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What is a Construction Guarantee? 
Contractors in the Construction Industry are required to provide various forms of Guarantees when they 
are awarded with a contract. The purpose of the Guarantee is to provide to the Employer (beneficiary of 
the Guarantee) with security in the event of a default or non-performance by the Contractor. 
 
The ultimate purpose of any guarantee is to cover the Employer for the INCREASED COSTS OF 
COMPLETION as a result of the non-performance or default of the Contractor. 
 
TYPES OF GUARANTEES WE OFFER 

• Performance Guarantees 
• Retention Guarantees 
• Advance Payment Guarantees 
• Bid Bonds 
• Maintenance Guarantees 

 
1. Performance Guarantees  
 
This is probably the most common form of guarantee. An insurance company or bank issues it to a 
contractor to protect the employer against the risk of the contractor failing to comply with the conditions 
and specifications of the contract. Should the contractor fail to construct the building according to 
specifications laid out by the contract, the client is guaranteed compensation for any monetary losses to 
the amount of the performance guarantee, which is usually 10% of the value of the project. 
 
2. Retention Guarantees 
 
This guarantee replaces the actual retention fund held by the principal to complete work that may be 
required during the maintenance period. Most contracts make an allowance for the Employer/Principal to 
retain a percentage of the funds payable to the contractor during the construction period as a form of 
security against default or defective work. A portion of the funds retained is paid out at the end of the 
construction period and the balance at the end to the maintenance (defects liability) period. The funds 
released with the guarantee significantly enhance working caital.  
 
3. Advance Payment Guarantees 
 
Some contracts make provision for Employers/Principals to pre-finance the contractor by making 
payments before commencement of the contract. An Advance Payment Guarantee binds the supplier to 
use the advance payment for the purpose stated in the contract between the employer and the contractor, 
which is usually to cover the cost of material. The Principal secures such a risk by requiring an Advance 
Payment Guarantee in return. Usually the Advance Payment Guarantee will contain a reduction clause 
that automatically reduces the amount owing in proportion with the work certified. The guarantee will be 
equal to the pre-financed amount, usually 30% of the project value and it only becomes effective once the 
advance payment has been received and is only issued in connection with Performance Guarantees. This 
guarantee greatly improves the contractor’s cash flow and prevents the contractor from using his own 
funds. 
 
 
 
 
 
 
 
 
 
 



	Training	Manual	1	

 
4. Bid Bonds 
 
A Bid Bond is purchased when a contractor is bidding on a tendered contract with public authorities or 
private owners. The Bid Bond guarantees the during the bidding process and provides the necessary 
security to the Principal guaranteeing that the contractor will undertake the contract under the terms at 
which they bid should they be awarded. In essence it provides a guarantee that the Bidder (Contractor), if 
awarded the contractor will enter into a said guarantee and furnish the prescribed Performance Bond. A 
cash deposit is required which is subject to full or partial forfeiture if the winning contractor fails to either 
execute the contract or provide the required Performance and or Payment Bond. 
 
5. Maintenance Guarantees 
 
A Maintenance Bond is a guarantee against defective workmanship or materials after a completion of a 
project during the maintenance (defects liability) period. Maintenance Bonds often incorporate an 
obligation guaranteeing efficient or successful operation or obligations of like intent and purpose. 
Maintenance Guarantees are also admitted in place of the retainer of up to 10% of the value of the project.  
 
GUARANTEE TYPES  
 
FIXED VALUE GUARANTEES  
The value of the guarantee remains constant for the duration of the contract.  
 
VARIABLE  
The value of the guarantee reduces at agreed milestones / stages of the contract. As example under the 
JBCC guarantee, the guarantee value reduces as follows:  

1. 10.00% of contract value up until 50% completion  
2. 7.50% of contract value up until practical completion certificate is issued  
3. 4.00% of contract value up to final completion certificate is issued  
4. 2.00% of contract value up to final payment  

 
SURETY  
The Guarantor stands as surety and co-principal debtor to the Beneficiary. It creates an accessory 
obligation  
 
DEMAND GUARANTEES  
The Guarantor stands as Guarantor to make payment on demand. The effect is that the Guarantor must 
pay regardless of the underlying contractual position or any dispute. An on demand excludes the concept 
on an accessory obligation.  
 
UNCONDITIONAL DEMAND  
As the term suggests there are no conditions and the Guarantor simply has to pay on receipt of a written 
demand to pay a fixed amount of money to the Beneficiary.  
 
CONDITIONAL DEMAND  
As the term suggests the Beneficiary has to comply with the conditions as set out in the guarantee in order 
claim payment from the Guarantor. Payment will then be made on demand. Such terms would include the 
need to state the Contractor is in default and possibly requiring particulars of the specific default or 
breach. 
 
 
 
 
 

 
 

Thank you, 


