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Bank Guarantee: Securing Advance
Payments, Warranty and
Contractual Compliance in B2B
Procurement

The bank guarantee (Bank Guarantee) is an instrument by which a bank independently
undertakes to pay, or to ensure contractual performance, to a third party on behalf of its
customer. In industrial procurement, guarantees are used primarily to secure advance
payments, warranty periods and bid obligations. For buyers and supply chain managers, the
correct selection and review of guarantee types is therefore an essential component of risk
management in supplier relationships.
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Key facts at a glance

01 A bank guarantee is an independent, abstract payment undertaking by a bank towards
a beneficiary.

02 Common types in procurement are advance payment, warranty, penalty and bid bonds.

03 Typical costs are around 0.5 to 3 per cent of the guarantee amount per year, depending
on creditworthiness and term.

04 The guarantee must be drafted with textual precision, in particular regarding maturity,
amount and claim conditions.

05 Manage first reminders and renewals in good time to avoid uncovered periods and
unnecessary fees.

06 Guarantees are an alternative or complement to waiving advance payments, early
payment discount arrangements and insurance.
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| Definition: Bank Guarantee

A bank guarantee is a promise by a bank to pay the beneficiary a specified amount if the guaranteed
party fails to meet a contractual obligation.

Abstract and causal guarantees

In practice, abstract guarantees prevail: the bank pays upon a formally valid demand without examining
the underlying contractual situation. Causal suretyships, by contrast, are tied to the underlying contract
and allow defences. For buyers, this distinction is central, as it determines enforceability in a dispute.
Contracts often deliberately stipulate the abstract guarantee in order to secure prompt liquidity without
protracted disputes.

Distinction from suretyship and letter of credit

The guarantee is stronger than the suretyship: defences of the primary debtor generally do not apply.
The letter of credit, by contrast, serves to secure payment itself and is widespread in foreign trade,
whereas the guarantee secures performance or reimbursement. Unlike an advance payment, the
guarantee does not involve any payment being made upfront; instead, a claim arises only in the event
of default.

| Guarantee types in industrial procurement

Several standardised guarantee types have become established in B2B procurement, each assigned to
particular contract phases.

Advance payment guarantee (Advance Payment Guarantee)

When the buyer makes an advance payment for works or long-lead items, the advance payment
guarantee secures reimbursement should the supplier fail to deliver. Guarantee amounts typically
correspond to the prepayment, often 10 to 30 per cent of the order value. The term should fully cover
the delivery and acceptance phase. This form is particularly common in tooling and mould procurement
and capital-intensive custom-made products.

Warranty guarantee (Warranty Guarantee)

The warranty guarantee ensures that defect claims remain enforceable even after delivery, even if the
supplier becomes insolvent. Typical terms are 12 to 24 months from acceptance. For buyers, it does not
replace substantive review of warranty claims, but significantly increases the realistic likelihood of
recovery. It is important to clearly define the acceptance date from which the period runs.

Bid bond and penalty guarantee

The bid bond (Bid Bond) secures that a bidder maintains its offer and concludes the contract if
awarded. The penalty guarantee (Performance Guarantee) covers agreed liquidated damages for late
delivery or defects. Both types also affect the buying side: as a bidder, a supplier may be obliged to
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provide one, which burdens its liquidity and should be clarified early in bidder communications.

| Methods and approach for concluding and reviewing guarantees

In procurement, the handling of bank guarantees follows a structured process from request through
review to return.

Guarantee requirements in the requirements specification

Guarantee types, amounts and terms should be included early in the requirements specification and
tender documents so that bidders can price their offers. Obligations to provide guarantees act like a
price factor and should be made transparent in bidder communications. The decision as to which
guarantee types are required should be coordinated between procurement, controlling and, if
applicable, the legal department and governed via the delegation of authority.

Review of the guarantee instrument

Before acceptance, amount, beneficiary, term, demand wording and claim conditions must be reviewed
(document check). Critical points are abstract demand clauses such as "upon first written demand”, a
clear renewal arrangement and the recognised channels for submitting claims. The bank's confirmation
letter should also be checked for authenticity, as forged instruments do occur.

First reminder, renewal and return

Guarantees are calendar-based and must be actively managed: request renewals in good time before
expiry and promptly demand the return of instruments no longer required. A structured guarantee
overview in the procurement system avoids uncovered periods and unnecessary annual fees. The
return should ideally be confirmed in writing and can be linked to the closure of warranty claims.

| Key KPIs and control metrics

Guarantees can be managed using a few clear KPIs, usually maintained by treasury or controlling.

Guarantee volume and cost ratio

Key performance indicators are the outstanding guarantee volume per supplier and material group as
well as annual guarantee fees as a share of procurement volume. In practice, costs typically range
between 0.5 and 3 per cent of the guarantee amount per year. The cost ratio shows where protection is
expensive and whether alternatives such as waiving advance payments are more economical.

Schedule adherence and coverage gaps

Measured indicators include the rate of guarantees renewed on time, the number of open renewal
requests and uncovered periods between contractual obligation and provision of the guarantee. The
backorder rate can also be indirectly relevant: high default rates on advance-payment-financed orders
suggest that guarantee terms are drafted too weakly.
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| Risks, controls and legal classification

Bank guarantees reduce risk but create risks of their own, in particular regarding wording, deadlines
and the supplier's credit lines.

