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Senate Bill 414, an Act Establishing a State Operated Small Contractor
Surety Bonding Corporation

The rationale for S.B. 414 is contained in the Legislative finding that
many ccnpetent small contractors, whether minority or otherwise,
experience difficulty or are totally unable to obtain at a reasonable
cost the surety bonds necessary to bid on both public and private
construction projects. This finding contains a minor factual error and
it rests on an undefined concept of “ccnpeteicy”. The error occurs in
the implication that bonds are necessary to bid on private construction
projects. Private obligees, parties requesting bids, may request
bonding but they often forego bonding, especially on smaller projects.
They are less likely than public obligees to solicit bids from
unfamiliar contractors and they are not bound "jo accept the lcwest bid.
The private sector has less need for the prequalification r>ervices
provided by sureties and surety bonding. On occasion, even a large
private sector obligee will forego surety bonding. For cxanple, the
TAPS oil pipeline obligees did not require surety bonding. Surety bonds
are primarily a requirement of public sector obligees. S.B. 414 would
not necessarily improve the prospect; of emerging contractors carpeting
for private sector projects.

SB 414 is designed to assist contractors who are denied bonds for
reasons other than lack of ccnpetence. Testimony presented to the State
Affairs Committoo in support of S.B. 414 asserts that many ccnpetent
contractors cannot obtain bonds. The surety industry denies this
assertion. Thin difference of opinion might be explained, at least in
part, by the working definition of “competency” used by sureties.

The low bid method of choosing contractors demands a very stringent
definition of ocnpetency. A surety bond is a guarantee to the obligee
that the contractor is corpetent to perform according to contract
specifications. A surety bond is not issued as an insurance policy to
be drawn upon in the event of inocnpetency. TT1*? obligee wants to be
certain that all bonded contractors, especially the low bidder, will
perform according to contract. From the obligees perspective, execution
of tho contract is more desirable than collecting financial conpensation
for failure to perform. Tho insurance aspect of surety bonding is only
used as a last resort. It is used so infrequently that surety rates are
not high enough to generate a loss paying insurance fund.

Under normal market conditions, sureties provide bonds only when they
conclude that there is a very minimal chance that their own assets will
be called upon as a result of a ccrbination of two factors: contractor
incarpotency and insufficient "net quick®. If there is the slightest
doubt about competency, the contractor trust demonstrate a satisfactory
cash position, "not quick*. Not quick cash is a sureties term for tho
ratio of net working capital to the current and expected work load of
tho contractor. Net working capital is tho value of current assets less
liabilities. Traditionally, sureties have looked for a Bjt quick ratio
of a< least 10% of the total wort 1xid on bid upon wark.

An emerging contractor has to show an unusally strong balance sheet
in order to obtain a surety bond. The suretor wants to be certain that,



in the event of breach of contract, the contractor has adequate assets
to cover liability. The sureter demands caipetency in ability to
perform and ability to provide financial compensation for
nonperformance. The working definition of caipetency within the surety
industry is far more stringent than the cannon definition of competency.

Senate Bill 414 is proposed as a means of providing bonds to corpetent
contractors whn have been denied bonding. It is not evident fran the
hearings held before the Senate State Affairs Ccnxnittee that sureties
are denying bonds to contractors on the basis of criteria which are
irrelevant to their definition of caipetency. Federal experience with
the Surety Bond Guarantee Program of the Small Business Administration
indicates that recipients of public sector financed bonds tend to be
less ccnpetent than recipients of private sector bonds. Insurance
reports filed with the State of Alask” shew a surety loss to premium
ratio of 32.3% between 1975 and 1978. Premium- average about 1% of the
bond amount, so the loss to bond amount was approximately .32%. Over
the life of the S.B.A. Surety Bonding program in the Pacific Northwest,
the average loss has been 1.25% of the bond and current losses are
1.37%. This rough comparison shows that the S.B.A. bonding program
produces losses at a rate which is four times greater than that incurred
by the private sector surety market. The Federal experience indicates
that S.B. 414 might increase bonding of fully corpetent contractors
although it would tend to increase bonding of less ccnpetent
contractors. Sere ccnpetent contractors might benefit from S.B. 414,
while the majority of ccnpetent contractors might be harmed by increased
competition frcm less ccnpetent conpetitor3.

The Administration of the S.B.A. evaluated their cwn Surety Bond
Guarantee Program and concluded that it result-, in a net savings to
government. Net savings i3 defined as the difference "-etween obligee
aco*pted low bid3 presented by S.B.A. bended contractors and the next
higliest bid, less program expenses and losses. For every one million
dollars in S.B.A. backed bonds accepted by public sectorobligees the
government saves $23,000. The S.B.A. estimates that the average
difference between S.B.A. backed low bids which are accepted by
government agencies and tho next highest bid is almost 10% of the low
bid.

Tho inccre statement of the Suretv Band Guarantee program shows a net
loss. Since the 1971 inception of the National program looses plus
expenses exceed inccre by 455%. Using the conservative estimate that
1.25% of each S.B.A. kicked bond in Alaska is defaulted, then losses »
(excluding operating cxpen.vifl) exceed inccre by between 2001 and 2351.

Due to the similarities of S.B. 414 and the S.B.A. Surety Guarantee
Program it is reasonable to expect that S.B. 414 would require a
government subsidy. A subsidized Surety Guarantee Program might produce
an overall government savings and it might aid sane emerging
contractors. It would also tend to lower ccrpotcncy standards. In
order to evaluate the desirability of S.T. 414, it should be oaipared to
other programs designed to alleviate problems facing emerging
contractors. The remainder of this paper reviews the range of problems



which may be encountered by emerging contractors and specific programs
designed to alleviate them.

Problems for Emerging Contractors

Snail contractors have trouble obtaining bonds, but a wide variety of
reasons can contribute to denials. An overriding problem results from
the required qualification aspect of surety bonding. In addition,
surety bonds might be. denied because a contractor is not fuDy
ccnpetent, 1is being discriminated against, or is hindered by market
distortions. A detailed discussion of S.B. 414 is contained under the
subheading of Corpetency problems.

