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EXECUTIVE SUMMARY
In this paper, we will delve into operational
and technological roadblocks that the surety
industry faces, and the role centralized
credit analysis can play in advancing the
business of surety insurance. We also evaluate
how technology tools such as advanced
visualization and data analytics can simplify
credit analysis and underwriting for the surety
line of business.
The amalgamation of interactive visuals
with in-depth data insights, along with
process automation and holistic portfolio
management, can empower surety insurers
to drive top-line growth and operational
efficiencies, and most importantly,
ensure profitability.

We also evaluate how
technology tools such as
advanced visualization
and data analytics can
simplify credit analysis
and underwriting for the
surety line of business.

A NOVEL APPROACH TO CREDIT ANALYSIS FOR SURETY INSURERS

4

INDUSTRY SNAPSHOT
As per the Surety and Fidelity Association
of America (SFAA), the surety insurance
industry is experiencing steady growth. The
direct written premium (DWP) has more than
doubled over the past two decades, and in the
U.S. alone, it is expected to be USD 6.8 billion.
In terms of revenue, the global surety market
is positioned to grow to USD 29 billion by
2027, with an impressive CAGR of 7.2 percent.
With combined ratios averaging 70 percent
over ten years, the surety business has
returned profits for insurance companies.
Since 1998, the surety industry has protected
more than USD 9 trillion in contract and
commercial surety exposure. The statistical
department of SFAA further reported that
approximately USD 25 billion in losses were
paid out, and another USD 50 billion in loss
adjustment, underwriting, and general
expenses were incurred since 1998 – signaling
a continuing trend of low loss ratios.
However, in recent years, there has been a
rise in the number of claims. The latest SFAA
numbers show a two-point increase in loss
ratio compared to 2018. With the COVID-19
pandemic intensifying across the globe,
insurers need to anticipate a further increase
in the number of surety claims. Recent market
reports suggest the unfolding coronavirus
pandemic could result in significant losses
for credit and surety insurers, as was seen
during the 2008 financial crisis. According to
the International Credit Insurance and Surety
Association, the claims ratio for its members
averaged 52% between 2006 and 2018.
During the financial crisis, insolvencies spiked
dramatically; as a result, the claims ratio rose
to 85% in 2008 and 87% in 2009.

in construction surety claims as a result of
unprecedented delays caused due to global
lockdowns, crew social distancing, shortage
of subcontractors and raw materials, and
more. Historically, it has been observed that
when the construction sector is booming
and prosperous, surety companies see very
few claims. Conversely, when there is a
downturn in the construction market, there
is a corresponding increase in surety claims
(performance and payment bonds).
In response to emerging trends, underwriters
are likely to revisit their credit analysis
strategies and surety portfolios, as required.
Underwriters will be more selective with
accounts to keep the claims in control.
They would dig deeper into each profile to
analyze the financial risks, keeping in mind
the volatility, uncertainty, complexity, and
ambiguity in the global marketplace. While
markets will continue to be soft with excess
capacity, pricing will be a tight spot for
insurers in the short term, there will be a
flight to quality, and companies with robust
underwriting performance will drive positive
business outcomes.

Contract surety is a significant part of
the surety market, and the pandemic will
have a considerable impact in this space.
That is primarily due to an expected rise
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The global surety
market is expected
to grow to US$ 28.77
billion by 2027

Direct premiums written
have more than doubled
over past two decades
in the U.S.
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SURETY
INSURANCE
INDUSTRY
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Protected more than
$9 trillion in contract
and commercial surety
exposure in the U.S.

04
Combined ratios on an
average of 70% for over
10 years in the U.S.

05
In the U.S., $25 billion in losses
were paid out, with another $50 billion
in loss adjustment, over 20 years
since 1998

Figure 1 – Key Trends in Surety Insurance
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THE CHALLENGE WITH EXISTING CREDIT
ANALYSIS PROCESSES
Credit analysis processes have primarily
remained decentralized due to the
highly competitive local markets and the
geographically dispersed operational
structures, causing problems for insurers.
The lack of standardization makes the
underwriting decisions prone to individual
bias, hinders portfolio level comparisons, and
leads to inefficient pricing of policies. Legacy
credit analysis and reporting workflows need
a massive overhaul to equip insurers with
the tools they need to boost underwriting
performance and improve combined ratios.
Those issues are compounded when we
consider the shortage of qualified surety
underwriters. For a complicated job, where
there is no margin for error, one wrong
decision can result in a full penalty bond loss.
That is detrimental for the bottom line as
surety bond premiums generally run in the
0.5 percent to 3 percent range of the total
contract price.
Typically, surety underwriters take on multiple
roles – operations, marketing, customer

relationship management, and underwriting
– and struggle to manage their bandwidths.
That results in higher turnaround times for
responding to proposals with significant time
and effort being spent on non-value adding
activities. Further, the visualization and
analytical techniques available today to enable
more in-depth insights into profit margins

Legacy credit analysis
and reporting workflows
need a massive overhaul
to equip insurers with the
tools they need to boost
underwriting performance
and improve combined
ratios.
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and ratios, liquidity and leverage, over/underbillings, and over-90-day-old receivables are
still in their nascency.

remained profitable for insurers, over the
years, the underwriting criteria have become
less stringent.

