[image: image1.jpg]THE
HARTFORD



[image: image2.jpg]THE
HARTFORD




[image: image2.jpg][image: image1.jpg]

Commercial Surety Underwriting Guide
Public Official Bonds
 CONTENTS

1.
Overview of Public Official Bonds 
2.
Bond Underwriting Information                                    

Administrative Officer
Contact Postal Unit
Court Official
Executive & Legislative Officer
Notary Agent Bond
FHA Loan Closing
Sheriff
Tax Collector
Treasurer
Agents for Sale of Hunting/Fishing Licenses
3.
Class Code Schedule
4.
Sample Bond Forms

Generic Public Official – Definite Term
PRINTING NOTE:  Unless you want to print this whole section, 

use the print dialogue box under file and choose current page
OVERVIEW OF PUBLIC OFFICIAL BOND
For purposes of bonding, an individual who is a Public Official is one who is accountable to the public.  The Public Official may be elected or appointed to a full-time or part-time position.  The responsibilities of a Public Official are considered serious.  Hence, the Public Official is required to take a public oath of office and is required to furnish a surety bond in order to qualify for office.  The bond covers the official’s term of office and guarantees that the bonded official will faithfully perform all official duties.  Said bonds are the direct result of state statute or other type of public charter and specifically determine the exposure for a given bond.

The bond guarantees that the Public Official will faithfully perform the duties of the office according to law.  In the event that those duties are not fulfilled, the obligation to indemnify the public for any loss, regardless of how the loss occurred, rests solely upon the Public Official, to the point of pledging all of his or her personal assets.  It is only when the Public Official fails to meet this obligation that the surety is exposed to loss.

I. DUTIES OF A PUBLIC OFFICIAL

The first step in underwriting public official bonds is to identify the exact nature and extent of the Principal’s obligation and duties.  The specific duties of most Public Officials are spelled out in given state statutes.  The general principles applied to underwriting Public Official bonds are outlined in the next few pages.

A.
Honesty and Integrity
The personal integrity, honesty and competency of the Public Official are the first underwriting points to be established.  The extent and depth of the investigation will depend on the size of the obligation.  Some of the information will be obtained from the application for the bond.  The Public Official’s salary and independent income contrasted with the lifestyle and standard of living may indicate whether there might be financial pressure.  An outside credit investigation is generally warranted.  

Another source for this information is the producer and his or her personal knowledge of the Principal.  Can he/she vouch for the integrity of the Principal?  Do not assume that an individual who has been elected or appointed to public office is automatically honest and has integrity.  In situations where there is an appointment process, political patronage and cronyism can occur.

B.
Competent Performance
The Principal must bring to the position an ability to competently perform the duties of office.  If the Principal has not held the office previously, what was/is their occupation or profession and education?  What is the health of the Principal?

C.
Custody Of Public Funds
Not every Public Official has custody of public funds, but many do.  Although the aggregate amount of such funds may be large, in reality the actual monetary exposure at any given point in time should be much less, based on regular cash flows.  Nevertheless, the underwriter must determine that adequate systems for accounting and internal controls are maintained.  Similar to Fidelity concerns, the underwriter wants to know; who can sign checks; is there a system in place regarding countersignature of checks; is there separation of duties so that no one person has authority to deposit funds, write checks and also reconcile bank statements; is a lockbox arrangement in place?

D.
Audit Certificates
In many jurisdictions, legal provisions require regular audits of the books and records of Public Officials who are responsible for public funds.  The audits may be under the control of the state auditor whose sole function is the auditing of public accounts, or the audit may be performed by outside CPA firms.  The auditors should also provide management advisory services and assistance in devising systems of internal controls.  The audits are often accompanied by a management letter, which cites problems and/or weaknesses in the internal accounting procedures and recommendations for improvement.

