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CHAPTER 8. EMPLOYEE DI SHONESTY | NSURANCE
EXPLANATI ON AND REQUI REMENTS

EMPLOYEE DI SHONESTY.

a. Enpl oyee di shonesty (sonetimes referred to as Fidelity
Bonds) should be witten on a standard form approved by
the Surety Association of Anerica.

b. Fidelity, or "enployee di shonesty" bonds are used to
guarantee that an obligation of trust will be discharged
faithfully. Exanples are public official bonds and other
various forns of protection for an enpl oyer against |oss
t hrough di shonest acts of enpl oyees.

SURETY BONDS

In surety bonds, the principal furnishes and pays for the
bond. For exanple, a building contractor is obliged to
furnish a conpletion bond to protect the HA for whom he/she is
doing the construction. 1In fidelity bonds, the enpl oyer
arranges for and pays the prem umon the bond. The enpl oyees
who really are the principals of the bond may have no

know edge that a bond is in effect. This is one of the key
distinctions between fidelity and surety bonds.

If the principal does not fulfill the obligation, the surety
or insurance conmpany is obligated to indemify the obligee for
the actual |oss or damage which directly results fromthe
default. The maxi numrecovery, of course, may not exceed the
bond Iimt.

The defaulting principal, however, becomes |egally obligated
to reinburse the surety or insurance conpany for any |oss
paid. This is why it is said that, in theory, underwiters do
not expect any |osses under a surety bond. No conpany woul d
knowi ngly bond a principal likely to have a loss. |If the
conmpany rust performthe undertaking in place of the
principal, the conpany is subrogated to the rights of the
obligee against the principal with every right to enforce such
rights either in the nane of the obligee or of the surety
itself.
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BASI C COVERAGE FOR EMPLOYEE DI SHONESTY.

The basic coverage provi ded by enpl oyee dishonesty is to cover
| oss of noney, securities or other property which the insured
may sustain due to any fraudul ent or di shonest act or acts
committed by any of the principals covered under the bond.
Coverage is not linmted to | oss of noney, but includes |oss of
nmer chandi se or property which a principal night steal
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DEFI NI TI ON OF EMPLOYEE.

An empl oyee is any natural person while in the regul ar service
of the insured in the ordinary course of the insured' s

busi ness during the policy period and who the insured
conpensates by salary, wages or commi ssions and has the right
to govern and direct in performance of his/her service. By
definition, the term"enpl oyee" does not include HA

Conmi ssioners. It is required that they be covered by specia
endorsenment if they have been granted check signing authority,
handl e cash, or certify vouchers

COWERCI AL BLANKET BONDS,

a. There are three ways an enpl oyee di shonesty policy can be
witten. The first is on a commercial blanket basis.
The total anount of the bond applies to any one | oss
regardl ess of the nunber of enployees involved in the
|l oss, there is no specific anount that applies to any
si ngl e person.

b. Notice to the insurer of changes in personnel is not
required. None of the enpl oyees or positions are nanmed
and any new enpl oyees are covered automatically as soon
as they enter the insured' s enploy. Autonmatic coverage
will not extend to a new enployee if the insured knows
that the enpl oyee has been guilty of previous dishonesty.
No additional premiumis required as new enpl oyees are
added, but on an anniversary date changes in the numnber
of enployees in each rating classification are taken into
consideration in determning the premumfor the
foll owi ng year.

BLANKET PGCSI Tl ON
a. The inportant difference between bl anket position and

comrerci al blanket is that the anount of coverage in a
bl anket position applies separately to each identifiable

enpl oyee.
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b. To illustrate, assume a $10,000 linmt on a bl anket
position basis and the sane |limt for a commercia
bl anket basis. |If two identifiable enployees together
perpetrated a $20, 000 | oss, the blanket position policy
woul d pay $10,000 for each enployee or the full anount of
the loss. On the other hand, the commercial bl anket
woul d pay a total of $10,000 since that is the limt for
each | oss.

C. If, inthis illustration, the insured was able to prove

that a fidelity loss occurred, but was unable to identify
the enpl oyees invol ved, then the bl anket position policy



woul d pay $10,000 as if only a single enployee had been
i nvol ved.