Therefore, in the absence of proper data
consolidation, visualization, and advanced
analytics, surety underwriters spend a
significant chunk of their bandwidth –
sometimes up to a few working days – on
administrative tasks. Those tasks include
gathering information from multiple sources,
consolidating it, and identifying and extracting
meaningful data from lengthy documents to
evaluate key performance indicators.

Tackling those challenges would require surety
insurers to centralize credit analysis processes.
Apart from immediately standardizing the
entire execution cycle of credit analysis,
centralization would help digitize paper files,
documents, and underwriting guidelines. That
would, in turn, enable index-based storage,
easy archival and effortless implementation of
consistent pricing rules.

Furthermore, while surety underwriters are
required to adhere to company underwriting
guidelines, they are also responsible for
growing their book of business, building
and maintaining agency relationships, and
minimizing losses. And hence, there remains
a conflict of interest – choosing between
growth and risk appetite of the company.
Moreover, since the surety business has

In order to boost underwriters’ efficiency,
some surety insurers are establishing
dedicated credit teams to gather and
analyze data and enable underwriters to
make informed underwriting decisions. Even
from a management reporting standpoint,
one department overseeing multiple
locations would make it far simpler to collate
information for reporting to underwriting
management and C-suite executives.
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TRANSFORMATIONAL LEVERS FOR
BOLSTERING CREDIT ANALYSIS PROCESSES
In today’s business world characterized
by volatility, uncertainty, complexity, and
ambiguity, proactively identifying increased
bankruptcy risk in accounts across the
portfolio has gained importance from an
underwriting perspective. From replacing

manual workbooks with automated
spreadsheets for credit analysis reporting to
focusing on better risk management practices
at the portfolio level, surety insurers will need
to take impactful measures to maintain low
loss ratios in the coming years.

Here are some critical interventions that can help surety insurers overhaul
their credit analysis processes and boost underwriting performance:

1

AUTOMATE
ADMINISTRATIVE
TASKS

Underwriters need to have access
to financial information in a format
favorable for analysis and risk
identification. While financial spreading
is used as a tool for achieving a higher
degree of granularity to aid strategic
decision making, underwriters spend a
considerable amount of time entering
data into the financial analysis program
or Excel sheets. By using assisted
automation, leveraging technologies
such as optical character recognition
(OCR), surety insurers can free up
underwriters’ bandwidth, allowing them
to focus on revenue-generating tasks.

2

LEVERAGE ADVANCED
VISUALIZATION
TECHNIQUES

Although spreadsheet-based processes
have been in use in the surety business
for quite some time, the industry is
now looking to modernize legacy
business intelligence and reporting
solutions. Stripping away irrelevant
data that overburdens underwriters
and gleaning in-depth, actionable
insights requires that the data is
presented in an intuitive and simplified
manner using next-generation data
visualization techniques. A user-friendly,
customizable, and readily accessible
dashboard that supports statistical
analytics can significantly boost the
underwriter’s productivity while
analyzing and pricing complex accounts,
such as in construction surety.
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A noticeable shift from the traditional
approach to credit analysis that uses financial
spreading and text-based credit reports,
the effective use of visualization techniques
makes it easier to understand convoluted

financial data and navigate through various
driving components. The following measures
will ensure underwriters are equipped with
the right visual tools for faster, more accurate
decision-making:

Do away with Excel sheets and ‘cloud-based system spreads’ for Contract Analysis –
always dashboard and analyze contracts that may run in multiple sheets

Deep dive into contractor work schedule with a graphical approach to observe trends in
the top projects undertaken by a contractor, expected cumulative gross margins, revenue
booked to total contract amount, and outstanding contract-wise quartile analysis

Redesign the Financial Spreading output to be more visually appealing and containing
additional information such as YoY % change data and ‘common size analysis’

Aggregate all the individual drivers of the credit report at the underwriter-level to
suggest the overall portfolio credit risk exposure

Organize the portfolio companies into ranks/quartiles to understand which ones are at
a higher risk of bankruptcy in the portfolio with Ranking Analytics, leading to better
pricing – higher premiums for risky accounts

Use model-driven Financial Trend analysis to quickly identify and classify (positive/
neutral/negative) company performance based on the latest financial data and
historical data

Facilitate comparison between selected companies within the portfolio in a standardized
format that can help underwriters to build comparative, reusable data for accounts.
That data can be leveraged as reference information from Peer Comparison to expedite
decisions for other accounts within an underwriter’s portfolio
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FINANCIAL SPREADING
Capture financials in standardized format
from PDF documents.
Deliver out with enhanced visualization and embeded YoY%
change and common size analysis.