E.
Designation Of Depositories
The Public Official and surety are liable for loss through the failure of any bank in which public funds are deposited, unless there is a specific statute, which removes that liability.  In most states, there is a formal process for the designation of depositories by the appropriate authorities.  These laws frequently specify that the depository will draft collateral securities or post Depository Bonds in amounts sufficient to cover the funds deposited in an escrow account at a separate institution for the benefit of the public body.

F.
Wrongful Acts
This generally applies to the area of law enforcement, specifically, exposure of sheriffs.  The primary purpose of bonding sheriffs is to provide a means of recovering damages for anyone harmed by the wrongful acts of the law enforcement officer in the performance of his or her official duties.  The cardinal underwriting consideration is the adequacy of insurance in force.  There are special policies available to sheriffs which protect them against lawsuits based on false arrest, unlawful detention, assault and battery, wrongful seizure of property, wrongful serving of writs and other similar exposures.  This insurance may be carried by the individual or may be purchased on their behalf by the county or city.

G.
Responsibility For Acts Of Deputies And Subordinates

A deputy is a Public Official’s alter ego, and can act in the name of, on behalf of and with authority equivalent to that official.  In addition to deputies, most Public Officials have a small number of subordinates to whom substantial responsibility is delegated.  Generally, a Public Official is responsible for the acts of his or her deputies and subordinates.

II. BOND TERMS AND CONDITIONS
The term of a Public Official Bond is concurrent with the Official’s term of office.  However, many state statutes provide some alternative procedure by which a surety may withdraw from its liability.

Underwriters should pay close attention to “hold-over” and “mid-term” risks.  “Hold-over” is traditional terminology for a Public Official who has been re-elected or re-appointed to office.  A “mid-term” risk is a bond written, not at the start of an official’s term, but sometime during that term as a replacement for the bond of some other bonding company.

A.
Hold-Over Officials
If the Official is re-elected or re-appointed, a new bond will have to be filed to cover the new term.  Some state statutes specifically provide for cumulative liability under successive bonds.  This may also be the case where a Public Official files new bonds annually, even though the term of office extends beyond one year.  If the office is one in which no accountability for public funds is present, it need only be ascertained that the officer’s execution of duties has created no public complaint or scandal.  If responsibility for a sizable amount of funds exists, however, the date and outcome of the latest formal audit should be certified and reported.  When there is a considerable gap between the closing of the latest formal audit and the end of the closing term, it may be necessary to ascertain how the officer in question stands with the other officers who, under the usual system of checks and balances, are charged by law with maintaining parallel or supervisory controls on his accounts.

B.
Mid-Term Substitutions
Public Official bonds must cover the full term of the office.  This is a legal requirement, not an underwriting requirement.  Care must be exercised to avoid becoming involved with bonds offered at a time other than at the beginning of a new term for the applicant.  An underwriter should know the standard terms fixed by law for the public offices in the territory and be able to recognize bond requests that are irregular in this respect.  Do not write a bond to supplement an existing bond or to replace a bond for a Public Official still in office.  No matter how plausible the reason given for desiring a change of sureties mid-term, such propositions are unacceptable due to the formidable practical and legal difficulties bound to arise from the conflicting interests of the sureties.

A “mid-term switch” is not to be confused with cases in which by reason of death or resignation a succeeding officer is named to complete the term of another or in which an officer desires to change sureties at the beginning of a new term.  However, in these cases audits must be completed prior to the new bond being written, since there is a good possibility of holdover liability (determinably underlying statute).

ADMINISTRATIVE OFFICER’S BOND


CLASS CODE 114

HAZARD CODE 2

OBLIGATION
This bond guarantees that the individual will faithfully perform his official duties during the term of office.  (These guidelines pertain only if there is no handling of funds.  If funds are handled, use the guidelines under Court Official.)  

TERM OF OBLIGATION

· Definite Term Bond - usually runs concurrent with the term of Office.

· Termination Provision – No cancellation provision.

UNDERWRITING INFORMATION
· What is the experience and reputation of the Principal – obtain a resume?