Required Qu.ilificati.cn

In Alaska, a contractor is not qualified to submit a bid above $57000,
to a State Government obligee, unless a surety bond is obtained. A
surety bond is a required qualification and there is no alternative way
to provide the necessary pre-bid qualification. The surety has life and
death control over contractors seeking State contracts. There are two
classes of remedies to alleviate the importance of required
qualification via surety bonding: 1) raise the contract size belcw which
no borving is required, 2) create an optional bonding category.

The $50,000 upper limit for non-bonded contractors was established in
1976. Since establishment of this limit the Anchoraoe consumer price
index has increased 51%. The current $50,000 limit can be raised 50%
to $75,000, and the original real dolior value of the original exerption
would be maintained. If the 1976 limit were raised by 1/3 in real
dollars, the current limit would be $100,000 in todays dollars.

It appears that a $100,000 limit my meet the average bond requests of
emerging con ractors. The average contract”size of S.B.A. guaranteed
contracts 1is between $90,000 and $100,000. * Furthermore, a $100,000
limit is not apt to cause extensive State liabilities. This limit is
low enough to limit State liability on any one project and it is
reasonable to assume that public agencies would be very cautious before
hiring a non-bonded emerging contractor who had failed on previous

cn tracts.

An optional > inding category could provide another alternative to
existing surety requirements. Within a fixed dollar category,
non-bonded contractors might be allowed to corpete with bonded
contractors. In order to avoid penalizing bonded contractors and to
preserve an incentive to obtain bonding, non-bonded contractors could
receive a penalty equal to a fixed percentage of their bid. For
exanplo, if a bonded and a non-bonded contractor submit identical bids,
the bonded contractor would receive tho contract because the ron-bonded
contractor would have his bid raised by a penalty, equal to x%, for tho
purpose of bid evaluation. Although a non-bonded contractor would be at
a severe disadvantage over tI*> long-run, an optional borling category
provides an opportunity for an emerging contractor to demonstrate
carpetancy ao that



bonding might be obtained in the future.

The category might extend from the upper limit of the "no bond" category
to -an amount which is high enough to allcw an emerging contractor to
demonstrate caipetency on mid-sizeu projects. The upper limit could be
set lew enough for the State to avoid excessive liabilities. The upper
limit might be set equal to the new limit for the S.B.A. surety bonding
program, $250,000, or the traditional S.B.A. limit of $1,000,000.

The penalty might relate to the provisions of SB 415 which provide that
minorities and women shall be awarded contracts if, "the bid is not more
than 15% higher than the”bid of the lewest bidder? and the bidder agrees
to lower his bid by 5%" The following chart illustrates the effect of
various penalties in conjunction with the provisions of SB 415, and
without SB 415. Each contractor is assumed to submit an identical $1
bid, and figures are rounded for ease of ccnparison.

S.B. 415, 15% Advantage to Minorities and Women

Penalty

RSRASR&fty teR”noricy ftfflgfft
5% 1.05 .90 1.00 .85
10% 1.10 .95 1.0V .85
15% 1.15 1.00 1.00 .85
20% 1.20 1.05 1.00 .85

Without SB 415

5% 1.05 1.05 1.00 1.00
10% 1.10 1.10 1.00 1.00
15% 1.15 1.15 1.00 1.00
20% 1.20 1.20 1.00 1.00

If SB 415 is in effect, any penalty below 15% would give an advantage to
a non-bonded minority oenpared to a bonded non-miiv-ilLy. Any penalty
above 15% would give an advantage to a bonded non-minority over a
non-bonded minority. In both cases, tho maximan advantage accrues to
bended minorities or women. This arrangement provides maximum growth
incentive for bonded minority/weman contractors. Additional minority
mentors could be employed by expanding minority firms and additional
minority members might tlercby obtain the necessary experience for
successful development of new minority firms.

If S.B. 415 <s not passed, all non-bonded contractors would be treated
equally. As the penalty increases they become less caipctitive with
bonded contractors.



Caipetency

A non-profit surety could bond contractors who do not rreet general
surety caipetency standards. The non-profit S.B.A. Surety Guarantee
program lias approved 94.7% of all applications received since inception
of the program in 1971. In December 1981, the S.B.A. approved 88.7% of
all applications and in fiscal year 19~ the S.B.A. approved 93% of all
applications in the Pacific Northwest. The high approval rate, and
hiah loss ratio, which is four times greater than the private sector,
indicate that the S.B.A. program has liberal caipetency standards.

The rate structure of the S.B.A. Program encourages relatively higher
caipetency standards to obtain bonds over $250,000 than for bonds under
$250,000. The S.B.A. program operates in conjunction with private
specialty sureties, tost sureties,are general sureties who do not
participate in the S.B.A. program. The S.B.A. retains 10% of the
premium (20% on bonds over $250,000), and the specialty surety retains
90% of the premium (80% for bonds over $250,000). In return, the S.B.A
assumes 80% of the risk of default (90% if the bond is less than
$250,000) and the speciaty sureter assumes 20% of the risk of default
(10% if the bond is less than $250,000). Specialty sureters have less
incentive to underwrite bonds over $250,000 and this could explain why
some contractors have had trouble obtaining bonds over $250,000. (The
S_.B.A. has issued notification that a $250,000 upper limit shall be in
effect on individual bonds as of January 18, 1982.)

S.B. 414 would transfer 100% of the risk ana premium to a State Snull
Contractor Surety Bonding Corporation. The Corporation could underwrite
bonds without being constrained to match private sector caipetency
standards. Tho benefit of increased bond availability to the emerging
contractor should be weighed against net direct losses to the program,
operations cost, indirect cost of contract failures, and any harm which
might accrue to bonded contractors.

