PRESENTATION ON
SURETY BONDS




WHAT ARE SURETY BONDS? o Alliance

Insurance Brokers

A surety bond is a legally
binding agreement among
three parties as mentioned
above. In this arrangement,
the surety provides a financial
guarantee to the oblige that
the contractor will fulfill their
contractual obligation. If the
contractor fails to fulfill these
obligations, the surety steps in
to compensate the oblige up
to the bond’s limit.

A surety bond is a three-party
agreement where the surety
(the guarantor) assures the
obligee (the project owner)
that the contractor (the
obligor) will  fulfill their
contractual obligations.
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Financial Limit: Surety bonds
have a specified limit, which
represents the maximum amount
the surety will pay out in case of
default by the contractor.

Premium: The contractor pays a
premium to the surety company
for issuing the bond. This
premium is typically a
percentage of the bond amount.
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KEY FEATURES OF SURETY BONDS < Ilixulnl]lcae nce

Expiration Date: Surety bonds
have an expiration date, beyond
which they are no longer valid.

Indemnity Agreement: The
contractor may be required to
provide collateral or sign an
indemnity agreement to secure
the surety bond.
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PARTIES INVOLVED IN A SURETY BONDS

e Contractor:

e The party responsible for fulfilling the contractual obligations outlined in the
bond.

 Typically, the contractor or supplier engaged in the project execution.

s Obligee (Project Owner):

e The party who requires the bond and will benefit from its protections.
e Often the project owner or government agency overseeing the project.

e SUrety (Guarantor):

e The entity providing the financial guarantee and assurance that the contractor
will fulfill their obligations.

e The surety conducts risk assessments and underwrites the bond.
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BANK GUARANTEE V/S SURETY BONDS

)
1

Nature of the
Instrument:

Issuing Institution: Parties Involved:

( ) ( ) ( )

Bank Guarantee: A bank guarantee Bank Quarantee: A bank guarantee
is issued by a bank, which acts as Bank Guaranteg: Ip a bank is a direct agreeme.njc between the
the guarantor provi'ding assurance guarantee, the parties involved are bank and the beneficiary, where the
to the beneficiary (obligee) that the the beneficiary (obligee), the bank agrees to pay a specified
applicant (principal) will fulfill their applicant (principal), and the bank amOL_mt_to thg benefic?ary if_the
contractual obligations (guarantor). principal fails to fulfill their
’ obligations.
\§ J \§ J \§ J
( ) ( ) ( )

Surety Bond: A surety bond is a
three-party agreement where the
surety provides a financial
guarantee to the obligee on behalf
of the principal. If the principal
defaults, the surety steps in to fulfill
the obligations or compensate the
obligee.

Surety Bond: A surety bond is
issued by an insurance company
(surety), which provides a financial
guarantee to the obligee that the
principal will fulfill their contractual
obligations.

. J - J -
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Surety Bond: In a surety bond, the
parties involved are the obligee
(beneficiary), the principal
(applicant), and the surety
(guarantor).

J
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BANK GUARANTEE V/S SURETY BONDS

Purpose and Regulation and Cost and Accessibility:

Application: Oversight:

( ) ( ) ( )
Bank Guarantee: Bank guarantees
are often used in international
trade, construction projects, and
commercial transactions to provide
financial security to the beneficiary
against non-performance or default

Bank Guarantee: Bank guarantees
are governed by banking
regulations and oversight

authorities that regulate the
operations and practices of banks
issuing such instruments.

Bank Guarantee: Bank guarantees
may require collateral and involve
higher fees or charges, making them
less accessible for smaller
businesses or projects.

by the principal.
\§ J \§ J \§ J
( ) ( ) ( )
Surety Bond: Surety bonds are Surety Bond: Surety bonds are S“ret.y Bond: Surety bonds typically
. ; - require lower upfront costs and are
commonly used in construction, regulated by insurance regulatory .
g more accessible to contractors,
real estate, government contracts, authorities that oversee the . .
4 . . . suppliers, and small businesses.
and other industries to ensure operations and practices of ot
. A They also offer flexibility in terms of
contractual performance, payment, insurance companies issuing surety ]
; . . bond amounts and issuance
and compliance with regulations. bonds. .
requirements.

. J - J - J
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ADVANTAGE OF SURETY BONDS OVER BANK GUARANTEE?

Financial Efficiency:

Surety bonds typically
require lower upfront
costs compared to bank
guarantees, as they do
not tie up working
capital or require
collateralization to the
same extent.

Third-Party Verification:

Surety companies
perform rigorous
financial and
reputational
assessments of
contractors, providing
an additional layer of
assurance to project
owners.

Speed and Accessibility:

Surety bonds are often
qguicker and easier to
obtain than bank
guarantees, enabling
contractors to bid on
projects without
significant delays.