· New in office or subsequent term?

· Is any other public office simultaneously held?

· Is this bond responsible for acts of subordinates or are they bonded separately?

· Is this a successor or mid-term appointment?  If so, what are the circumstances?

· Does Hartford write the Public Employee Dishonesty Coverage?
UNDERWRITING CONSIDERATIONS
· Experience and reputation of Principal

· Principal shouldn’t hold any other appointed or elected positions:  Conflict of Interest

· If a successor or mid-term appointment, complete details required.

BOND FORM

· Statutory – Obtain from Governmental entity

· Non-Statutory – use Generic Public Official – Definite Term

CONTRACT POSTAL UNIT BOND


CLASS CODE 152
OBLIGATION
HAZARD CODE 4
A bond is required of every postal unit that is not operated within a Federal Post Office location.  (i.e., in a drug store, etc.)  The individuals operating these units are acting as agents for the Post Office.  The bond guarantees that they will faithfully perform their contractual duties as a Contract Postal Unit and will remit all monies due to the government.

TERM OF OBLIGATION

· Continuous: New bond is required concurrent with renewal of Postal Unit Contract.

· Termination Provision: 120 days, however, only AFTER three years from the beginning of the contract.

UNDERWRITING INFORMATION

· What is the formal prequalification process?

· Has the Principal operated a Contract Postal Unit before?

· What are the procedures for remitting funds and accounting for funds?

· Frequency/scope of postal audits

· Are there any other bond needs for this Principal?

UNDERWRITING CONSIDERATIONS

· Financial stability of the Principal

BOND FORM

· Provided by USPS: Bond – Contract Postal Unit

COURT OFFICIAL’S BOND

(Justice of the Peace, Municipal Court Judge, Clerk of Courts)

OBLIGATION
CLASS CODE 119

HAZARD CODE 2

This bond guarantees that the individual will faithfully perform his official duties during the term of office.  Some may be directly responsible for sums of money and the accounting for these funds.

TERM OF OBLIGATION

· Definite Term Bond - usually runs concurrent with the term of Office.

· Termination Provision – No cancellation provision.

UNDERWRITING INFORMATION

· What is the experience and reputation of the Principal?

· New or subsequent term?

· Is any other public office simultaneously held?

· Is this bond responsible for acts of subordinates or are they bonded separately?

· Is this a successor or mid-term appointment?  If so, what are the circumstances?

IF PRINCIPAL HANDLES FUNDS:

· Does this individual have authority to withdraw funds?  If so, is countersignature required and with whom?

· Who holds and prepares the checks?

· Is there cash held on the premises?  If so, how much?

· Does someone not authorized to deposit or withdraw reconcile accounts?

· How often are funds deposited and accounted for?

· Scope/frequency external audits

· Management letter included?

UNDERWRITING CONSIDERATIONS

· Experience and reputation of individual

· Clean audit before bond is effective

· Principal shouldn’t hold any other appointed or elected positions:  Conflict of Interest

· Procedures over funds very important, i.e., countersignature of checks, reconciliation of accounts, cash on hand, etc.

· Designation of Depository is critical

· What were the responses to the management letter, if applicable?

· If a successor or mid-term appointment, complete details required.

BOND FORM

· Statutory – Obtain from Governmental entity

· Non-Statutory – use Generic Public Official – Definite Term

EXECUTIVE AND LEGISLATIVE OFFICER’S BOND

(Mayors, City and Town Managers or Chief Administrative Officer, Secretary of State)


CLASS CODE 119

HAZARD CODE 2

OBLIGATION
This bond guarantees that the individual will faithfully perform his official duties during the term of office.  Duties may include the budgeting and/or approval of expenditures.  (These guidelines pertain only if there is no handling of funds.  If funds are handled, use the guidelines under Court Official.)

TERM OF OBLIGATION

· Definite Term Bond - usually runs concurrent with the term of Office.

· Termination Provision – No cancellation provision.

