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Introduction
Through the Surety Bond Guarantee Program, the U.S. Small Business Administration guarantees bid, payment and performance bonds for public and private construction, service, and supply contracts of up to $2 million on behalf of small businesses. The Program consists of the Prior-Approval (Plan A) Program and the Preferred Surety Bond (PSB or Plan B) Program.

On December 8, 2004, the FY 05 Omnibus Appropriations Act (P.L 108-447) was signed into law. This notice outlines program changes resulting from the new legislation. These changes are effective as of the date of enactment (December 8, 2004). Amendments will be made to            13 CFR Part 115 to incorporate these changes as soon as possible. 
Clarification of the $2 Million Contract Limit
The Small Business Investment Act still imposes a $2 million limit on the face amount of a contract for which the SBA may guarantee bonds. Public Law 108-447 clarifies the concept of an eligible contract to include an individual work order whose face value and the corresponding bond amount required do not exceed $2 million at the time of bond execution, even if the individual work order is part of a single indefinite quantity or multiple award contract specifying a range above $2 million. For example, the SBA is now authorized to guarantee the bonds on Work Order #1 as long as Work Order #1 (and the bonds required) does not exceed $2 million; and when SBA is requested to guarantee the bonds on Work Order #2, it has the authority to do so, even though (1) the two work orders are part of the same contract, (2) Work Order#1 has not been completed, and (3) the aggregate amount of the work orders exceeds $2 million.

However, the SBA’s guarantee of bonds on Work Order #1 in no way obligates the SBA to guarantee (or any Surety to issue) bonds on Work Order #2, in disregard of prudent underwriting standards or of other regulations.

As always, the amounts of two or more contracts for a single project are aggregated to determine the contract amount unless the contracts are to be performed in phases and the prior bond is released before the next phase begins, as outlined in 13 CFR §115.12 (e)(2).
The Preferred Surety Bond (PSB) Program
Public Law 108-447 also made the PSB Program (previously a pilot program) permanent. Under the PSB Program, selected sureties receive a 70 percent SBA guarantee on all bonds, and are authorized to issue, monitor, and service those bonds without SBA’s prior approval.      .

Additionally, PSB sureties were subject to annual audits; however, P.L. 108-447 changed that requirement to every 3 years.

SBA will issue new PSB agreements to each PSB surety, eliminating the program expiration date and the old annual audit requirement.
For additional information concerning this notice, please contact Dionne Neal at Dionne.neal@sba.gov or Barbara Brannan at Barbara.brannan@sba.gov .

Hector V. Barreto

Administrator
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