Net direct .osses arc dependant on tte* contract failure rate and the
premium cc lected. If the State maintains a premium structure and
caipetency standards similar to S.B.A. standards it would incur a loss
to premium ratio of 75% to 100% on bonds between $250,000 and
$1,000,000. This estimate assumes a conservative loss rate of 1.25%
of guaranteed bonds. This same 1.25% default rate would yield a loss to
premium ratio of 200% to 235% for the S.B.A. Surety Guarantee Program
because 80% to 90% of the premium is transferred to specialty sureties
and 80% to 90% of losses are absorbed by the S.B.A. The State program
would not share losses and premiums with private sureties. If the State
decreased rates below S.B.A. rates, to match priy”~te sector Jiurety
rates, the loss tc premium ratio would increase.

S.B. 414 operations costs arc apt to exceed S.B.A. costs. In return for
giving a large percentage of premiums, 80% to 90%, to specialty sureties
the S.B.A. program relies on the specialty sureties to perform
adninistrative casks associated with the program including preparation
of application forms. The S.B.A. Surety Bond Guarantee Program requires



only 46 people to issue 1.5 billion dollars worth of surety bonds per
year. The S_B.A. administrative overhead is only 20% of income or .1%
of guarsnteeclLbonds. Private sector surety expenses average about 55%
of earnings. I f a 55% operations cost is assumed for a State Surety
Guarantee Program, and added to net direct losses, of 75% tonpO0%, the
combined expected cost is between 130% and 155% of premiums." This
analysis indicates that a State operated Surety Guarantee P ogram would
incur a net loss.

The net annual loss could be between $50,)00 and $150,000, assuming that
the State Contractor Surety Bonding Corporation underwrites the same
value of bonds, at the same rate structure, as the S.B.A. currently
underwrites in Alaska. This estimate assumes that the State would incur
a loss rate of 1.25%. The 1981 S.B.A. loss ratio was 1.34% of the total
bonded amount in Alaska. |In fiscal year 1981 the S.B.A. sponsored 145
active bonds in Alaska for $20,224,281. Since the S.B.A. absorbs
between 80% and 90% of loss, the total loss on these bonds was between
$301,117 and $338,757, (.0134($20,224,281)/.8=%$338,757,
.0134(20,%224,281)/.9=%$301,117.]- A maximum premium of $260,582 is
derived by assuming a lew loss/premium ratio of 130% applied to the
maximum total loss ($338,757/1.3=$260,582), and a .unimum premium of
$194,269 is derived by assuming a high loss/premium ratio of 155%
applied to the minimum total loss ($301,117/1.55=$194,269). The minimum
net lose of $40,535 is derived by subtracting the maximum premium fran
the minimum total loss (%$301,117-260,582=$40,535) and the maximum net
loss of $144,43? is derived by subtracting the minimum premium fran the
maximum total lo"s ($338,757-194,269=5144,488.) These costs might
underestimate actual costs because they assume that all costs are
variable, when in tact, surety bonding might require large fixed costs
in relation to the size of the Alaska emergina contractor surety market.
Fixed costs are the rinimum costs needed to initiate and operate the
program. Losses would <-crease in proportion to the total value of

iss led bonds.

The remaining “actors to be considered ire too subjective to be
evaluated in cellar amounts. These factors include oenefits to emerging
errtractors in need of an opportunity to demonstrate competency,

indirect costs of contract failures which are borne by the obligee, and
any harm which might accrue to bonded contractors who might be forced to
compete with less qualified contractors. In addition, an excessively
lenient system could harm the viability of the lew bid system of
contractor evaluation. These factors have a direct bearing on an
evaluation of public surety bonding but they do not lend themselves to
monetary evaluation.

Only one State has passed legislation to provide surety bonding. The.
State of Connecticut has passed legislation”nabling the Cannissioner of
Economic Development to issue surety bonds.Regulations have not boon
promulgated at this time. There is a great deal of concern about
establishing regulations to prevent large contractors from establishing
subsidiaries to take advantage of the program. Tho proposed regulations
establish a $25,000 limit and this gives tho program an extremely
limited scope.



An alternative approach to the problem of stringent conpetency standards
is to raise the conpetency of emerging contractors. Ccmpetancy is in
large part determined by u .eview of past performance. Programs which
provide experience for emerging contractors allow them to improve their
competency. S.B. 415, which provides an advantage to minority and woman
contractors, would tend to improve the caipetency of these contractors.
A raise in the rate below which bonding is not required, and creation of
an optional bonding category, would also tend to provide work experience
and increase tne ccrrpetency of small contractors.

Discrimination

The State might provide an alternative bonding system, as proposed by SB
414, which would offer an alternative tor corpetent contractors who were
denied contracts because of private sector discrimination. The State
could avoid excessive losses by maintaining conpetency standards
ccnparable to private sector standards. An alternative pub .ic system
might be justified if there is discrimination in the private sector and
legal remedies are inappropriate.

Discrimination is difficult to prove in the current surety market. A
surety is not required to inform the contractor of the reasons for
denial. Legislation might be passed requiring, as a condition of doing
business with contractors operating in Alaska, that each sureter
furnish, in writing upon request by a bond applicant, a detailed
statement of the reasons which led the surety to refuse bonding to the
applicant on a particular contract. Any statutes and regulations
governing this requirement should be sufficiently flexible so as to
avoid the danger that sureties will develop the practice of responding
tc bond applicants with a set of routine, meaningless formulations of
the reasons for refusal.

Provision might be made to protect sureties fran lawsuits arising out of
a candid statement of the underwriting decision. Alternative
legislation might require rejection reasons to be filed with the
Department of Ccrmerce and Economic Development, Division of Insurance.
Sureties are already required to file financial statements with the
Division. Ttiis option would be less burdensome to sureties than public
disclosure requirements and it would still provide anti-discrimination
benefits.

If one must give reasons for a decision, it is a discipline of the
decision making process itself. This will tend to remove subjective
predujices from underwriting. The stuple process of having to explain
forestalls too much subjectivity by well meaning le. An additional
benefit of written reasons is that the emerging contractor can gain a
better understanding of bond requirements.

A surety aider this proposal could decide on one ground, and give
entirely different written reasons. How ”ir, this kind of dishonesty is
even more difficult to police in the ab- - of written reasons. |In



their presence patterns emerge and can be monitored. A particular
pattern with respect to particular sureties and contractors should
arise, and this information could prove useful in determining if
discrimination has occurred. A consistent pattern of written reasons
might provide investigative evidence of suspected discrimination.

