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CHAPTER 7. CONTRACT ADMINISTRATION
SECTION 13. PERFORMANCE AND PAYMENT BONDS AND
CONSENT OF SURETY

7.13.1 General.

a. The Miller Act requires the contractor to furnish both performance and payment bonds
for any construction contract exceeding $100,000. As awarded, each Systems Contract requires
the furnishing of performance and payment bonds in the amounts stated therein.

b. Definitions:

A performance bond secures performance and fulfillment of all contractual requirements by
the contractor; whereas a payment bond assures he makes payments, as required by law to all
persons who supply labor and/or materials during execution of the contract.

Consents of Surety advise the surety when changes to the contract are made. Additionally,
their use ensures the surety’s consent to extend the bond coverage accordingly. In other words, a
Consent of Surety obtains the surety’s acknowledgment that a bond given in connection with the
original contract or subsequent modification continues in effect even after the change(s) are made.

7.13.2 Amount Required.

a. Performance Bonds. In most contracts, including each Systems Contract, the penal
amount of each performance bond will equal 100 percent of the contract price at time of award,
unless the Contracting Officer decides that a lesser amount would be adequate for the
Government’s protection. As awarded, the Contracting Officer chose to require performance
bonds totaling 100 percent of the contract price.

When the contract value/price increases, the Government may require additional/increased
bond protection. Generally, the amount of increased bond protection will equal 100 percent of the
contract price increase and may be obtained by either directing the contractor to increase the penal
amount of the existing bond(s) or to obtain an additional bond(s). See paragraph 7.13.3 for a
discussion regarding Huntsville Center’s policy for additional bond coverage requirements.

b. Payment Bonds. Payment bonds are necessary whenever performance bonds are required,
i.e., and those contracts greater than $100,000. Contractual penal amounts follow:

(1) 100% of the contract amount unless the contracting officer finds that such a
bond is unavailable.

As is the case with Performance Bonds, the Government may secure additional bond
protection when the contract price is increased. See paragraph 7.13.3 for a discussion regarding
Huntsville Center’s policy for additional bond coverage requirements.
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7.13.3 Additional Bond Coverage .

a. Policy. Huntsville Center’s policy on Phases II, III, and IV of the contract is to require
additional bond protection for any modification increasing the basic contract price by $100,000.
Increased bond coverage will also be required when an out of scope supplemental agreement of
$100,000 or more is processed.

The requirement for additional bond protection may be accomplished by directing the
contractor to either increase the penal sum of the existing bond or to obtain an additional bond.

Finally, additional bond protection may be obtained from either the Original Surety/Sureties or it
may be obtained from a New Surety/Sureties.

Regardless of how the contractor chooses to obtain the additional coverage; the aggregate of
all modifications each less than $100,000, must be reflected in the increased bond protection when
the next modification greater than $100,000 is processed. See the exhibits at the end of this
section for copies of SF-25, SF-25-A, SF-1414, SF-1415, Checklist for Consent of Surety,
Checklist for Performance and Payment Bonds, and a fully executed Consent package.

b. Use of the SF-1415 and the SF-25-A.

When additional bond coverage is required and is secured in whole or in part by the Original
Surety or Sureties, the Contracting Officer shall use Standard Form (SF) 1415, Consent of Surety

and Increase of Penalty.

When additional bond coverage is required and is secured in whole or in part by a New
Surety or Sureties, the SF-25-A - Performance Bond shall be used.

c. Useofthe SF-1414.

When the contract is modified, the Contracting Officer shall obtain a straight Consent of
Surety from the contractor by using an SF-1414 if:

(1) An additional bond is obtained from other than the original surety;
(2) No additional bond is required and,
(D) The modification is for new work beyond the scope of the original contract or;

(i1) The modification does not change the contract scope but changes the contract
price (upward or downward) by more than 25 % or $50,000 or

(3) A Novation Agreement is executed.
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7.13.4  Procedures for Consent of Surety and Consent of Surety/Increase of Penalty.

| a. For modifications between $50,000 and $100,000; the REO will prepare the SF-1414 —
Consent of Surety together with all supporting documentation (see below) and forward to the
contractor for execution. When a modification is forwarded to HNC for signature, CT-D/CD-CA
will prepare the SF-1414 together with all supporting documentation and forward to the contractor.

b. For modifications greater than $100,000, CD-CA/CT-D will prepare SF-1415 together
with all necessary supporting documentation and forward to the contractor for execution.