Drafting and abuse risks

With abstract guarantees, the beneficiary may in some circumstances make a formal claim without
substantive proof — a risk for suppliers, but also a lever for buyers. Conversely, buyers risk that tight
deadlines, an incorrect beneficiary address or unclear demand clauses reduce enforceability in a
dispute. Wording should therefore be reviewed legally; the statements in this article are general and do
not replace an assessment of the individual case.

Supplier creditworthiness and bank lines

Guarantees draw on the supplier's credit lines at its bank. Where creditworthiness is weak, either the
price rises or the bank refuses — an early indicator of supplier risk that can feed into data analysis in
procurement. In particular, where a planned shift of suppliers or outsourcing of critical components is
being considered, it should be clarified whether the new partner can provide guarantees at all.

Process controls

A four-eyes (or more) approval process for guarantee acceptance and renewal has proven its worth,
aligned with the delegation of authority. The reconciliation of advance payment, guarantee receipt and
invoice can be integrated into the three-way match by checking guarantee receipt as an additional
precondition for releasing the advance payment. Regular inventories of the guarantee portfolio
complement these controls.

| Current developments: digitalisation and international practice

Guarantee processes are increasingly being digitalised; at the same time, international practice
remains inconsistent.

Electronic guarantees and API integration

More and more banks offer digital issuance and administration of guarantees, sometimes with
interfaces to treasury or procurement systems. This reduces lead times and the risk of errors in
documentation. As part of invoice automation and end-to-end digitalisation of procurement, guarantee
administration is also increasingly moving into standardised workflows.

International aspects and standby letters of credit

In business outside Europe, the standby letter of credit is widespread; it is functionally similar to the
guarantee but formally follows banking and documentary practice. For cross-border orders, the
applicable law, competent banks and recognised transmission channels (e.g. SWIFT) should be
clarified contractually. Incoterms such as DAP govern delivery and transfer of risk but not the securing
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of advance payments — for this, the guarantee remains the appropriate instrument.

| Typical metrics

Metric Typical value

Guarantee fee ratio 0.5-3% p. a.
Annual fees in relation to the guarantee volume, depending on
creditworthiness and term

Timely renewal rate > 98%
Proportion of guarantees without any uncovered period

Open guarantee volume varies by company
Monitor outstanding total amount per supplier and material group

Coverage gaps 0 cases
Target value: no contract without a valid guarantee during the
committed phase

| Practical example

A medium-sized mechanical engineering company commissions a tooling supplier to build injection
moulding tools and makes an advance payment of 20 per cent. To limit the default risk, the buyer
establishes the following process:

e Advance payment guarantee in the amount of the prepayment, issued by a bank named in the
works contract, with a term until acceptance plus a 30-day buffer.

e Receipt and document check of the guarantee as a precondition in the three-way match before
releasing the advance payment.

e Automatic reminder six weeks before guarantee expiry for renewal or return.

e Transition to a warranty guarantee (24 months) after acceptance, with return of the advance
payment guarantee after confirmation.

| Conclusion

The bank guarantee is a proven instrument for securing financial risks arising from advance payments,
warranty obligations and contractual compliance in supplier business. Its value depends less on its
existence than on the quality of the wording and disciplined management of terms. Buyers should
embed guarantee requirements early in the requirements specification and consistently integrate
receipt of the guarantee into the payment process. At the same time, costs and the impact on the
supplier's credit lines must be kept in view. Those who manage guarantees systematically significantly
reduce default risks without unnecessarily inflating the cost of supplier relationships.
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| Frequently asked questions

? What is a bank guarantee in simple terms?

A bank guarantee is a written promise by a bank to pay a beneficiary if its customer fails to meet a
contractual obligation. Under abstract guarantees, payment is made upon formal demand alone,
without examination of the underlying dispute. In procurement, it typically secures advance
payments, warranty obligations or contractual compliance.

? What does a bank guarantee cost per year?

In practice, costs typically range between 0.5 and 3 per cent of the guarantee amount per year,
depending on creditworthiness, term, guarantee type and collateral. Surcharges may apply for
higher risk or international business. One-off issuance and amendment fees may also be added.

? What types of bank guarantees are there in procurement?

The most important types are advance payment guarantees (refund of prepayments), warranty
guarantees (defect claims after delivery), penalty guarantees (liqguidated damages) and bid bonds
(offer binding). Depending on the contract phase, several types may be combined. The choice
should be based on the specific default risk.

? When does a bank guarantee become due?

With abstract guarantees, it becomes due when the beneficiary makes the formal demand defined
in the instrument, for example a written claim referencing the guarantee number. The bank checks
only the form, not the underlying dispute. The guaranteed party must subsequently resolve any
substantive objections under civil law.

7 Difference between a bank guarantee and a suretyship?

The bank guarantee is abstract: the bank pays irrespective of defences arising from the underlying
contract. The suretyship is accessory and depends on the existence and scope of the primary
obligation. For buyers, the guarantee is therefore usually the stronger instrument, while suppliers
often regard suretyships as less burdensome.

? When should buyers demand an advance payment guarantee?

An advance payment guarantee makes sense when prepayments are substantial, the supplier
relationship appears weak or long lead times increase the risk, for example with custom-made
products. Typical triggers are advance payments of around 10 per cent or more, or suppliers with
limited creditworthiness. Alternatives include waiving advance payments or instalment payments
based on milestones.
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Find the right suppliers on Amplifa

Verified industrial suppliers in Germany, Austria and Switzerland. Describe your requirement and
receive comparable offers.
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