Alliance

Insurance Brokers

Risk Management:

Surety bonds offer risk
mitigation by
transferring the risk of
contractor default to the
surety company,
reducing the financial
impact on project
owners.
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TYPES OF SURETY BONDS — BID BONDS o Alliance

Insurance Brokers

Bid bonds provide assurance to project owners that a contractor will
honor their bid and proceed with the contract if awarded.

e Key Features:
e Typically required in competitive bidding processes.

e Guarantees that the contractor will enter into a contract at the bid
price.

e Usually a small percentage (e.g., 5-10%) of the bid amount.
e Expires upon contract award or after a specified period.
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TYPES OF SURETY BONDS — PERFORMANCE BONDS o Alliance

Insurance Brokers

Performance bonds ensure that a contractor will fulfill their contractual obligations
as per the terms and conditions of the contract.

e Key Features:
e Activated upon contract award.

e Guarantees completion of the project according to specifications and within
the agreed-upon timeframe.

e Typically issued for the full contract amount.

e Provides financial compensation to the project owner if the contractor fails to
perform.
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TYPES OF SURETY BONDS — ADVANCE PAYMENT

Alliance
GUARANTEE :\

Insurance Brokers

An Advance Payment Guarantee Bond assures the project owner that the

contractor will utilize the advance payment received for the intended purpose,
such as project materials and mobilization costs.

e Key Features:

e [ssued by the surety to guarantee the proper utilization of advance payments.

e Protects the project owner from financial loss if the contractor fails to fulfill
their obligations.

e Typically required when the contractor requests an advance payment to initiate
work.
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KEY UNDERWRITING PARAMETERS - FINANCIALS o Alliance

Insurance Brokers

e Sureties review the contractor’s financial statements, including balance sheets, income
statements, and cash flow statements, to assess their financial health and stability.

F] nanClal StatementS: * They examine factors such as liquidity, profitability, and solvency to determine the

contractor's ability to meet their financial obligations.

e Surety companies analyze the contractor’s credit history, including credit scores and
. . payment history, to gauge their creditworthiness.
[ )
Cred]t H]Storyo e A strong credit history indicates a lower risk of default and may result in more favorable
bonding terms.

e Sureties assess the contractor’s working capital position, which reflects their ability to
. . . cover short-term financial obligations with current assets.

Work] ng Cap]tal- e Sufficient working capital indicates financial stability and liquidity, reducing the risk of
default.

* Net worth represents the difference between the contractor’s assets and liabilities and
. serves as an indicator of their financial strength.

Net WO rth J e Sureties consider a healthy net worth as a positive factor, indicating the ability to
withstand financial challenges.

e Sureties examine the contractor’s cash flow to ensure they have sufficient funds to meet
their contractual obligations, including bond premiums and project costs.
Cash Flow:

e Positive and consistent cash flow is essential for fulfilling financial commitments and
servicing debt.
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KEY UNDERWRITING PARAMETERS - PERFORMANCE ) Alliance

Industry Experience:

References and
Reputation:

Project Portfolio:

Management Team:

Contractual Obligations:

Insurance Brokers

e Surety companies evaluate the contractor's industry experience, including their track
record of completing similar projects or contracts.

e Experience in the relevant industry indicates competence and familiarity with project
requirements, reducing the risk of performance issues.

e Sureties may seek references from clients, subcontractors, and suppliers to assess the
contractor's reputation and performance history.

e Positive references and a strong reputation indicate reliability and trustworthiness,
increasing the likelihood of bond approval.

e Sureties review the contractor's portfolio of past and ongoing projects to evaluate their
performance, including project size, complexity, and success rate.

¢ A diverse and successful project portfolio demonstrates the contractor's ability to manage
projects effectively and deliver quality results.

e Sureties assess the competency and experience of the contractor's management team,
including key personnel responsible for project execution.

¢ A capable and experienced management team enhances the likelihood of project success
and bond approval.

e Sureties evaluate the terms and conditions of the contract or project for which the bond
is required to ensure they align with the contractor's capabilities and resources.

e Clear and achievable contractual obligations reduce the risk of performance issues and
bond claims.
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SURETY BOND PROCESS FLOW

1. Application
Submission

4. Bond Approval

7. Bond Maintenance

2. Underwriting
Assessment

5. General Indemnity

8. Bond
Renewal/Extension
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3. Risk Evaluation

6. Bond Inssuance and
Delivery

9. Claims Management




INSURERS REQUIREMENTS TO UNDERWRITE SURETY
BOND )

Alliance

Insurance Brokers

Rating of Contractor must be “A” from a reputable credit rating agency . Rating below “A” accepted
on case-to-case basis

Sovereign Beneficiaries are preferred

Infrastructure projects will be preferred

Time required to process the proposal will be approx. 3 working weeks

Proposal form to be filled in

Details of the contract, financials & rating of contractors and other information as requested to be
submitted

Data will be processed by the insurer/reinsurer, before acceptance

Premium to be paid before issuance of the bond
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WHY ALLIANCE INSURANCE? o Alliance

Insurance Brokers

Alliance Insurance offers a streamlined process for obtaining surety
bonds through our dedicated and financially qualified team.

Our experienced team ensures prompt and efficient service, guiding
clients through the bonding process from application to issuance.

With Alliance Insurance, clients benefit from personalized attention and
tailored solutions to meet their specific surety bond requirements.
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REACH US A Alliance

THANK YOU

Contact: mehul@allianceinsurance.in
Website:

Alliance Insurance Brokers Pvt. Ltd.
Corporate Office: 8t" Floor, Gold Crest, 10t Road, Juhu, Vile Parle West, Mumbai - 400049
Telephone: 022 6739 0900/ 022 6122 0800
Fax: 022 6739 0918/19
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http://www.allianceinsurance.in/
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