The surety business is almost exclusively conducted by insurance
companies operating through specialized independent surety agents.
These agents are l.cated in centralized market areas. There are a
limited number of active agen :s in Alaska and most Alaskan business is
underwritten by Seattle sureties. An Alaska disclosure requirement
would have to be constructed in conformance with the Federal Interstate
Commerce Clause so as to avoid an illegal restraint of trade.

Market Distortions

An emerging contractor can be hindered by a shortage of bonds created by
inadequate competition among sureties. In monopolistic, or limited
competition markets, the supplier can reduce output, in this case bonds,
while maintaining profit by charging more per bond. However, bond rates
tire based on the Rating Manual of the Surety Association of America, and
there is little room for sureties to manipulate rates. Inadequate
competition might be manifested in a tendency to only accept
overqualified contractors and this might produce excessive profits.

Prior to enactment of the S.B.A. Surety Guarantee Program, the
Department of Housing « id Urban Development commissioned a study of
surety bond ade<[uacy and availability which included an analysis of
surety profitability. The study reviewed the period between 1958 and
1967, and concluded that, "Ownership of the surety enterprise, overall,
received probably a 10-15% return on ownership equity fAf£ acting as
construction bonl sureties during the ten year period." It is
possible that the Alaska experience is quite different. The Legislature
might conduct a study, or direct the Department of Commerce and Economic
Development, Division of Insurance, to study the return on ownership
within the surety industry. The study could indicate the degree of
competitiveness among sureties involved L Alaska and the kinds of data
w.iich might be monitored for an ongoing evaluation of surety bonding.

An emerging contractor might also be hindered by a market structure
which 1is fully competitive but which is iiot scaled to the needs of small
contractors. It is possible that emerging contractors are hindered
because tho size of available contracts is :oo0 large for their capacity.
The Department of Transportation and Public Facilities docs not maintain
a record of contracts by size classification. Hcwever, this data could
bo tabulatad and if the percentage devoted to snarl contracts appears
to be too snail, larger contracts might be broken dewn into smaller
contracts. Successful ccnpletion of a number of smaller contracts would
also help emerging contractors to establish the kind of track record for
successful performance that could ultimately enable them to obtain bonds
on successively larger projects.



The factoring of larger projects runs counter to the desire for greater

efficiency by letting contracts in large aggregate amounts.

be balanced against the benefit to emerging

Sunmary

contractors.

This should

The following chart summarizes four problem areas facing ei.erging
contractors and programs designed to alleviate these problems.*

Problem Program Precedent Expense
Required Qualification No-bonding category AS 36.25.010. moderate
Optional bonding. none. moderate
Caipetency S.B. 414. S.B.A. maximum
No-bonding category. AS 36.25.010. moderate
Optional bonding. none. moderate
S.B. 415. State bidder  maximum
preference,
AS 37.05.230.
Discrimination S.B. 414. S.B.A. maximum
Reporting none, minimum
requirements.
Market Distortions Market study. H.U.D. minimum
Factoring of none, moderate

larger projects.

* There 1is overlap between problem areas which

chart.

The expcnr . estimates are divided
maximum, moderate and minimum.

is not shown

in the

into three general categories:
The maximum category contains programs

which require operating costs or for which costs are not limited to
The moderate cost programs

contracts having a specified monetary size.

The minimum

are limited to contracts having a specified monetary size.
category applies to programs which do not require continuing government
subsidies.

In all problem areas facing the emerging contractor, except one, there
is a moderate or minimum cost alternative. The one exception is the
problem of stringent caipetency requirements. T!*e only viable short-run
solution is a lowering of qualifications and tais would require a State
financed surety bond guarantee program. The caipetency problem can be
avoided, within selected contract classifications, by enacting programs
to alleviate the required qualification burden of suretv bonding. Fran
the obligee®s point of view, stringent caipetency standards are not a
problem. Stringent caipetency standards are the key to the surety



system that enables the cwner to have confidence that the lowest bidder
can successfully perform on contract on time.
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FOOTNOTES

(SB 414, Section 1, Legislative Findings, [1]).-
(State Affairs Carmittee, April 16, 1981)
("Construction Surety Bonds:
David Dykhouse, p.58.)
(Insurance Reports for 1977-1979, issued by the Department of
Commerce and Economic Development, Division of Insurance)
(Availability of Contract Bonding,

Anne DeVries, House Research Agency, p.12.)

(Ibid. A. DeVries, p.15, and
Director of S.B.A. Regional Office, Seattle)

(See appendix A)
(Ibid, Appendix A)

Their Adequacy and Availability, by

telephone conversation with Tom Sault,

(Op. cit. A. DeVries, Table 3.)

. (AS 36.25.010.)

.(Wage & Clerical C.P.I.

Nov. 1981.)

. (Op.
S.B.A. average).

increased from 164.9 r. July 1976 to 249.3 in

Cit. Appendix A., Average size in Dec. 1981 is $91,8i 0, National

.(Sec 10. 37.05.230.ii1i,iv as proposed by SB 415)
.(Op. Cit. A. DeVries,
. (Op. Cit. Appendix A and conversation with Tom Sault, Region X
Surety Guarantee Program)

. (see Appendix B table 3 DeVries, S.B.A. premi"im schedule is 1.5% of

Director of S.B.A.

first $250,000 or less,
up to $1 million), plus a

p-16.)

(until recently, 1% on amounts over $250,000
.2% service fee on the entire bond.)

. (Standard surety premiums equal 1.2% for the first $500,000 and .725%

on the next $2,000,000

.(conversation with H.

S.B.A.)
. (Appendix A.)
.(Op. Cit. Dykhouse,

p.

Huegel,

74.)

in bonds.

Chief, Surety Bond Guarantee Branch,

. (Operations cost could equal more than 55% of SB 414 premiums because
State premium rates could ba
.(Connecticut Public Act 79-611)

.(Op. Cit, Dykhouse)
.(Op. Cit Dykhouse p.

