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OVERVIEW OF FEDERAL BONDS

Bonds running to the US Government are required of individuals and firms providing services to or doing business with the Federal Government.  They include guarantees for payment of excise taxes, redelivery of goods, and payment of duties and fees on imported goods.  While most Federal Bonds fall into this class, some are classified in other categories, i.e. Federal Warehouse Bonds and ICC Broker Bonds, which are found in the License & Permit section of this manual.  This is important to note when trying to find a rate or class code.

BOND FORM

Most federal bond forms contain onerous terms and conditions, most similar to those found in hazardous License and Permit Bonds.  The Federal Government has drafted all of their own bond forms and no revisions are allowed.  Some of the government departments even require the use of their own federal rider and cancellation forms.

BOND TERM

The bond terms vary in length with some being cancelable and non-cancelable, and others running for as long as 30 to 40 years.  Most are hazardous obligations containing lengthy discovery periods.

CUSTOMS BONDS


CLASS CODES 971, 972 & 912

                                                                         
  HAZARD CODE 971, 972 for Continuous bonds (5)


912 for Single Entry bonds (5)

OBLIGATION
 

Guarantees payment of all duties, taxes, fees and forfeitures due on imported merchandise in compliance with the laws and regulations of the Customs Bureau.  These bonds run to the Department of Homeland Security, U.S. Customs and Border Protection (CBP).

TERM OF OBLIGATION
· Determined by Statue:  If a single transaction bond, the obligation cannot be terminated, but remains in-force for the duration of covered transaction.  If a bond is written on a continuous basis, all the Principal’s customs transactions are covered under the bond.

· Continuous Bond:  This form remains in force for one year beginning with the effective date and for each succeeding annual period, or until terminated.  The bond constitutes a separate bond for each period in the amounts described on the form for liabilities that accrue in each period.  

· Termination: Only continuous bonds may be terminated.  The regulations require 30 days termination notice by the Surety to the CBP by certified mail.  Be aware, however, that there is a potential six-year claims tail.

UNDERWRITING INFORMATION

· Degree of Risk:  Hazardous.  Six-year statute of limitations.  The Customs Department makes claims directly against the Surety, first going against the Principal, but they do not recognize the defenses our Principal may have.  If the Surety does not promptly pay the obligee, the Surety may be sanctioned by removal/suspension from the Treasury List.

· Qualifying Principal: Only write for reputable and experienced principals.

BOND FORM 

· Statutory:  Bond provided by the obligee (Customs Form 301).  The Surety cannot modify this form in any fashion unless it is through one of the riders explained below.

· Changes to Bond: Once filed, the Customs Bond can only be modified by using one of four riders specified in the US Regulations and approved by the CBP.  These riders only permit the change of the Principal’s name or address, and the addition or deletion of a division or trade name.  Two other riders, a reconciliation and a periodic payments rider, have also been added to the Customs regulations.  All other changes require that the bond be rewritten.  

DISTILLERS, DISTILLERS WITHDRAWAL AND WINEMAKERS

CLASS CODE 942



HAZARD CODE 4
OBLIGATION
Guarantees compliance with Federal Laws associated with manufacturing, distilling, brewing, selling, rectifying, storing and transporting alcoholic beverages including payment of taxes, fines and other charges.  Also guarantees the product will remain in the warehouse until taxes are paid, since the IRS can allow postponement of taxes for as long as eight years.  In this case, the tax amount can accumulate from year to year.  These bonds generally run to the Bureau of Alcohol, Tobacco and Firearms (ATF), which is under the jurisdiction of the Department of the Treasury.  

TERM OF OBLIGATION
· Determined by Statute:  Varies.  Refer to statute for specific information.  Potential for long-term exposure, since some products are aged for eight years with tax obligations deferred until product is sold.  

· Termination Provisions:  Varies.  Review statute for specific information for cancellation/exoneration provisions.  

UNDERWRITING INFORMATION
· Degree of Risk:  Hazardous due to the nature of risk and potential for long-term exposure.  Also, bond penalties may be large if the Principal is a major manufacturer.


· Qualifying Principal:  Consider for financially strong, reputable, and experienced principals. Are overall trends positive, credit history clean, and sufficient to support this obligation?

· Prior Surety:  Who was the prior surety and why the change to a different surety?  Any history of losses or claims?

