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1 
aim
This document provides information with reference to the request for bonds on Contract’s across the Anglo Technical Division.

The objective of this procedure is to ensure that Contracts that require bonds are requested in the format and time frame necessary to safeguard Anglo Technical Division contracting with other Parties.

2 Scope

The scope of this procedure sets out the application of all types of Bond instruments used in construction and general Contract’s issued in the project environment.

3 Definitions

	Performance Bond
	:
	A Financial Instrument used in construction Contracts to guarantee that in the event of a Contractor’s default, funds will be available from a Financial Institution to complete the Contract and ensure its proper functioning. The Performance Bond as its name implies is used to ensure the performance of a Contractor on a Contract.

	Surety Bond
	:
	A Financial Instrument similar in wording to a Performance Bond used in general Contract’s to cover any financial outlay by ATD for which it has no Plant and Material, goods or services received. For example, a Contractor requires an upfront payment to commence with the Contract. This upfront payment is covered by a Surety Bond to safeguard the outlay of monies by ATD should the Contractor default.

	Retention Bond
	:
	A Financial Instrument similar in wording to a Surety Bond used in construction Contracts to guarantee that retention monies released to a Contractor before the completion of a Contract are covered by a Retention Bond should any defects or rectifications arise during the Defects Liability period.

	Financial Institution
	:
	A registered South African commercial bank or insurance company and is approved by ATD.

	Contractor
	:
	Shall include Contractor’s, Vendors, Suppliers and Seller.

	Contract
	:
	Shall include Contracts, Agreements and Orders.


4 Abbreviations

	ATD
	:
	Anglo Technical Division 

	MC
	:
	Manager Contracts

	SC
	:
	Supply Chain


5 Responsible for Review

General Manager Projects
6 Responsible for Implementation

Supply Chain

Manager Contracts

7 Procedure

7.1 Performance Bond

There is no automatic request of a Performance Bond to a value of 10% of the Contract Price on any construction Contract placed with a Contractor. 

The Risk Review Checklist for Performance Bonds, form ATDP_PS_000026, is completed for every construction Contract of a value of >R 5 million or a high risk Contract identified with elements such as new technology, design or special performance guarantees.

The Project Manager, with input from Procurement, establishes if a Bond is required and the value thereof. The recommendation is approved by the Programme Manager and the Manager Contracts.

If a Performance Bond is required then the following procedure is applicable.

· The Performance Bond value should be an amount of 10% of the Contract value (excluding Value Added Tax) or the recommended and agreed value established in terms of annexure ATDP_PS_000026. 

· The cost of the Performance Bond is negotiated during the post-tender stage and is included in the Contract Price of the Contract.

· The Performance Bond, form ATDP_PS_000021, shall be provided by a Financial Institution. In case a Contract is awarded to an international Contractor, where the domicile of the Contractor is in a foreign country, the Performance Bond shall be supplied by an international recognized financial institution and shall be approved by the Technical Accountant.

· The Performance Bond shall be issued in the format as per Appendix A form ATDP_PS_000021. It is an “unconditional on demand type” Performance Bond and no other wording is acceptable without the prior approval of MC.

· The Performance Bond shall not have an expiry date and is open until the Contractor has completed the works and a Taking over Certificate (ATDP_PS_000025) is issued. The release of the Performance Bond can be extended, by agreement with the Contractor, until the end of the Defects Liability Period and a Defects Certificate (ATDP_PS_000024) is issued.

· In case of a foreign Contractor the law of that country requires an expiry date of any Bond instrument and therefore an expiry date of 12 months after the Completion Date or defects date is acceptable. Should the Completion Date not be achieved by the Contractor then the expiry date of the Performance Bond must be amended at the cost of the Contractor. It is important that the expiry date is monitored by the Project Manager to ensure that the Performance Bond does not expire.

· If the Contract Prices increase by more than 25% then the Performance Bond value is increased accordingly.

· The Performance Bond details are recorded in a register by the creditor’s clerk of SC and the original instrument is filed in a secure storage facility for safe keeping currently in office 513 of 60 Main Street, Johannesburg. Copies of all Performance Bonds are sent to Accounts Payable for their attention. 

· At the request of the Contractor the Performance Bond is returned to the Contractor on completion of the Contract and a Taking over Certificate (ATDP_PS_000025) or Defects Certificate (ATDP_PS_000024) is issued. The release of the Performance Bond shall be approved by the Project Manager and/or Programme Manager.

7.2 Surety Bond

· A Surety Bond is required for monies advanced by ATD on Contracts and where ATD has no Plant and Materials, goods or services received e.g. upfront payments.