77.).

less tlian private surety rates.)



AGENCY-WIDE SURETY BOND GUARANTEE PROGRAM STATISTICS
Inception (January 1971) through Dece<rt>er 19381

Net Profit/Savings to Government
(Federal, State, Local)

Public Sector Savings due to SRG Contracts
(sec attached Analysis*)

Met SBG Program Loss to Date
Net Profit/Savings to Governrcnt to Date

Surety Bono Guaranty Activity

Applications for Guarantee Received
Applications Approved _

Actual Contracts Awarded (low bids, etc.)
Contract Totals (actually obtained)
Average Contract Size _

Number of Uitractors Assisted

Minority Contractors Assisted

Defaults Recordei

Percentage of Orfsuits

Income

Application Fees
Contractor Fees
Surety Premiums/Fees

Expenses

Administrative (SRA Overhead)
Interest to Treasury

SBG Claims losses

Claims Incurred
Recoveries, Refunds, etc.
Net Claims Incurred
Bulk Reserve (Established by P.F.M.)
Net Claims Paid
Expense.: (SBA Administrative Overhead)
Total Loss and Expenses
Less Income (Premiums, Fees)
Ne SBG Program Loss - Paid CU,r«<S To Date

December 198i 1/71 - 1/1/82

382.66 7,040

136.888.443

2.224 288,360
1,973 273,016
725 141089
$66,591 ,586 $10,68a,770,335
$91,850 $75.764
169 24672

25 3,492

71 8,225

6.9 5.8
$2,097,552

$21 695,464

425.467.354

$49,260,2)6

$3.832.401

$5,791,248

$238,869,586
$24,181.440

$38,163,072
11TOFOTt

$9,623,739
$49,260,370

$nOiratm



ATTACHMENT TO SPG PROGRAM STATISTICS

*Analysis of Public StCtor Savings due to SSG Contract*

The estimate of public sector savings from program Inception 1n 1971 through
Deccrtcr 31, 1981, *s calculated as follows:

Total Awards through the SBG Prrgran 10'689’770’33557’
Percent frcn Public Sector X :
Awards froo Public Sector through SBA Program
S1d Spread Factor (bid spread - 9.25 percent)** x 1.0925
Projected Public Sector Awards - 1f no SBG Program _

ess Awards through SBG Program a.1:6,940,990

Savings to the Public Sector

«These factors were developed fro* the 11/77 Study of the SBG program
by PPED/OfRO. It 1s estimated that both are significantly higher at this
time, but ha*« been held at the 1977 levels In this exhibit for conservative

analysis.



COHPAMSOH OF ~033/PRDrtUH RAHOS FOR TUB SPECIALTY SUKETV AMD TUB SBA

- @ -) -
SPECIALTY SURETY  * -
4
“ Loss
-Preniua

-Loss/Prcniua *
%
SBA
:Loss *
-Preniua
-Service Charge

-Prcmlua + Service Charge
-Loss/Prenlua + Serv.ce Charge

OVERALL

#a
-Loss/Freaiua + Service go

312
3,000

10.«

2,812

750 *
500

1,250
725.0X

73.5X

;otra AVoatrts

4

$250,000 $500,000 =  $750,000

. * -

625 1,250 1,875
3,000 5,000 7,000

20. OX 25.0X 26.8X
2,500 5,000 7,500
750 1,250 1,750
500 1,000 1,500
1,250 2,250 3,250

200.0X 222 .2X. 230.8X

<&
73.5X 86.2X 91.5X

$1,000,000

2,500
9,000

27.8X

10,000

2,250
2,000

4,250

235.3X

94.3X

House Research Agcn«.y

July 1, 1980



Alaska Stale Legislature

Senate Committee on State Affairs

Vic Fischer, Chairman < Pouch V < Juneau, Alatka 99811 < (907) 465-4954

Official Business

HIQUJGHTS OF CS FOR SENATE BEL", NO 414 (State Affairs)
An Act establishing a Small Contracto r Surety Bonding Corporation
e Section 1. Establishes a Small Contractor Surety Bonding Corporation

Sec. 45.71.070. CONDITIONS FOR ISSUANCE OF C1ARANIEE. The corporation
may guarantee and ente** into ocrnnitinents to guarantee a surety against
loss from the breach cf a bid bond, payment bond, or performance bond by
a principal on a contract up to $1,000,000 for work on public
construction. ..
The bond principal cannot exceed $1,000,000 and bonds will only be
issued for public projects. Tho S.B.A. Surety Bond Guarantee
Assistance Program has had a $1,000,000 limit. Tn Fetoruarv, 1982,
the limit was reduced to $250,000. In 1991, DGTPF iscwd 362
contracts in the $1,000,000 or less category. Of those, 66 percent
(231) were less than $250,000 and 33 percent (131) were between
$250,000 and $1,000,000.

(1) The person who would be the principal on the bond is a contractor or
subcontractor whose gross revenue for the rent recently completed fiscal
year wan not in excess of $1,000,000.
Thin section limits eligibility to mall contractors whose annual
gross revenuea are lens than $1,000,000.

See. 45.71.080 DCITT/T OF LIABILITY (a) A guarantee under this section
shall obligate the corporation to pay to the surety for a broach of
contract a m*n not to exceed 90 percent of tho loss incurred and paid by
the surety as a result of the breach.
A private surety would haw to agree to accept 10 percent of the
liability before the surety bonding corporation issues a bond.
This Is modeled after the S.B.A. Surety Bond Guarantee Assistance
Program. In return for the 10 percent private surety liability,
the private surety receives 90 percent of the foes and the S.B.A.
receives the remaining 10 percent plus a service charge.

"Section 4. This Act taken offeet upon elimination of th Uhlted States
Stewl 1 Business Affeiixustrntion surety bond guarantee assistance program.
C.S. for S.B. 414 creates a beck-up program to avoid costly delays

for wall contractors in the event that the S.B.A. program is
eliminated.



