oertain tial tie surety sompanies carme$

prroperly underwrite their dusiness unless gontraotors give tiem eomylete
informatione A bank stotemont showing all avallabdble oredit and on what
terms it is extonded is very L portant, Ail work wider oonstruction should
bs 1isted with its locatlion and state of coupletiones The woric to be bonded
should be fully dessribed, and informatiun a8 to the numes and amounts

of ether bidders, the loocation of the job, she maintenanse provisions, the
sub=contraotors together with inferuetion as to whether they will be boaded
and whether the Job has any wmsually hazardous faatures about ite Som
fwrther sugge tions that have been offered as an aid to the surety companies
ares

Allow the surety companles plent; 0l time to handle tie application,
because in a last mimte rush the surety co-panies fear deseption ard will
often withhold a bond because §f 1%+ A large bond also requires reinsurance
which is not always immediately available.

In times of prosperity, when business 1is booming, avotd ever expan=
ol on and 4o not bid upon more work thonm the net guick assets of your orgam~
isation warrantse Over extension has probably eaused more lossesand faile
wres than any other single eauses Be swre you know how you are going te
finanoe the work before sosepting the Jobe

Bo eareful of oontracts that are payable in anytiin; except oashe
Marny cases oan be 6ited where the contrastors were paid off in bonds or

some other form of peper and when the contrastor came to disoount the pappe






sach & high rate was demaunded that the ocontructors suffered heavy loscese

Do not sublet work to other ocntractors unless they ozn furnish bord
end especially so 1f ths subecontroctor is financially weulte It is Lest
not to dcal with sub=souirtractors if there 1is any d-ubt as to Lis ability
to do the worik at a reasonable prosit to himself.

Do not be at all Lookward about ta:ing tihe suroty company into your
eonfidence and let theu advise youe Tie suroty eomparies zre more interest-
ed in the su.o0ess of a contract than 1n its failure singce success rons proe
£1t and fallure means lovce to them,

Do vot invest ary swrplus eapltal 1lu epeculative securitiss becanse
in a pinch they will.hiave to bo maurieted at & losese Also the integrity amd
buainess sense of a sva e Judged much by the investmernts he makose

Above 811 Go not i'lle com;limeutary bids peccuse they will likeiy
be mach too hizh aad may moke 1t difficult for the low vidder to obtain &
bonde Do mot bid upon & Job unless you want the Jjob.

Soms further points that would be helprul if carriod out by engineers
are as followsy

Send the surety comvany & copy of each payment eetimute and koep them
notified at all times &8 to tic progress of the warke

If defoult is threatcalng notify the surety comnany and ticy may
be able to aid in preventing it.

Try not to award or plan more work than can reasonably be sxpected
tc be done with tie labor and mrterial availablee This is especlally true
of hizhw y building where outside contiractors come in to do soms of the worke
Thig situation is liable to run up costs bagause of the competitiom for la-
bor and m.teriale

Be snre to desoribe tie work in the official proposals so tuat the

eontreotor oan readlly tell whother he has the experience, organization,



and capital to carry out the jobe.

Have as fow alternatcs 45 possibla in the vids because thore is
bound to be sums guoetion arise avout trems

Do not atterpt to moits tha contrast bond wover equipment bills dee
cause equinmont doea not form part of the finished Job and it is unjusé to
the surety to expest tiiemr to bo lisnble Fox awyr sush 1ltens,

Do gway with "bid bonis® and"surety oonsgents” and mite contractors
supply certified gheoks.

Be sure and pihlish the name of the surety company writing t..e bond
for o controot decanse it will soon eumose any pollitiocal eénmbise that is ate
tonpting to monopolize the business. It will also dring to li:sht any contine
usd lax undereriting and the bonding of unwortiy contrastors,

. ¥any oontragtors® failures ecan be lzid at tie feet of unscrupalous
material men or sup.ly houssss Xoat statos protect thom with lien lows which
maks tho surety sompany liabla for pgyment of 211 meterials used so tho mom=
terial men have only to ses tnat tie contrastors obtains Lis Loude It 18 @
wise policy for any underwriter to liwroughly Investigate & coatractor who
any supply houss is partiocularly anxious to have bondeds

In oonclusiong it secems that tho susoess or failure of tue Wiolo 8ide

uation devends mainly wpon falth and goodwill of all parties sox:cerned,



Bibliography

Property Insurance
SJolomen S. Huebtmer
Oorporate Surety Bonding
Je Frank Supplee
Leotures on Insurance
The Weekly @ nderwriter Publisher
Ousualty and Surety Coverages
William He Bataesg Rouch Notes Ooe, Publisher
Surety Agents (Guide
Edward C. Lun$g Ronald Press Company, Publisher
Surety Bonds
Edward 0, Lunt; Ronald Preas Coe, Publisher
The Surety Company and the Contractor;
Leoture by é. D. Smith
International Association of Casualty and Surety Underwriters
5 dbooks.
1st Convention
2nd Convention
3xd Convention
4th Convention
5th Convention
Principles of Insurance
Gephart
Yale BReadings in Insurance
Zartman and Price

Everymon's Insurance

Hoed



3 'S¢

Jul 2







MICHIGAN STATE NIVERSITY

i

il



