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THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

FISCAL NOTE

I . REQUEST
Bill/Resolution Ni_. 
Title An act relating

Jo. SB 831

to Insurance Policies and Contracts
Requested by Labor and Cornmoerce Committee D a t - ~ ! 7 4 / & T

II. FISCAL DETAIL 
Agency Affected_ Division of Insurance
Program Category Affected_ Public Protection 

(si A f f e c t e d U i vBRU, Program, Or Subprogram(s) Affected Division Insurance 
(Note: If more than one budget component is affected, separate line-item 

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

FY B2 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.
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n
n
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0
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TOTAL q

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

- ■

0
. 0

POSITIONS

FULL TIME ■" u
PART TIME 0
TEMPORARY .  0

-

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

IV. DATE March 15.1982

Original: Legislative Finance 
cc: Budget and Management

_prepared BY Kenneth C. Moore. Div. of Insurance
AGENCY Commerce & Economic Development_______
PHONE . 4£5=2S1J5________________

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)
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T h e  H o n o r a b l e  T e r r y  M a r t i n  
C h a i r m a n ,  L a b o r  & C o m m e r c e  C o m m i t t e e  

S t a t e  H o u s e  o f  R e p r e s e n t a t i v e s  
P o u c h  V
J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  M a r t i n :

* *"» _

I w a s  q u i t e  s u r p r i s e d  a t  t h e  h a s t y  a c t i o n  t a k e n  b y  t h e  H o u s e  
L a b o r  a n d  C o m m e r c e  C o m m i t t e e  in p a s s i n g  o u t  C S S B  831(L&C)j 'on 
F r i d a y  a f t e r n o o n .  A s  y o u  k n o w ,  t h e r e  w e r e  a n u m b e r  o f - p e r s o n s ,  
i n c l u d i n g  s o m e  f r o m  t h e  p r i v a t e  i n s u r a n c e  i n d u s t r y ,  w h o  w i s h e d  
t o  p r o v i d e  t e s t i m o n y ,  b u t  w e r e  u n a b l e  t o  d o  so. I n  e s s e n c e ,  t h e  
o n l y  t e s t i m o n y  r e c e i v e d  w a s  f r o m  t h e  A s s o c i a t e d  G e n e r a l  C o n ­
t r a c t o r s ,  a n d  a f e w  S t a t e  a g e n c i e s .

T h e  s u b j e c t  o f  i n s u r a n c e  c o v e r a g e  o n  l a r g e  c o n s t r u c t i o n  p r o j e c t s ,  

s u c h  a s  t h o s e  u n d e r t a k e n  b y  t h e  A l a s k a  P o w e r  A u t h o r i t y ,  d e s e r v e s  
e x t r e m e l y  c a r e f u l  s c r u t i n y .  It is q u i t e  p o s s i b l e  t h a t  t h e  u s e  o f  
s o - c a l l e d  " w r a p - u p "  i n s u r a n c e  p r o g r a m s ,  w h i c h  w o u l d  b e  p r o h i b i t e d  

b y  C S S B  8 3 1 (L&C), c o u l d  s a v e  t h e  S t a t e  m a n y  h u n d r e d s  o f  m i l l i o n s  
o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d e c a d e s .  A s  y o u  k n o w ,  t h e  A l a s k a  
P o w e r  A u t h o r i t y  h a s  o n  the b o o k s  o v e r  $ 1 5  b i l l i o n  (nom i n a l )  in 
p r o j e c t s ,  i n c l u d i n g  t h e  p r o p o s e d  t w o  d a m s  o f  t h e  S u s i t n a  R i v e r  

p r o j e c t .  T h i s  l a t t e r  p r o j e c t  a l o n e  is e s t i m a t e d  t o  c o s t  a t  l e a s t  
$ 1 3 . 6  b i l l i o n  ( n o m i n a l ) .  In p r o j e c t s  o f  t h i s  s i z e ,  c o n s o l i d a t i n g  
p r o j e c t  c o v e r a g e  i n t o  a s i n g l e  " w r a p - u p "  p r o g r a m  c o u l d  p o t e n t i a l l y  
r e t u r n  t o  the S t a t e  s e v e r a l  p e r c e n t a g e  p o i n t s  o f  t h e  t o t a l  p r o j e c t  
c o s t s .  If w e  a r e  f o r c e d  to u s e  c o n v e n t i o n a l  m e a n s ,  s u c h  a s  r e q u i r e d  
b y  y o u r  b i l l ,  t h i s  c o s t - s a v i n g  a p p r o a c h  w i l l  be p r o h i b i t e d .

