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Surety bonds: Insurers
to compete with banks

OUR BUREAL

Musmita, Febeuary )

Insurers may give a tough
competition to banks when it
comes (0 providing financial
backstop te clients,

Finance Minister Nirmala
Sitharaman, on Tuesday, said
the use of surety bonds [is
sued by insurers), as a substi-
wute for bank guarantee (BG),
will be made acceptable in
BOVETTUTIENT procurements,

“Business such as gold im-
ports may also find this wse-
ful. The [RDAI has given the
Iramework for issue of surety
bonds by insurance compan-
ies,” said the Minister in her
Budget speech,

Joydeep K Roy, Parmner and
Leader - Insurance, Pwi India,
observed that overall growth
al infrastructure projects will
automatically increase premi-
ums in this regard, but
the promulgation and intro-
duction of Surety Bonds will
open up a fresh stream of in-
surance revenue and capital
and can evien attract I'F'Ialljl'
specialised insurance com-
panies o come into India

Rakesh Jain, CEQ, Reliance
General Insurance, notéed that

the move on the surety Bonds
front recognises the ability of
the imsurance indusiry to
provide alternative products
o the banking sector, thus
paving the way to reduce the

Lcostand diversif risk,
Banking expert v

Viswanathan said insurance
companies will get new busi-
ness. BGs require a customer
o provide a margin (of 10-25
per centland commission(2-3
per cent) to the bank. How-
ever, In the case of surety
bonds, a custemer only needs
to pay premium o the in-
SUTer.

“But, I think, there is a cap
on issie of Surety Bond in a
project. Notwithstanding the
cap, this move is likely to im-
pact bank guarantee busi-
MEss,

“Probably banks may try [o
compete  with less margin
and commission require-
mients, at least in respect of re-
puted contractors of long-
standing,” said Viswanathan,

However, insurance Lom-
panies might not have the ex-
pertise that banks hawe in
evaluating credit risk,  So,
surety  bomds  might  en-
counter delays in sanction,