UNDERWRITING QUESTIONS

· What is the experience and reputation of the Principal?

· New or subsequent term?

· Is any other public office simultaneously held?

· Is this bond responsible for acts of subordinates or are they bonded separately?

· Is this a successor or mid-term appointment?  If so, what are the circumstances?

· Does Hartford write the Public Employee Blanket bond?

UNDERWRITING CONSIDERATIONS

· Experience and reputation of the individual.

· Principal shouldn’t hold any other appointed or elected positions:  Conflict of Interest.

· Local tax situation/budgetary pressures.

· If a successor or mid-term appointment, complete details required.

TERMINATION INFORMATION

· Varies by state.  Usually coincides with term of office.

BOND FORM

· Statutory – Obtain from Governmental entity.

· Non-Statutory – use Generic Public Official – Definite Term.

NOTARY AGENT BOND

OBLIGATION
CLASS CODE 105

HAZARD CODE 1

A notary public, strange as it may seem to some, is a public official appointed by the governor of a state and is generally required to give bond.  In most states, the principal function of a notary is to take acknowledgments, in a prescribed form, and in a technically correct fashion.  In general, the notary is required to certify that the parties who signed appeared in person before him, that he knew them to be the parties named in and who executed the instrument in question and that they acknowledged the execution of the instrument as their free act and deed.

TERM OF OBLIGATION

· Definite Term Bond - usually runs concurrent with the term of Office.

UNDERWRITING INFORMATION

· Bonds are written freely, these are very desirable, with the exception of Louisiana
· No underwriting information is required up to a $100,000 bond limit unless the notary is located in Louisiana.  In Louisiana, a Notary has many important functions besides the taking of acknowledgements.  

UNDERWRITING CONSIDERATIONS

The producer is not expected to make any investigation of applicants up to a $100,000 limit, again except in Louisiana.

A default in the performance of the notary is generally not because they knowingly and willfully made a false certificate, but because they took someone else's word as to the identity of the parties, or because, due to some technical mistake in taking the acknowledgement, the acknowledgment becomes invalid.  

BOND FORM

Statutory – Obtain from Governmental entity

TERMINATION INFORMATION

Varies by state.  Usually coincides with term of office.

FHA LOAN CLOSING BOND


CLASS CODE 156

HAZARD CODE 2

OBLIGATION
 Attorneys that close loans on behalf of the FHA give this bond to the Federal Housing Authority (FHA).  The bond guarantees that they will faithfully perform all necessary functions and will remit any funds within the allotted time.

TERM OF OBLIGATION

Continuous Bond – May be cancelled with 30 days notice if served in person; 35 days notice if served by Registered Mail.
UNDERWRITING INFORMATION

Does the Principal have prior experience?

What is the procedure for transmitting funds after a closing?

How many closings does this attorney handle on the average?

Does this attorney have need for any other bonds?

Does the Principal carry Errors and Omissions and Fidelity coverage?

UNDERWRITING CONSIDERATIONS

Experience of the attorney?

Does his financial condition have adequate liquidity to preclude the temptation to stall the transfer of funds?

BOND FORM

Provided by FHA: Fidelity Bond For Loan Closing Attorneys. 

SHERIFF’S BOND 

(Constable, Deputy Sheriff)

OBLIGATION
CLASS CODE 115

HAZARD CODE 3
This bond guarantees that the Principal will faithfully perform his official duties in the execution of orders of the courts in criminal and civil cases.

TERM OF OBLIGATION

Definite Term Bond - usually runs concurrent with the term of office.

Termination Provision – No cancellation provision.

UNDERWRITING INFORMATION

Does this law enforcement agency and/or individual have a good reputation?

What are the personal qualifications of the individual?

Does this bond extend to acts of subordinates or are they bonded separately?

Is the bond required of all individuals in this position?

Is there adequate liability insurance including coverage for wrongful seizure of property and other exposures?

Procedures for remittance of funds collected?

