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CONSTRUCTIVE   V IEW

SURETY BONDS – HOW THEY CAN AID  
THE CASH FLOW OF YOUR BUSINESS

Overview
Surety Bonds offer an alternative to bank guarantees for 
the core purpose of contract security and performance 
pledges. 

However, unlike bank guarantees, surety bonds don’t 
necessarily tie up assets as collateral security. This in itself 
makes surety an extremely useful and flexible financing tool, 
particularly in a capital-constrained market.

We have access to 12 Surety bond markets to create 
healthy competition with S&P rating up to AA-.

The need to provide guarantees to secure performance 
and other security requirements can be a major obstacle for 
many contractors tendering for projects. In many cases the 
contractor has pledged the bulk of their available security 
to a financial institution and may have reached capacity 
within their agreed Bank facility limits. By comparison, a 
Surety provider views the contractor’s ability to fulfil its 
contractual performance obligations as a key underwriting 
element. So, based on our analysis & recommendations, 
the Surety market will normally support the obligations of 
the contractor without the need for tangible security. This 
allows the contractor to free up funds, reduce debt and/
or tender for additional contracts subject to the company 
meeting key underwriting criteria. By comparison, financial 
institutions place more emphasis on assessing the value of 
the collateral/tangible security to support guarantee facilities 
and in doing so can actually weaken the contractors’ cash 
flow and create defaults.



Process
1. APPLICATION

We guide the clients through the process which includes 
a basic questionnaire and the collation of data to help 
illustrate the company financial history & forecasts; and to 
prove that the company and its people have positive history 
and are well credentialed within their industry.

2. KEY UNDERWRITING CRITERIA

When we assess an application, we look for specific 
qualities such as:

• a well developed core business with a solid  
trading history 

• evidence of professional control and management of 
company operations 

• adequate liquidity necessary to support the  
business growth

• a policy of capital growth and retention within  
the company 

• technical ability to successfully undertake the specific 
contracts for which the Bonds are required 

• a well managed exposure to existing projects

3. MINIMUM CLIENT FINANCIAL STATUS

Most underwriters require the same minimum criteria:

• Annual turnover of approximately $100m

• At least 3 years’ consecutive profits

• Preferred that the business has been operating for at 
least 5 years

• Net Tangible Worth (Equity) position of at least  
$5m to $10m

DEFINITION OF THE RANGE OF SURETY 
BONDS THAT CAN BE ISSUED FROM 
THE FACILITY

CONTRACT PERFORMANCE BONDS
secure the contractors performance obligations to the 
sum specified in the contract. Performance Bonds are 
generally issued on an unconditional, irrevocable & 
payable-upon-demand basis.

BID / TENDER BONDS
are sometimes required to be submitted with a bid 
or tender to guarantee the bidder will enter into the 
contract if the bid is accepted. This also guarantees 
that a performance bond can be supplied  
when requested.

RETENTION RELEASE BONDS
provide security to the principal in lieu of  
cash retentions.

ADVANCE PAYMENT BONDS
serve to secure the position of the contract Owner 
where funds are advanced for the purpose of pre-
purchase of equipment, staff mobilisation or site 
establishment, etc.

MAINTENANCE BONDS
secure post completion obligations during the warranty 
or Defect Liability period. Generally for approximately 
12 months post-completion.

OFF-SITE MATERIAL BONDS
cover the principal for goods or materials produced, 
held off site, and paid for by the Principal. The bond 
responds if the goods or materials are not available 
when required for incorporation in the contract.

SURETY 
BONDS 
offer an alternative to bank 
guarantees for the core purpose 
of contract security and 
performance pledges.



4. COSTS

LEGAL FEES TO DOCUMENT THE FACILITY
The underwriter will charge the client the actual cost 
incurred to legally document the facility. This fee varies 
based on the complexity of the client company structure but 
is usually in the order of $5,000 to $10,000.

ONCE A FACILITY IS APPROVED….WHAT DO 
INDIVIDUAL BONDS COST?
The annual premium rate applicable to each bond is 
broadly comparable to the rates charged by Banks for 
Bank Guarantees so the use of bonds should not materially 
impact project costs.

THE CRITICAL BENEFIT

WHAT IS THE REAL BENEFIT OF A  
BOND FACILITY? 
The advantage of a Surety Bond facility can be best 
illustrated using a generic example:

A contractor with a net worth of say $100 million wins 
a new contract for $10 million and is required to lodge 
a Performance Bond for 5% of the contract value 
($500,000).