¢. Documentation. Whenever possible all documentation to include the corresponding
modification(s), the SF-1414/SF-1415, and any instructions thereto will be forwarded to the
contractor for concurrent execution. In those cases when it is not possible to forward all
documentation to the contractor concurrently, every effort will be made to furnish him the
necessary bond documentation within seven working days after execution of the modification.

d. The contractor or his authorized representative will execute the Consents of Surety (SF-
1414 and/or SF-1415) concurrently with the modification(s) again, when possible and return to the
Resident Office within the time periods stated in the instruction letter.

If the individual signing the Consent form does so in a representative capacity, e.g., attorney in
fact, but is not a member of the firm, partnership, or joint venture, or an officer of the corporation
involved; then an original Power of Attorney or Certificate of Corporate Principal must be
submitted with the executed consent form. [See fine print on the SF-1415.]

e. An original Power of Attorney is also required for the surety representative(s) executing
each consent.

f The RE Office/CD-CA/CT-D will review the executed Consents according to the
Checklist for Consent of Surety, Exhibit 7-13*5, paying particular attention to the dates and seals
as noted on the checklist. The execution dates on the Consent must be the same or later than the
effective date of the modification.

g. All supporting documentation accompanying the Bonds and Consents will become part of
the original contract modification file and shall be maintained at the REO. As stated in Section 11,
| Chapter 7, a convenience file will be maintained by the Huntsville Center.
7.13.5 Liability Limit. =~ Surety companies are limited by Treasury Department regulations in
| that the liability limit they can assume on any one risk. If the surety company reaches the
liability limit, the contractor must arrange for a co-surety to assume the penalty increase. Also, the
| new surety may be required to furnish a performance bond, executed on a SF-25, to accompany
the particular modification and consent form when the new surety begins participation as a Co-
| Surety. The penal sum for the second bond must cover the new insurer’s share of liability in
support of the modification attached to the first bond. For subsequent
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modifications, the new surety company may increase the penal sum of its performance bond in the
same manner as the other co-sureties by executing a Consent of Surety and Increase of Penalty.
After a company has exhausted its underwriting capability, it must continue to execute consents
on future modifications in a zero capacity (or none) so that it will not be released from its previous
obligations. Increases in payment bonds will be accomplished in the same manner.

7.13.5 Exhibits .

Exhibit 7-13*1
Exhibit 7-13*2
Exhibit 7-13*3
Exhibit 7-13*4
Exhibit 7-13*5
Exhibit 7-13*6

Exhibit 7-13*7

SF-25. Performance Bond.

SF-25-A. Payment Bond.

SF-1414. Consent of Surety.

SF-1415. Consent of Surety and Increase of Penalty.
Checklist for Consent of Surety.

Checklist Performance and Payment Bonds.
Example of a Fully Executed Consent Package.
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Exhibit 7-13*1. SF-25 — Performance Bond
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Exhibit 7-13*1. SF-25 — Performance Bond (Cont’d)
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Exhibit 7-13*2. SF-25-A, Payment Bond
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NS kW

10.
11.
12.
13.
14.
15.
16.
17.

18.
19.

20.
21.

22.
23.
24.
25.

26.