8-7. I NDI VI DUAL AND SCHEDULE

a.

I ndi vi dual policies cover a particular nanmed person
Schedul e policies may be either named or position
schedul es.

The naned schedul e conbi nes several individuals. Covered
persons nust be listed, including the coverage anount
appl ying to each person. New enpl oyees may be added and
former enpl oyees deleted at any tine, but all covered
enpl oyees nmust be listed. The position schedule lists
the positions, specifying the amount for which each
position is bonded. It is unnecessary to notify the

i nsurance conpany of enployee turnover. No change is
necessary in the bond unless the nunber of workers for
each position category changes. The position schedul e
bond may include only positions that the enpl oyer wants
covered. Al enployees in a given position category nust
be covered if any in that position category is covered.

8- 8. ADVANTAGES OF BLANKET OVER SCHEDULE

a.
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d.

Al'l enpl oyees are covered under blanket fornms. This
elimnates "surprises" if a loss is caused by an enpl oyee
not thought of as in a position to steal or of "a mnd"
to steal.

Bl anket formns provide autonatic coverage for new
enpl oyees wi thout notice to the conpany.

Bl anket forms do not require prem um adj ustnment during
the year.
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Recovery may be nmade without identification of the
enpl oyee(s) causing the |loss provided the insured can
prove that a | oss actually occurred. Under schedul e
forns it is necessary to identify the enployee.

The cost of blanket forns generally is no greater than
(and frequently less) the cost of adequate coverage under
schedul e forns.

The provisions that follow are common to all of the foregoing
enpl oyee di shonesty bonds:

a.

Because there are nmany ways in which inventory shortages
may occur besi des enpl oyee di shonesty, inventory
shortages are not covered unless the insured can prove
(apart frominventory or profit and | oss conputations)
that the shortage was sustained t hrough fraudul ent or
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di shonest acts of an enpl oyee(s).

b. Many policies are continuous and do not have a specific
expiration date. They remain in force fromthe tinme
witten until they are term nated by either party.

Prem uns are payabl e each year or every three years. At
the end of each 3 year period, the policy should be
rebi d.

C. If the anpbunt of | oss exceeds the amount of coverage
under the policy, the insured is entitled to al
recoveries until fully reinbursed, |ess the actual cost
of effecting the recovery. Any renainder is applied to
the rei nbursenent of the insurance conpany.

HOUSI NG ASSI STANCE PAYMENT PROGRAM ( HAPP) - SECTI ON 8.

If a HAis required to have a fidelity bond because it has
entered into HAPP ACC activities, then such exposures can be
i ncluded under the normal HA bond coverage.

ADDI TI ONAL | NDEMNI TY RI DER

In those instances where higher limts of coverage are needed
for specific positions, a blanket policy can be issued for a
| esser anount and the required higher linmts can be provided
for by an endorsenent. This generally is not reconmended
because the cost of increasing the entire bl anket coverage
usually is nore cost effective than obtaining separate and
specific excess limts.
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PARTI ES | NSURED.

The naned obligee on the bond shall be the HA and the U. S
Department of Housing and Urban Devel opnent as their interests
may appear.

DI RECTORS AND COFFI CERS | NSURANCE

This is not a type of enployee dishonesty, but it is simlar
There are no standardi zed policies for this coverage, and
there are only a few insurance conpanies that wite this line
of insurance. Most of theminsure against "wongful acts"
committed by directors and officers of the insured entity. A
"wrongful act" is generally defined in the policy as meaning
"any actual or alleged neglect, error, msleading statenent,
om ssions, or other breach of duty." In recent years, nany
organi zati ons have had difficulty getting prom nent and
qualified individuals to serve on the board of comm ssioners
wi t hout some reassurance of indemification in the event of a
[awsuit. Wiile this insurance is not mandatory, it is highly
r ecomrended.



8-13 REQU RED M NIMUM LIM T.

The recomended minimumlimt is based on the cash flow of the
PHA/ I HA.  The Departnment has devel oped a work sheet to neasure
the cash flow fromwhich the required minimumlimt is

determ ned. The work sheet is shown on page 8-6.
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