SB 414
Testimony by the Alaska Division of Insurance
Before the Senate State Affairs Committee

We are not in favor of SB 414. The bill places the State directly in
the business of insurance and does so in a way to deny the public the
protection of the Insurance code (AS 21).

In Section 1 of the bill, an assumption appears to be made which is the
basis for establishing the corporation and which 1is not the principal
reason for any bond availability problem. The section suggests that
competence is the prime consideration in providing a bond, but 1t is
only a part of the consideration.

First it should be understood that the bond is not a risk-shifting
device for Its purchaser. It has another purpose Its purpose is to
secure the interests of the party with whom the contractor wishes to
deal. This Interest Is secured in two ways. First, the surety assumes
the owner®s financial risks of nonperformance by the contractor; and,
second, the suretyship mechanism prescreens or prequalifies contractors
and only issues bonds to those who, in the surety"s judgment, will be
able successfully to perform a given contract.

The surety is concered with a number of factors when considering the
Issuance of a bond to a contractor including:

-What 1s the financial condition of the contractor?

-Has he done jobs of this magnitude before?

-Were they successfully completed according to contract specs?

-Are there factors to make this contract more difficult to perform
then his past contracts?

-What"s his travel record on past contracts?

-Is he capable of doing the work?

-Is he capable of accurately identifying his costs?

When the bond 1is issued, the surety is in effect contracting with the
owner for completion of the contrart. If the contractor gets in trouKe,
the surety has three choices. First, he can contract with the same
contrac* » to complete the contract; second, he can contract with someone
else to coopletc the contract; or third, he can let It default and pay

on the court®s decision of what the surety penalty should be.

The sjrety binds Itself to the contractor for performance of i contract.
If you were so bound, what would you want to know about the contractor?

The surety "preciuo* does not contemplate loss. It has some loss paying
capacity but it is not the chief source out of which losses are intended
to be paid.

Competence 1is a factor, but the phrase is not confined to work skills.
Other skills would include managing and controlling costs, skill in
competitive bidding, and skill in collecting receivables. These are
major causes of contractor failures.



It appears that the real problem falls into other areas such as availability
of work and thin financial resources of the contractor.

The response for availability of work is to strengthen the contractor.
This can be done by raising the size of contracts requiring bonds and
making jobs available in reasonably small jobs.

The response for thin financial resources is to develop a program of
facultative reinsurance or indemnity to help availability. He.e, care
should be exercised to permit the surety to administer the bond and
adjust the loss with the State"s role limited to finance and setting the
conditions of reinsurance or indemnity. This could be accomplished with
direction similar to that on j.age 3, lines 20-23.

APPARENT CAUSES OF CONTRACTOR FAILURES

Heavy operating expenses 26.4%
(lack of skill in managing and
and control ling costs)

Inadequate sales 25.2%
(lack of skill in competitive bidding)

Competitive weakness 23.8%
Receivables difficulties 14_6%

UNDERLYING CAUSES OF CONTRACTORS FAILURES

Incompetence 45.4%
Unbalanced experience 18.6%
Lack of managerial experience 18.5%

SOURCE: Dunn | Bradstreet, Inc. - 1968



THE LEGISLATURE OF THE STATE
TWI-LFTH LEGISLATURE

JISCAL NOTE,

I REQUEST
Bill/Resolution No.

Title operated Small
Requested bv

SB 414
Contractor Surety Bonding Coru,
Fischer

FISCAL DETAIL
Agency Affected

Program Category Affected Public Protection

Department of Commerce & Economic Development

OF ALASKA

"An Acc establishing a state-
and providing for an effective date.”
Date  4-21-81

BRU, Program, or Subprogram”) Affected Regulation & licensing ot professions - admin."
(Note: if more than one budget component is affected, separate linc-item amounts and funding for each

component in the analysis section.)
EXPENDITURES (Thousands of Dollars)

FYy 81 FYy 82 FY 83 FY 84 FY .85 .FY 86
100 PERSONAL SFK/ICES 147 .4 157 i 168.7 180.5 193.1
700 TRAVEL 8.0 8.9 %.8 10.9 12.2
300 rnVTKAC IT AL 182.3 195.1 208 "8 223. 239.0
400 COMMODITIES 6.2 6.2 6.7 6 6.2
S00 EOUIPMENT 7.3 .0 .0 .J 0
600 LAND & STRUCTURES 8.1 8-1 £1 8,1.
700 GRANTS. CLAIMS. FTC.
TOTAL 359.3 376.0 401.6 429.1 458.6
FUNDING (Thousands of Dollars)
GENERAL FUND 359.3 376.0 401.6 429.1 45835
FEDERAL FUNDS
OTHER (Soecifv Fund Source)
POSITIONS
FULL TIME 3 3 3 3 3
PART TIME 1 1 1 1 i
TEMPORARY

ill.
PERSONAL “ERVICES - FY*"82 salary schedule; exempt.

1 Executive Director,
1 Secretary I» range 10, 12 mos.

1 Accountant 111, range 16, 12 mos.

1 Assistant Attorney General, 4 time
Additional support staff (full or part-time)

range 22, 12 mos

TRAVEL - 122 Inflation factor projected.

Minimum of 3 meetings per year,
Executive Director
Assistant Attorney General

3 daysea., 5 members

S ,

ANALYSIS (See F.scal Note Preparation Instructions, Section I11)

72 inflation factor projected.

S 50,791.
22,735.
33,303.
20,620.

20,000.

00
00
00
00
00

$ 147,449.00

5,000.
1,000.
1,000.00
1,000.00
8.000.051

00
00

S

Division of Occupational -Li censing___

Additional staff as necessary
IV. DATE o2& PREPARED B Y
AGENCY
Original: Legislative Finance PHONE 465-2535
CC: Budget and Management

Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/80



55 414 Fiscal note continued. . ,

CCNTACTUAL - 7% inflation factor projected.

Consultants: Financial, Investment, Bond Underwriting and

Investiaati ve

Word Processino lease

Phone hook-up

Lena Distance Telephone
Copier rental

Postage meter

Printing and duplication
Publications (various)

COMMODITIES

Postage
Paper stock
Tapes for lanier recorder

EQUIPMENT - one Lime expense in FY"82.