CHECKLIST FOR CONSENTS OF SURETY

YES

Is the consent executed on the correct form? SF1414 - (OCT 1993 REV.)? SF1415 (JUL 93 REV.)? cvoiiiiiiieiiieeeieeeeee )
Is the contract number listed in BIOCK 17 ......coiiiiiiiiiiiie ettt et b et es et e s et sae bt et eneenneneen ()
Is the modification/delivery order number listed in BIOCK 22.........c.couiiriiiiiiniiiieiieie ittt )
Is the modification/delivery order date listed in BIOCK 37 .......couiiiiiiiiiieieiee ettt s ()
Has the increase/decrease in penalty of performance/payment bonds been correctly inserted in Item 42 .........cccoeeveeneinienccnnnne. ()
If penal sums have been decreased, has the work increased in Items 4,6, and 7 been changed to decreased? ...........ccccoceverveeennne. ()
Does item 5 contain all co-sureties, and is the amount each assuming against the increase/decrease in bond
penalty set out in Items 6 and 7 and does the total equal the amount in Item 47 .........cc.oceiiiiiiiiiiireee e ()
If other modification/delivery orders are included in the consent; is recapitulation furnished?...........cccccoeoinennininnincnncnccne. ()
Is the principal[Js name and address typed in BIOCK 987 ...........coiiiiiiiiiiiieeee ettt s ()
Did the principal execute the consent and is his/her name and title typed beneath the signature? .............coceoeveveererineneenernennne )
Is the execution date in Item 9.d. the same or later than the modification/delivery order date?............ccoccoviviniinenenicnineeieeen ()
Is the corporate seal affixed on behalf of the principal and does it read the same as the name listed in item 9a? .............ccccoeueunee. @)
Is the name and address of the surety company listed in Ttem TOA? ........c.ooiiiiiiiiieeee et ()
Is the name of the surety company exactly the same as it appears on the latest Treasury Department Circular...........ccccoeeveerenene ()
Is the consent executed on behalf of the surety and is his/her name and title typed or printed beneath signature?...........c.ccccoevueneenee. ()
Did the surety company date the consent in BIOCK 10A?.........coueiriiiriiiiiiiniiinince ettt )
Has the corporate seal been affixed on behalf of the surety and does it read the same as the typed named
I1TEEIM TOA? .ttt ettt ettt ettt et et e e b e et e e st esees s esseeseeseesees s ens e st e seesees s essen s ensees e beesees e e st e s s easeeaeekeene e Rt e se b e ebeeneeneentenbente s ()
Is the original power of attorney for the surety company attached to the CONSENE? ...........ccceviririiiiiiiririeeeeeeee e ()
If the consent was executed by a foreign surety company, is the commensurate statement included with
THE COMSEI? ...ttt ettt ettt b ettt b e e et eh e st ea e bt sh e eh e es e es e e e e e bt ee e eb e ea s emtemteeeeeb e e et es e ensen s e bt seeebeeneen b et e seeabesneeneennenenne ()
Is the Attorney-in-Fact’s name on the consent of surety the same as the name of the power of attorney? ............cccoeeeverveneincnnne ()
Is there a block on the power of attorney for the penal sum? If so, does it include increase in penal sum
of both bonds? (The block can contain one total for both bonds or each penal sum can be listed separately)...........cccceeceererieeennenne. ()
Does the power of attorney require an SBA Guarantee Agreement? If it does, it must be furnished with
TPIE POWERT. .ttt ettt b ettt b e e et eb e st et e bt s et eb e st es e e e e e bt eh e eh e e a e e Rt et eE e bt eh e eh e ea s et e bt eh e e bt e aten b e be et e bt e et ent et enenne ()
Has the corporate seal been affixed on the power of attorney at the signature of the certifying officer?..........ccccoveverivievieieriennenne. ()
Is the certification date on the power of attorney the same as or later than the date in Block 10d?......
HAVE ALL CHANGES OR CORRECTIONS ON THE CONSENT BEEN INITIALED BY THE
PRINCIPAL AND THE SURETY 2.ttt sttt ettt b ekttt beben O
Are all the following documents being forwarded to the Bonds TamM? ............ccocveieieriiniiiieieieieiesie et ()
a. Copy of the modification or delivery order? Original signed or CONSENLS? .........ccueriiriiriririiieiene ettt ()
b. Certificate of authority for principal when executed in a representative capacity? .. ()
c. ARETURN SELF ADDRESSED ENVELOPE?............cccccociiiiiiiiiiiiiiiiiie ettt @)
d. Copy of this completed form with all questions entered (1Y [] and names and telephone numbers listed

DLWttt ettt ettt ettt ettt et s ettt et ekt e st e Rt et e ke ekt st et e n s e R b e b e eR e ke enten b en s e b e heese ekt enten b e b e eseeheentestentenseebeeneententenbenne s ()
Reviewer’s Name and Phone Number Contract Specialist’s Name and Phone Number

Exhibit 7-13*5. Checklist for Consent of Surety.
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— O
=

11.
12.
13.