FINANCIAL TREND

ANALYTICAL COMPLEXITY

A model driven trend of what the select ratios are telling us about the YoY
trajectory of the company. It is driven by key ratios for capital structure,
operating performance, and liquidity.
Predict the outlook for the company using information for the current year
and trends from previous years ( if data is available ).

RANKING ANALYTICS

PEER COMPARISON

Rank each company within your
portfolio based on key ratios.

Carry out comparison with selected
companies within the portfolio.

Know rank/percentile position
to better price credit risk.

Can be done with similar
listed companies.

CONTRACT ANALYSIS (SURETY)
Deep dive into contractor work schedule-project completion status,
project-wise margins, project-wise under/over-billing.
Can be enhanced with insightful visualization-top projects undertaken,
expected gross margin, revenue booked to total contract amount,
outstanding contract wise quartile analysis, and completion trends.

CREDIT REPORTS
Access Insightful reports on financial stability, based on capital structure,
operating performance, and liquidity.
Option to add risk scores based on pre-defined
industry benchmarks.

Figure 2 – Analytics and Visualizations Tools for Improving
Credit Analysis and Underwriting
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3

STRENGTHEN
PORTFOLIO
MANAGEMENT

Portfolio management is especially
critical for surety insurers as rating
agencies use it as a benchmark while
evaluating their credit strength. And a
solid credit rating can make or break a
business, considering brokers/clients
factor it in while selecting the right
partner for their bond. In some cases,
obliges only accept bonds from “A” or
better-rated bond companies.
Moreover, an excellent rating ensures
acceptance of surety bonds by
government agencies.

The credit analysis
space in the banking
industry has seen the
adoption of cloudbased techniques
driven by visualization
and analytics

Effective risk management with a
portfolio-level perspective requires
thorough monitoring of credit quality
through relative financial analysis,
portfolio sensitivity analysis, account size
distributions, and bond sizes distribution
vs. project handling capabilities
within the account. Modern tools of
visualization and analytics can enable
more manageable and centralized
monitoring of those factors to ensure
more robust risk management.

Interestingly, the credit analysis space in the
banking industry has seen the adoption of
cloud-based techniques driven by visualization
and analytics. Such cloud platforms are
offered by leading financial intelligence and
analytical tool providers and are customized
to cater to specific requirements of banking
and international trade. From integrated
financial spreading on flexible templates to
built-in credit scoring, portfolio shock, and

stress testing capabilities, such platforms
deliver superior efficiency and efficacy across
the credit analysis lifecycle. However, the
surety insurance industry is yet to see that
level of adoption of next-generation cloudbased tools. A reason for that could also be
that while credit cards and personal loans are
volume-driven businesses, surety insurance is
very niche and relatively narrow in terms of
business volume.
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THE ROAD AHEAD
Changing policyholder expectations and
the rapidly evolving market environment
will further accelerate the launch of newer
products in surety, which are touted to
compete with banking products like Letters
of Credit (LOCs). While insurance companies
will look to provide a paperless, digital-first
environment for augmenting business-asusual, visualization techniques will play a key
role in helping them determine how accurately
and swiftly critical credit-related underwriting
decisions are made. Consequently, surety
insurers will be able to drive actionable
business intelligence, harness new revenue
streams, and achieve a competitive advantage
in the marketplace.
The use of such techniques will not only simplify
activities such as surety contracts (WIP) analysis
but also will add much needed analytical
impetus through ranking analytics and financial
modeling. And most importantly, it will change
the way we interpret credit reports, making
the case more substantial for a comprehensive
portfolio management approach, also regarded
highly by rating agencies.
The use of visualization and analytical
techniques for credit analysis is still in the
early phases. It has been a business domain
of few data aggregators which has seldom

lacked the customization required for an
insurance company. While we have seen the
successful adoption of these techniques in a
few insurance companies, the industry is yet to
catch-up.

Changing policyholder
expectations and
the rapidly evolving
market environment
will further accelerate
the launch of newer
products in surety,
which are touted to
compete with banking
products like Letters of
Credit (LOCs).
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The next generation of data visualization
tools will emphasize hyper-personalization,
empowering underwriters to modify visuals
on the fly without any coding intervention.
Drag and drop functionalities will allow the
underwriter to slice and dice data in real-time,
focus on the relevant data attributed, and

uncover hidden trends, thereby accelerating
decision making. Surety insurers who
are successful at streamlining their risk
management capabilities and strengthening
their credit check process with proven data
visualization and analytical techniques will be
able to drive better business outcomes.
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