2 desks, double pedestal, 60x30"
1 desk, single pedestal with typingextension
2 credenzas, 19x62"

2 tasles, 72x35"

4 file cabinets, 4 drawer legal with lock
1 bookcase, 3 shelves

1 storage cabinet

1 chair, exec, swivel with arms

2 chairs, posture without arms

3 side chairs

1 typewriter mat

1 typewriter, correcting selectric, IBM
3 calculators, desk, printing 10diqit

1 Lanier

2 brief cases

2 fTile tubs

mail baskets

waste baskets

form racks

LANO & STRICTURES
150 sq.ft. X 1.50 X 3 X 12 mos. = 8,100.00

$ 160,00C.

ud

8,500.00
1,800.00
6,000.00
1,000.00
1,000.00
3,000.00
1,000.00

S 182,300.

00

4,000.00
2,000.00

180

704.
432.
706.
395.
863.
102.
184.
176.
232.
224
35.
1,028.
534.

.00
1 6,180.

00

64
83
36
70
96
64
71
83
54
70
46
83
78

1,000.00

180.
363.
.00

30

40.
50.

$ 7,286.

ou
00

00
00

98



MINORITY
BUSINESS ASSISTANCE CEZSTTEIR,

BUSINESS OFFICE: MAILING ADDRESS:
836 E. 15th Ave., Suites 3 &4 P.0O. Box 3315
Anchorage, Alaska 99501 Anchorage, Alaska 99510

Phone: 907.274-3689/3680
April 17, 1leSI

Senator Vic Fischer
ChaL.man

Senate State Affairs
Alaska State Legislature
Pouch V

Juneau, AK 99811

RE: Senate Bills 45,414 and 415
Dear Senator Fischer

Herein capsulated .ure the ooanents we provided at this past Thursday®s Tele-
oonferenoe.

Senate Bill 45

TWo brief points: It is recotmended that tlv. act waiver limits reflect an
appreciation for the yearly increases in the Construction Cost Index. This
can be acoonplishcd by either attaching an automatic yearly or periodic
multiplier to the limit.

The waiver provision should clearly state it applies to both general contracts and
bids s"itmitted by subcontractors to prime contractors on larger jobs.

Senate Dill 414
General Overview:

The introduction of this bill is very timely and you are to be comrendcd for your
efforts.

Under existing state statute ccnponies writing bonds are not required to give

tho applicant a reason (verbal or written) why their request was denied. This
practice effectively denies a contractor an opportunity to oorroct any efficiencies
in future applications. However a more likely situation is tho local bonding

agent is not brothering to "work"™ the applicant®"s package. The proposed

bill would certainly correct this situation. Alternately, infoimal reasons

given for not writing bonds in the range being suggested is tho profit margin

is not substantial enough and the only way they would consider writing bonds in
this range was if the contractor was placing his more profitable ir.sur. na?

coverage needs with the cenpony.

Spontortti by: Minority Rciouif* and Sttwci, I"*c
A Private Non-Profit CorposaUon
“IN SERVICE TO THE COMMUNITY"



Briefly discussed below are specific points on SP 414:

Section 45.71.020, (Board of Directors), pge. 2. Consideration should be given
to having the dire tor of insuranoe serve on the board in place of the Oorrmissioner
of Contreroe. He or she should have more working knowledge of the problenms.

Section 45.71.070/ (Eligible Contractors), pge 4. Mechanics cf hew a contractor
could be pre-qualified should be addressed. This would miminize the possibility
of the contractors being caucflit in a time squeeze by going through the process
of being turned down (which can be a drawn out process) by a private insurer

and then applying to the state at the same time he must be satisfying other
conditions of contract award i.e. mobilizing.

Section 45.71.110, (Contractor Surety Fu>->ds), pge 5. It would be helpful if a
determination could be made as to whether the proposed capitalization is of a
sufficent magnitude to meet possible demand.

Concluding discussion should be included on how lone a contractor is eligible to
participate in the program and what we the penalities for a contractor who
does not perform?

Senate Bill 415

Section 1 mS 19.10.190 (Advertisement, etc), pge 1. The ending sentence should
be more specific in terms of how informal bids will be solicited.

Section 10 AS 37.05.230(1), (no title), oge 5. point(ll) How is data for this
section to be developed and verified?

.Section 16 AS 37.05.230 (Amended), pge 7. point (10) It may be that DOTPF or
shrimeroe are nor* capable of providing this function. Alternately if the
Uiinking was the office of EDO could assume the duties, it should be clearly
understood that these functions are not necessarily compatible for administrative
purposes.

C eluding discussion ou SB415, Section 17 is "«ery strong and good and we were
pleased to see the University of Alaska brought under the guidelines of this act.

Hopefully theso bills will be enacted to tho ultimate benefit of all Alaskans.
Finally we requested support of tho center from Mr. Putman of your staff by
placing in Lh state budget an amount that vdll _.allow ul to continue operating

the center in FY82, your support of this rsqusut will be sincerely appreciated.

Yours truly

E. Louis Overstreet

HOT
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THE LeEGISLATURE OE HIE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOT

r co /N
Dill/Resolution Sy . .
Title An Act establishing a state-operated Smal 1 Contractor Surety Bonding Corporation:
Requested by Date  April 14, 1981
FISCAL DETAIL
Agency Affected Department of Community and Regional Affairs
Program Catego.y Affected Development

BRU, Program, or Subnrogram(s) Affected Local Government Assistance

(Note: If more than one budget component isaffected, separate line-item amounts and funding for each
component in the analysis section.)

EXPENDITURES  (Thousands of Dollars)

FY 81 FY 82 FY 83 FY 84 FY 25 FY86
PERSONAL SERVICES -0-
TRAVEL -U-
CONTRACTUAL -0-
COMMODITIES -0-
EQUIPMENT -0-
IAND & STRUCTURES -0-
GRANTS. CLAIMS. ETC, -0-

FUNDING  (Thousands of Dollars)

OTHER (Specify Fund Source) -£T-

fui

POSITION'S

1 time: -0-

par r TIME
TEMPORARY

Iv.