14.
15.
16.
17.

18.
19.
20.

21.
22.
23.
24.
25.
26

27.

. Is the performance bond executed on the correct form (MAY 1996 REV.)? Payment Bond (JAN 1990 REV.)?.....(
. Is the execution date the same as or later than the contract/award date?..............cccceeviriniinininiineininineceeene
. Is the principal’s name on the bonds and contract exactly the Same?.............ccecveviririininiininineneceeeceeeeeeeee
. If the principal is a partnership or joint venture, are all names listed in the upper corner of the principal’s block? ...

. Is the state of incorporation listed on behalf of the principal? ...........cccceeveiiiiiiiiniiieeeeeeee e
. Is the surety’s name exactly as listed on the Treasury Department Circular and is it’s business address listed? ........

. Does the penal sum on each bond comply with FAR 28.102-2 ......cc.oiiiiiiiiiiiieiiieie et

. Is the contract date on the bonds the same as the award date in block 31C on SF14427 ........cooiviiiiiiiiiiiiieeeiieeeeens

CHECKLIST FOR PERFORMANCE AND PAYMENT BONDS

Is the type of organization correctly checked on behalf of the principal? ...........c.cccccvvirininiininincncceeccceee

Is the penal sum of the performance bond within the surety’s underwriting limitation from latest TD Circular ........

Is the contract number on the bonds the same as the number in block 4 on SF14427 .............cc........

)
)
)
)
)
)
)
)
)
)
)
)

e N W e N N N e N

Is the corporate seal affixed to the bonds on behalf of the principal and does it read the same as the name(s) in
the principal’s block in the upper left hand corner of the bond form? If not, citation from state law which states
that a seal is not required to bind the corporation must be furnished. ..........cccooeriiieniinieniineeeeeeee e )
Is the name and address of the surety company LiSted? ..........cccooieiiiririiiniiiiiiiee et )
Did the surety execute the bonds? Is the name and title typed or printed beneath the signature? ............ccocevereenene )
Is the corporate seal affixed to the bonds on behalf of the SUrety?..........cociiiiiiiieiiie e )
If co-sureties are executing, did each surety set out exact dollar amount assumed against penal sum of bond in
block marked Liability Limit opposite its name, and do these figures total the penal sum of the bond? ................. )
If the bonds were executed by a foreign surety company, is the commensurate statement included with the bonds?( )
Is the original power of attorney for the surety company attached to the bonds?..........cccoeceeviriininieniniieninieeeene )
Is there a block on the power of attorney for the penal sum of the bond? If so, does it include penal sum of each
bond? (It can be one total for both bonds or each penal sum listed separately). ........cccoceeveverieniieneninierienenene
Does the power of attorney require an SBA Guarantee Agreement? If so, it must be included with the power........
Is the Attorney-in-Fact’s name on the bonds the same as on the power of attorney?...........cccceceveeverieneneenenneenens
Is the certification date on the power of attorney the same as or later than the bond execution date? ......
Has the corporate seal been affixed on the power of attorney at the signature of the certifying officer? .. .
Are Reinsurance Agreements on the correct form (AUG 1990 REV.)? ....ouiiiiiiiiiiiiiiieeeeeeeeeee e

~

. If an irrevocable letter of credit is furnished, it must comply w/FAR 28.204-3 and the determination from local

legal Must De fUIMISREA. .....c.oooiiiiii ettt ettt et e e et sbe et s be et e b ene
For Individual Sureties Only: Is the individual surety’s name and business address listed?..
a) Do bonds comply with FAR 28.203 - only authorized assets used and escrow accounts set up and attached?....
b) If real estate is used, are all of the required forms executed properly and do they comply with FAR28.203.3?..
¢) Did the individual surety execute the bond and is the name typed beneath the signature? .............ccccooceeeeneennen.