· ATF Audit:  Frequency and results of any ATF audit?  Has the Principal ever been fined by the ATF, and if so, what were the circumstances?
BOND FORM 

· Statutory.
· Onerous Provisions?  Discovery periods; Stacking or cumulative liability; Forfeiture language?

· Bond Amount:  How is it determined?  Is it likely to change from year to year?  Have taxes been deferred in the past, and if so, for what period of time?

EXCISE TAX


CLASS CODES 944, 945


HAZARD CODE 4
CLASS CODE 966

HAZARD CODE 4
CLASS CODE 942

HAZARD CODE 4
OBLIGATION
Guarantees compliance with Federal Laws applicable to alcohol and tobacco products, with the primary intent of guaranteeing the payment of all Federal taxes, fines or other charges due to the government. Guarantee may also cover the manufacture, sale or consumption of alcohol and tobacco products.  These bonds generally run to the Bureau of Alcohol, Tobacco and Firearms (ATF), which is under the jurisdiction of the Department of Treasury. 

TERM OF OBLIGATION
· Determined by Statute:  Varies.  Refer to the appropriate statute for further disclosure on length of obligation. 

· Termination Provisions:  Varies.  Bonds may be cancelable, non-cancelable or in force for many years.  Check the appropriate statute for information on specific bond cancellation and/or exoneration procedures.

UNDERWRITING INFORMATION

· Degree of Risk:  Essentially a hazardous financial guarantee.  Loss potential may be great if the Principal is a large manufacturer.  However, the underwriter must refer to the statute to determine the specific risk associated with the bond being requested.   What is the time period for filing claims following cancellation?

· Qualifying Principal:  Essential to analyze the financial resources of the Principal to determine if account qualifies for surety credit.  Are financial trends positive in all areas?  Also, is the Principal known to be experienced and reputable? In addition to financial stability, is the company publicly held or private owned and what is the organizational structure?  

· IRS or ATF Audit:  How often is the Principal reviewed by the obligee?

· Prior Surety:  Was there another surety and if so, why the change of surety companies and any resolved/unresolved problems or claims?

BOND FORM 

· Statutory:  Developed by the obligee with no changes permitted.

· Onerous Provisions:  Generally, the bond may contain onerous provisions, e.g. discovery periods, cumulative/stacking liability, bond forfeiture, or the immediate payment of a claim.  Refer to the statute for details.

· Bond Amount:  How is it set?  Is the bond required because of adverse selection due to Principal's poor history with the obligee?  Are penalty increases anticipated due to increased sales or acquisitions?  If so, how will any changes impact the underwriting? 

INDUSTRIAL ALCOHOL


CLASS CODE 942



HAZARD CODE 3
OBLIGATION
Guarantees compliance with Federal Laws regulating industrial alcohol manufacture, use, transportation and warehouse operations.  Also guarantees payment of any Federal taxes, fines or other applicable charges.

TERM OF OBLIGATION
· Determined by Statute:  Refer to statute for information specific to this bond requirement.
· Termination Provisions:  Statute will reveal the cancellation conditions.

UNDERWRITING INFORMATION
· Degree of Risk:  Financial guarantee.  Hazardous due to the nature of the risk.  However, if the Principal is a large organization with history of stability and financial strength, the degree of hazard is minimized.   

· Qualifying Principal:  Review overall condition of the Principal, particularly its financial condition along with its reputation and experience in this business.  If the company is privately held, identify ownership breakdown.

BOND FORM 

· Statutory.
· Any Onerous Provisions?  Discovery periods; Stacking or cumulative liability; forfeiture language; etc.?

· Bond Amount:  How is it determined?  Is it likely to change from year to year?

CLASS CODE SCHEDULE
FEDERAL AND CUSTOMS CLASS CODES
	Class Code
	
Type of Bond

	971, 972 & 912
	Customs

	942
	Taxes (incl. Excise) – Alcohol Manufacturers, Brewers, Distillers, Winemakers

	945
	Taxes (incl. Excise) -Cigar and Cigarette Tax

	966
	Taxes (incl. Excise) - Miscellaneous Tax

	944
	Taxes (incl. Excise) - Alcoholic Beverage Tax

	522, 523
	Immigrant (Hartford does not entertain this business)


This guide is intended for reference to be used solely by Hartford employees and Hartford appointed agents.
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