UNDERWRITING CONSIDERATIONS

Experience and reputation of individual

Producer’s personal knowledge of applicant

BOND FORM

Statutory – Obtain from Governmental entity

Non-Statutory – use Generic Public Official – Definite Term

TERMINATION INFORMATION

Varies according to state.  Usually a term bond running concurrent with their elected term of office.
TAX COLLECTOR’S BOND

(Tax Assessor)

OBLIGATION
CLASS CODE 109, 110

HAZARD CODE 2

This bond guarantees that the tax collector will faithfully perform his official duties during the term of office.  He is responsible for collecting all real and personal property taxes, remitting the funds to the appropriate agency and accounting for these funds.

UNDERWRITING INFORMATION

What is the experience and reputation of the individual?

Does the office include liability for unpaid taxes?

New office or subsequent term?

Is any other public office simultaneously held?

Is this bond responsible for acts of subordinates or are they bonded separately?

Is this a successor or mid-term appointment?  If so, what are the circumstances?

How often are funds deposited and accounted for?

UNDERWRITING CONSIDERATIONS

Experience and reputation of individual.

Clean audit before bond is effective.

Principal shouldn’t hold any other position.

Procedures over funds very important, i.e., countersignature of checks, reconciliation of accounts, cash on hand, etc.

Designation of Depository is critical.

If a successor or mid-term appointment, complete details required.

BOND FORM

Statutory – Obtain from Governmental entity

Non-Statutory – use Generic Public Official – Definite Term

TERMINATION INFORMATION

Varies by state.  Usually coincides with term of office.

TREASURER’S BOND

OBLIGATION
CLASS CODE 108, 110

HAZARD CODE 2

This bond guarantees that the treasurer will faithfully perform his official duties during the term of office.  Treasurers are responsible for receipts, disbursements and the accounting for public funds.

TERM OF OBLIGATION

Definite Term Bond – usually runs concurrent with the term of Office.

Termination Provision – No cancellation provision.

UNDERWRITING INFORMATION

What is the experience and reputation of the individual?

New or subsequent term?

Is any other public office simultaneously held?

Is this bond responsible for acts of subordinates or are they bonded separately?

Is this a successor or mid-term appointment?  If so, what are the circumstances?

Does the treasurer have authority to withdraw funds?  If so, is countersignature required, and if so with whom?

Who holds and prepares the checks?

Is there cash held on the premises?  If so, how much?

Does someone not authorized to deposit or withdraw reconcile accounts?

UNDERWRITING CONSIDERATIONS

Experience and reputation of individual

Clean audit before bond is effective

Principal shouldn’t hold any other position

Procedures over funds very important, i.e., countersignature of checks, reconciliation of accounts, cash on hand, etc.

Designation of Depository is critical

If a successor or mid-term appointment, complete details required.

TERMINATION INFORMATION

Varies by state.  Usually coincides with term of office.

AGENTS FOR SALE OF HUNTING/FISHING LICENSES

OBLIGATION
CLASS CODE 104

HAZARD CODE 4
Private citizens and businesses may receive authority to become agents for the sale of hunting and fishing licenses on behalf of the state.  Upon receipt of their supply, the agent must maintain accurate records of all sales and licenses, and remit the funds collected.  The bond guarantees proper accounting of all licenses and remittance of funds.

TERM OF OBLIGATION

Definite Term Bond - usually runs concurrent with the term of the agent’s license

Termination Provision – usually contains 30,60, or 90 days notice of cancellation

UNDERWRITING INFORMATION

How long has the principal been in business?

What is the experience and reputation of the individual?

How often are funds deposited and accounted for?

What is the frequency and scope of the state’s audit?

UNDERWRITING CONSIDERATIONS

Experience, reputation and financial solvency of the principal

BOND FORM

Statutory – Obtain from Governmental entity

Non-Statutory – use Generic Public Official – Definite Term

TERMINATION INFORMATION

Varies by state, but there is generally “tail” liability associated with these bonds.  A state audit must be performed to exonerate the surety from past liability.