P r o j e c t s  o n  A P A ' s  d r a w i n g  b o a r d s  r e p r e s e n t  t h e  l a r g e s t ,  s i n g l e  
c a p i t a l  i n v e s t m e n t  t h e  S t a t e  o f  A l a s k a  w i l l  p r o b a b l y  e v e r  m a k e .  
R e g a r d l e s s  o f  t h e  s o u r c e  o f  f u n d s  f o r  t h e s e  p r o j e c t s ,  b e  it t h e  
S t a t e  t r e a s u r y  o r  t h e  b o n d  m a r k e t ,  it is a b s o l u t e l y  e s s e n t i a l  
t h a t  t h e  A P A  B o a r d  o f  D i r e c t o r s  a n d  i t s  s t a f f  e x a m i n e  r i g o r o u s l y  
e v e r y  p o s s i b l e  m e a n s  o f  e c o n o m i z i n g .  T h e  a m o u n t s  o f  f u n d s  
i n v o l v e d  is so e n o r m o u s  t h a t  e a c h  m i n u t e  f r a c t i o n  of t o t a l  
p r o j e c t  c o s t s  t h a t  c a n  b e  s a v e d  r e p r e s e n t s  m i l l i o n s ,  a n d  p e r h a p s  
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s .
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If t h e  B o a r d  c o n t i n u e s  to b e  h a m s t r u n g  in i t s  a t t a m p t s  to s e e k  
i n n o v a t i v e  c o s t - s a v i n g  a p p r o a c h e s  i n  t h i s  p r o g r a m ,  I f e a r  t h a t  
p r o j e c t s  c o s t s  c o u l d  w e l l  e x c a l a t e  in a m a n n e r  s i m i l a r  to t h a t  
e x p e r i e n c e d  b y  t h e  W a s h i n g t o n  P u b l i c  P o w e r  S u p p l y  S y s t e m .  A  
r e v i e w  o f  t h a t  p r o g r a m  i n d i c a t e s  t h a t  i t s  a s t r o n o m i c a l  c o s t  o v e r ­

r u n s  a r e  d u e ,  in l a r g e  p a r t ,  o n  p o o r  c o n s t r u c t i o n  m a n a g e m e n t  b y  
t h e  b o a r d  a n d  i t s  s t a f f ,  a n d  m i s r e p r e s e n t a t i o n  a n d  e r r o r s  b y  i t s  
c o n t r a c t o r s ,  c o m p o u n d e d  b y  a l a c k  o f  d i l i g e n c e  in s e e k i n g  c o s t  

e f f i c i e n c i e s .  I t ' s  b a d  e n o u g h  to b e  l e s s  t h a n  d i l i g e n t  i n  p r o ­
g r a m s  o f  t h i s  m a g n i t u d e ,  b u t  t o  b e  p r e v e n t e d  b y  l a w  f r o m  b e i n g  
so is d o u b l y  d a n g e r o u s .

cc: S u e  G r e e n e
J o h n  H a y w o o d  
E r i c  Y o u l d



FISCAL NOTE

I. REQUEST
B i l l /R e s c l u t i o n  No. 8lS f ot S.B. 831 and S.B.. 878 
Title An Act relating to insurance._____________ _ _ _
Requested by Labor & Commerce Date 4 /08 /82

I I .  f i s c a l  d e t a i l  Department o f  Commerce, Alaska pov;er Authority
Agency Affected Department of .Aonnrnstration, Piviston ot Risk Management
Program Category Affected~Aias'<a Power Authority, Uivision of Risk Management
BRU, Program, Or Subprogram(s) Affected________________________________________
(Note: If more than one budget component is affected, separate line-item

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dol.ars)

TOTAL

* FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

■ 0 50 53 56 60 65

881 4 ,4 An 8,509 10,058 20,833 ' 207755'

881 4,505 8,562 10,114 20,893 20,831

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

881 4,505 3 ,5b2 1 U , 114 "2(77893 "'  207837"

POSITIONS

FULL TIME ' T ---- “T '1 1 ... 1" ■
PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section I I I )

Passage of HCSSB831 would elimiate the right of the State and it's agency, the Alaska 

Power Authority as o w ik t  and provider of funds for the hydro-electric projects, to protect 

itself with the best insurance coverage at the lowest D r i c e .  "Wrap-up" insurance programs 
have been used on most major construction projects for the past forty years and substantial 
savings are well documented. Passage of HCSSB831 woula increase costs to the State of 
Alaska in the following areas:

1) Increased insurance premiums ($36,645,000)

2) Loss of earnings on loss reserves not yet paid out ($9,228,000)

3) Necessity of purchasing "stop-gap" insurance ($13,087,000)
4) Increased litigation expense ($6,542,000)

5) Increased administrative expense ($284,000)

Total increase in state cost through FY 87 if "wra^p"~jtfffgrim^'n5TTrbite^L^j $65,786,000.

IV. DATE 4/08/82 ,/wood

Original: Legislative Finance 
cc: Budget and Management .' ...— r

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)

PREPAREDvBYvJohn H o y . . ^  x 
AGENCY TAdirinisv.ration/Risk Management 
PHONE / M U ?  180
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