· A maximum of 25% may be made for upfront payments to a foreign Contractor without receiving Plant and Materials, goods or services in terms of Government Regulations.

· Upfront payments may be required on occasions but should be discouraged if there are no beneficial or motivating reasons existing for ATD, which shall be at the discretion of the Project Manager.

· If a Surety Bond is supplied by the Contractor it shall cover the amount of monies to be advanced by ATD.

· The Surety Bond shall be supplied by the Contractor from an approved Financial Institution or in the case of a foreign Contractor whose domicile is in another country the Surety Bond shall be supplied by an international financial institution approved by ATD.

· The Surety Bond shall be issued in the format as given in Appendix B form ATDP_PS_000022.  No other wording is acceptable without the prior approval of MC.

· The Surety Bond shall not have an expiry date and is open until the value of monies advanced to the Contractor equals the value of Plant and Materials, goods or services received.

· In case of a foreign Contractor the law of that country requires an expiry date of any Bond instrument and therefore an expiry date of 3 months after the Completion Date is acceptable. Should the expected date of receipt of an equal value of Plant and Materials, goods or services not be achieved by the Contractor then the expiry date of the Surety Bond must be amended at the cost of the Contractor. It is important that the expiry date is monitored by the Project Manager to ensure that the Surety Bond does not expire.

· The Surety Bond details are recorded in a register by the creditor’s clerk of SC and the original instrument is filed in a secure storage facility for safe keeping currently in office 513 of 60 Main Street, Johannesburg. Copies of all Surety Bonds are sent to Accounts Payable for their attention.  

· At the request of the Contractor the Surety Bond is returned to the Contractor on receipt of an equal value of Plant and Materials, goods or services. The release of the Surety Bond shall be approved by the Project Manager.

7.3 Retention Bond

· Where a Contract is subject to retention monies being withheld a Retention Bond might be offered by the Contractor as an option.

· The maxim “money in the Bank is worth more than a paper in the hand” is the guiding principle with Retention Bonds.

· ATD prefers to withhold retention monies and it is not a matter of course that retention monies are automatically exchanged for a Retention Bond. It is the discretion of the Project Manager and/or Programme Manager whether a Retention Bond in lieu of withholding retention monies is accepted. This involves a negotiation process between the Project Manager and the Contractor and unless there is a financial incentive such as a discount to ATD, there is no compelling reason to exchange retention monies for a Retention Bond.

· If a Retention Bond is issued it shall cover the value (excluding VAT) of retention monies that would have been withheld on the Contract.

· The Retention Bond shall be supplied by the Contractor from an approved Financial Institution or in the case of a foreign Contractor whose domicile is in another country the Retention Bond shall be supplied from an international financial institution and approved by ATD.

· The Retention Bond shall be issued in the format as given in Appendix C form ATDP_PS_000023. No other wording is acceptable without the prior approval of MC.

· The Retention Bond shall not have an expiry date on it and is open until the expiry of the Defects Liability Period which is normally 52 weeks after the Taking over Certificate (ATDP_PS_000025) plus 3 month is required.

· In case of a foreign Contractor the law of that country requires an expiry date of any Bond instrument and therefore an expiry date of 3 months after the defects date is acceptable. Should the Contractor’s obligations not be achieved then the expiry date of the Retention Bond must be amended at the cost of the Contractor. It is important that the expiry date is monitored by the Project Manager to ensure that the Retention Bond does not expire.

· The Retention Bond details are recorded in a register by the creditor’s clerk SC and the original instrument is filed in a secure storage facility for safe keeping currently in office 513 of 60 Main Street, Johannesburg. Copies of all Retention Bonds are sent to Accounts Payable for their attention. 

· At the request of the Contractor the Retention Bond is returned to the Contractor after issue of the Defects Certificate (ATDP_PS_000024). The release of the Retention Bond shall be approved by the Project Manager. 

appendix a : related documents
	ATDP_PS_000021.doc
	:
	Performance Bond

	ATDP_PS_000022.doc
	:
	Surety Bond

	ATDP_PS_000023.doc
	:
	Retention Bond

	ATDP_PS_000024.doc
	:
	Defects Certificate

	ATDP_PS_000025.doc
	:
	Take Over Certificate

	ATDP_PS_000026.doc
	:
	Risk Review Checklist for Performance Bonds

	Authority Policy Manual
	
	


























	ATDP_PS_000020.doc
	APPROVED
	20 April 2007 
	Page 7 of 7



[image: image1.wmf]_1206357539.doc
[image: image1.png]ANGLO
AMERICAN