Class Code Schedule

Public Official Bonds
	CLASS CODE
	
TYPE OF BOND

	114
	Administrative Officer – County Clerk

	152
	Contract Postal Unit

	119
	Court Official, Executive & Legislative Officer

	105
	Notary Agents

	156
	FHA Loan Closing

	115
	Sheriff

	109, 110
	Tax Collector

	108, 110
	Treasurer

	104
	Agents for Sale of Hunting/Fishing Licenses


Sample bond ( Public Official - Definite Term)

 Public Official Bond    







Bond No.      
Know All Men By These Presents,    That we,      of       in the State of       as Principal, and the  FORMDROPDOWN 
 , a corporation duly organized and existing under and by virtue of the Laws of the State of Connecticut, and authorized to become sole surety on bonds in the State of

     , as Surety, are held and firmly bound unto       in the State of        in the full and just sum of       Dollars ($     ) lawful money of the United States, for payment of which well and truly to be made, we bind ourselves, our heirs, executors, administrators, successors and assigns, jointly and severally, firmly by these presents.

Signed, Sealed, and Dated         
Whereas,  the said       has been duly elected or appointed to the office of      
in and for the       for the term beginning on       and ending on      .

Now, Therefore, The Condition of the above Obligation is Such,  that if the above bounden      
.

shall, during the aforesaid term, faithfully and truly perform all the duties of his office and shall pay over and account for all funds coming into his hands by virtue of his said office of       as required by law, then this obligation to be void, otherwise to be and remain in full force and virtue.

In Witness Whereof,  the said Principal has hereunto set his hand and seal, and the said  FORMDROPDOWN 
 has caused these presents to be signed by its officers proper for the purpose the day and year first above written.
	
	

	
	     
	Principal

	
	 FORMDROPDOWN 


	
	

	
	By: ______________________________________________

	
	     
	Attorney-In-Fact


State of       
County of      
Before me, this       day of        , A.D. 20      personally appeared the said       to me known and known to me to be individual described in and who executed the foregoing bond, and he acknowledged to me that he executed the same.

Sample bond ( Public Official - Indefinite Term)

Public Official Bond    







Bond No.      
Know All Men By These Presents,    That we,      of       in the State of       as Principal, and the  FORMDROPDOWN 
 , a corporation duly organized and existing under and by virtue of the Laws of the State of Connecticut, and authorized to become sole surety on bonds in the State of      , as Surety, are held and firmly bound unto       in the State of        in the full and just sum of       Dollars ($     ) lawful money of the United States, for payment of which well and truly to be made, we bind ourselves, our heirs, executors, administrators, successors and assigns, jointly and severally, firmly by these presents.

Signed, Sealed, and Dated         
Whereas,  the said       has been duly elected or appointed to the office of       in and for the       for the term beginning on       and continuing indefinitely until cancelled (*).

Now, Therefore, The Condition of the above Obligation is Such,  that if the above bounden       shall, during the aforesaid term, faithfully and truly perform all the duties of his office and shall pay over and account for all funds coming into his hands by virtue of his said office of       as required by law, then this obligation to be void, otherwise to be and remain in full force and virtue.

(*) The Surety shall have the right to cancel this obligation upon thirty (30) days written notice to the Obligee.


In Witness Whereof,  the said Principal has hereunto set his hand and seal, and the said  FORMDROPDOWN 
 has caused these presents to be signed by its officers proper for the purpose the day and year first above written.

	
	_

	
	     
	Principal

	
	 FORMDROPDOWN 


	
	

	
	By: ____________________________________________

	
	     
	Attorney-In-Fact


State of       
County of      

Before me, this       day of        ,  A.D. 20      personally appeared the said       to me known and known to me to be individual described in and who executed the foregoing bond, and he acknowledged to me that he executed the same.
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