To issue the $500,000 Bank Guarantee, a Bank would 
normally require the contractor to either place up to 
$500,000 on deposit in advance to secure the Bank 
Guarantee exposure or would take another form of 
security over business or personal assets of a similar 
value. By comparison, Surety underwriters do not 
generally require the same tangible security, so the 
Surety Bond would be issued against the Surety 
facility allowing the company to secure the new $10m 
contract whilst the company assets remain either 
unencumbered or in use for more effective lending 
purposes. Of equal importance, the company’s 
working capital (otherwise tied up to secure the Bank 
Guarantee) would be released / retained to help fund 
the day to day cash flow requirements or business 
growth objectives of the business.

WHAT IS THE ACCEPTANCE RATE 
OF SURETY BONDS VERSUS BANK 
GUARANTEES IN THE MARKETPLACE?
The acceptability can be single-point-sensitive on some 
projects but generally Bonds are widely accepted by 
a vast range of public and private enterprises; and by 
various Government departments and agencies. 

5. TIMING

The initial facility analysis & application process takes 
approximately 4-6 weeks from the point that all requested 
data is made available. Thereafter, the format and content 
of the facility documentation (Term Sheet and Deed of 
Indemnity) is negotiated between the client and the insurer. 
In most cases this process is quite streamlined. After this 
process is complete and the facility is live, each individual 
Bond can be issued from the available limit and delivered 
within 2-3 working days.



Case Studies
A vast number of Surety facilities have been negotiated and locked into place for a wide range of clients.

In both examples the businesses are now using Bond facilities to pitch for more 
contracts by volume and size, with the knowledge that a Bond can be ‘peeled’ off 
with ease to satisfy most contract performance obligations.

JLT Added Value
 

We are constantly at the forefront of 
negotiations offering services that stretch from 
general acceptability of Bonds through to 
intimate pre-bid contract reviews; successful 
tailoring of bond wordings; and assurance 
of appropriate Surety headroom limits to 
accommodate all upcoming projects.

We advise on the full range of bonds. 
Importantly, once ‘practical completion’ 
milestones are achieved, our service offering 
remains equally important as we help 
negotiate for the timely return of performance 
bonds and in some cases for the reduction in 
defect liability bond face values to align more 
appropriately with the value of known defects 
rather than as dictated by contractual terms.

Our team has direct access to most project 
Principals. This deep network approach 
allows for enhanced service outcomes. In 
large complex cases where Principals are 
more traditional and choose not to deviate 
from Bank Guarantees we can work with 
most major Banks to arrange Bank-fronted or 
Syndicated alternatives.

The key benefit of this overall service is to 
help preserve available Bank facilities for 
other business critical activities and to utilise 
appropriate Surety markets for contract 
bonding needs.

Our Surety team are actively involved with 
all peak bodies in the Finance and Surety 
industries to ensure we have early access to 
all appropriate solutions and to help guide the 
industry.

EXAMPLE A

Client in the construction contracting industry was 
traditionally using Bank Guarantees to satisfy Contract 
Performance pledges. After a standard analysis process 
we successfully established an initial $50m Bond facility 
and progressively swapped a number of their existing 
active Bank Guarantees for Bonds. The key advantage for 
the client was to regain access to total borrowing capacity 
for Capital expenditure purposes and M&A activities. 
The contract Principals agreed to swap the existing Bank 
Guarantees for Insurance Bonds as they continued to hold 
Unconditional, Irrevocable guarantees so their security and 
performance guarantee position on each contract was  
not weakened.

IMPACT: Our client refocussed the business objectives, 
grew top line revenue by 30% and acquired a competitor.

EXAMPLE B 

Our client was a major service-based client who traditionally 
secured their contracts with Bank Guarantees. Through 
a change of corporate parent, the client’s Bank imposed 
a strict 100% cash cover requirement against each of 
their existing Bank Guarantees. This had the potential to 
adversely impact the strategic direction of the business 
as it would restrict access to working capital. We helped 
negotiate an extension of the current terms with the Bank 
whilst we locked in the Surety facility and worked with the 
parties to each contract to systematically replace most of 
the Bank Guarantees with Insurance Bonds. We also issued 
insurance Bonds on fresh contracts. 

IMPACT: Retention of $5m cash within the business rather 
than having it locked away to secure the Bank Guarantees, 
and the ability to confidently bid for new deals and fulfil the 
performance pledges with ease.



The information contained in this article, which is current as at the date of publication, provides only a general overview of subjects covered. It is not intended to be taken as legal advice  
or advice regarding any individual situation and should not be relied upon as such. Insureds should consult their insurance and legal advisors regarding specific coverage issues.  

All insurance coverage is subject to the terms, conditions, and exclusions of the applicable individual policies.
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