NN AN AN A
~— O~ —

Exhibit 7-13*%6. Checklist for Performance and Payment Bonds

7-13.12



June 1998 Contract Administration Plan CEHNC 1180-3-1
]

28. Have all changes and corrections on the bonds been initialed by the principal and the surety? .............cccceeueeucne )
29. Are all of the following documents being forwarded to the U.S. Army Bonds Team?
) OrigiNal SIZNEA DONAS?......couiiiiiiiiee ettt ettt b et b e st e et e st s et e st et et e s st ebeebeseennens ()
b) certificate of authority for principal when executed in a representative capacity? .........cccoceeeeereeererenereeennene 0)
¢) reproduced completed copy of the contract/award page SF1442 front and back ...........ccceoeiniiiiiniiinencne. )

d) copy of contract pages which contain the following:
the DONA TEQUITEIMEINL . ......etiititiieieiieeet ettt ettt ettt ettt e s et eb et e ebe st e b et e st eseeseebe st e be st eseeseebesaenneneane
the typ of contract (e.g., requirements, indefinite quantity).....
e) A Return Self Addressed Envelope? .............c.cocoovenininene
f) a copy of this completed form with all questions entered Y, the names and telephone numbers listed below?... ()
30. If you cannot answer Yes, you must take the necessary steps to have the problem(s) corrected before submitting
to the Bonds Team.

Reviewer’s Name and Phone No. Contract Specialist’s Name and Phone No.
JALS FORM 892 (REV. 1/97)

Exhibit 7-13*6. Checklist for Performance and Payment Bonds.(Continued)
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Exhibit 7-13*7. Example of a Fully Executed Consent Package (Cont’d).

7-13.16



June 1998 Contract Administration Plan CEHNC 1180-3-1
]

-

Page 2 of 2

Thcrease or Ihcreasé in Laabzlaty Limat Unacs
Mod Ho . Decrease Performance Bsad Fayment Band Effeccive Date
BLOAZE 5 11,289.00 5 11.259.04 5 o.40 I6 Mar 97
Pooazl f, #0700 9, 807.00 Q.07 26 Mar %7
FOO028 [E93_0C) 11%3.001 0.60 16 Apr 97
® PROOZ ’
00030 14,363.00 ' 14, 363,00 0,00 16 Apr o7
FOOAAL 21. 7SE . UG 21.756.00 o.00 L6 Apr 37
FCOD3E 14,805.08 14.805. 4t 0.oo 14 ey 37
FLOOAE 326,857 .08 326, 657.00 7.00 6 hug 37
§306,094.00 s198, 094.00 -t\_ .
' No Inckease
R e 3 =

sModificetion nat finalized yer. P % -}_5_.1 20, 070

o Pack OF 1HiS, SHow Ad aops BeTweadt

FHE (of T CLTARLISH henT OF Haofey A1ounTs.

CEE THE COBTRCMEn comrmgeT ADHINSTRATIG &d I0E
cHgeresl ¢, PAGES 193 F Y FOR GiDanCE o) -
FrOUATS LEVRED fold. [ Foeranc ¢ FAvnenT BOw D5

. 5
A DO al o rtonimamnen_ 5o o pema_lﬂz;wﬂj@ur@_d by 1Y s

Ly mobs > Moooon tncrdase 11 ednn el

SEE FhAcE t— Fod. TS SUL e £ faraiaan T

I TrHes Q{Mﬂmj ALD 2 oo 2 THrLEa G+ P.:Jr:?{?':"-l)
Zoe it it 258 Fhoan R mma . Mo 14T KEaanED
L Tre Ao oo 33 ket Eveodad) W po oo

THEN, We Lis§ Ehcy AOID [v] RE L2 THE (GET7T
SFIHS ar CD!’[S.J;*M thrr;;.-_?‘wdj aF W‘"f’?"r"&ﬂ-

Saclc P e oF

Exhibit 7-13*7. Example of a Fully Executed Consent Package.
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Matignal Unica Fire Insuraoce Campany of Pilsburgh, Fa.
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