
LETTER OF GUARANTEE 

 

Introduction 

There are many types of LGs but the underlying purpose is the same for all, that being a guarantee of 

payment to a supplier.  A Payment Guarantee for example, serves as a security for the supplier should the 

purchaser not meet his payment obligation on a timely basis.  Another type of guarantee is a Performance 

Bond.  When a bank issues a Performance Bond, it guarantees to pay a certain sum if the seller’s 

contractual promise to the purchaser to make a delivery or provide a service is not met.  Letters of 

Guarantee may also be granted for advanced payment, retention bonds, bid bonds, performance bonds, 

credit collateral and customs guarantees.  The purpose of the letter of Guarantee is the same for all, that 

being a guarantee of payment to a supplier.  A Payment Guarantee for example, serves as a security for 

the supplier should the purchaser not meet his payment obligation on a timely basis.  Another type of 

guarantee is a Performance Bond.  When a bank issues a Performance Bond, it guarantees to pay a certain 

sum if the seller’s contractual promise to the purchaser to make a delivery or provide a service is not met.  

Letters of Guarantee may also be granted for advanced payment, retention bonds, bid bonds, performance 

bonds, credit collateral and customs guarantees. 
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April 19, 2001. 