Ofi

cc;

31

ANALYSIS (See Fiscal Note Preparation Instructions, Section 111)

No fiscal impact on this agency.

DATE M 1d, 1981 PREPARED HY Terry L. Earley _
AGENCY Department of Community & Regional Affairs

iiid levMalne Finance PHONE . 465-4730 ~

Budget ami Management
Prime Sponsor (First Legislator Named)

001 (Rev. 12/80)



4220 "B” Street
CORROON & BLACK/DAWSON & CO.,INC. Anchorage, Alaska 99503

007-279-3471 Telkx: 25-109
April 21, 1981

Senator Vic Fischer, Chairman
Senate State Affairs

Alaska State Legislature
Pouch V

Juneau, Alaska 99811

RE: Senate Bills No"s. 45, 414 and 415
Dear Senator Fischer:

Thank you very much for allowing me to pa icipate in the Teleconference
Hearing on the above referenced bills helu on Thursday, April 16th
throughout the State. At that point in t..me you had asked for written
in-put either pro or con concerning the referenced Senate Bills. |
realize that my in-put may not be very' welcome as you are one of the
sponsors of the bills, but i must submit my comments both as a business—
man and as a concerned citizen relating to my opposition to all three

of these bills.

First of all, | feel it is only proper that 1 identify myself as being
the manager in charge of surety operations for the State of Alaska for
Corroon and Black/Dawson d Co., which position | have held in excess of
thirteen years. This means that. | devote my full working hours to
assisting contractors in obtaining bonding. In addition to this I am
also a member of the National Legislative Comnittee of the National
Association of Surety Bond Producers. | am using this method of
identifying myself to show that 1 have had expcrienc” in the bonding
industry and can therefore speak from a position of some authority.

I should, at this time, clear up a conroon misconception. That is that
bonding and insurance are the same. As you arc quite aware, they are not.
Simply stated, surety is an extension of unsecured credit on the part
of one party to guarantee the acts and/or omissions of another party.
Insurance, on the other hand, 1is where, for a fee, a company will

allow an individual into a pool of risk and agree to indemnify him
against loss due to his or others®™ negligence. Most people feel that
surety and insurance are one and the same because most surety companies
are also insurance companies. This is not true. The only reason

that insurance companies write surety is because they have the neces—
sary financial reserves to enable them to do so.

I"m sure that one of the reasons for the introduction of this bill is
because you and other State representatives, have received information

InfdMittr Surrtv Norm* UniMilunlt



CORROON &BL .K, DAWSON &CO., INC.
Senator Vic Fischer Page Two 4/21/81

from constituants stating that they were unable to obtain the neces—
sary bonding to bid on State, Federal and private projects. The major
reasor for this is probably because of the lack of people qualified to
assisi contractors in obtaining surety in this state. Most iiisurance
brokerage firms in Alaska have no thorough knowledge of how to obtain
surety credit for their clients. | can liken this to shopping at a
drvg store in order to obtain a conmercial loan. For the lack of
skired personnel in the surety field in this state, 1 do apologize,
however the few of us that itc available are doing our best.

I should now like to list n.y overall and more specific objections to
Senate Bills No B. 414, *15 and 45.

First, |1 feel that Senate Bill No. 414 would be a duplication of
existing bond facilities. At the present time there is, under the
State Little Miller Act, a provision for Personal Surety under Section
36.25.010 end Section 36.25.025. 1 feel that all that is needed is to
draft adequate regulations to control personal surety and there would
be absolu- -ly no need for Senate Bill No. 414. In addition to this,
there is t e United States Small Business Administration Surety
Guarantee Program, which has been in effect for nearly ten years.

You will also find that there are a number of corporate sureties
active 1in Alaska and actively seeking new bonding business. 1 also
feel that Senate Bill 414 would result in increased costs to the State
by granting projects to unqualified contractors. Which would result
in defaults, rebids, late completion of projects, etc.

Another major objection would be in considering the acceptability of

the State as a surety on other than State funded projects. For instance,
fhe Federal Government requires that any surety on Federal projects or
Federally funded projects appear on the U. S. Treasury list showing

the name*, address, assets and single bond capability of the company.

This is especially true in light the fact that in Senate Bill No. 414,
under Section t), Page 7, the State would prorate payments if there were
inadequate funds in the bonding fund to pay full claims. [I'm su.c

that the Federal Govcnnent uould object quite strongly to that type

of surety.

Another objection is that t ie printin® purpose of bonding is "pre-
qualification” of a contrac or for performance of a particular contract
according to the terms and conditions and timing as laid out in the
contract. This means that an independent organization has reviewed

the contractor with people who have years of experience in doing just



CORROON &BLACK/DAWSON &CO., INC.
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that anc have then decided to provide a bond.

As a voter and tax payer in Alaska, |1 take exception to Senate Bill
45, which increases the contract amount that is to be required to
bond frcm $50,000 to $100,000. 1 feel that in this the State is
assuming too much of the risk and also putting too much of a burden
on the contracting officer in attempting to qualify contractors prior
to award. It has been proven by the U. S. General Accounting Office
that no other system outside of Corporate Suretyship has been found
to appropriately and adequately qualify contractors, to provide

an open competitive market place and to bring jobs in on time, while
protecting the public. The GAO statement was: "factors that are
arguing against the Government becoming a self insured (surety) are
the Federal Construction Agency®s lack of legal means, administrative
machinery and in-house expertise for handling claims submitted by
contractors, suppliers, and labor and for providing financial aid to
contractors."

Even Dun and Bradstreet recognizes the fact that the contracting
business has the distinction of .eing the industry wi*h the highest
failure rate, rheir 1980 records indicated contractor failure
nationwide at a 15 year high. This failure ratio compared to 1979
showed a 50% increase. Interms of dollars, the liabilities of the
failed firms amounted to $465,000,000. Sub contractor casualties
were the highest since 1966.

Dun and Bradstreet study blamed the majority of failures on:
1. Incompetence
2. Financial inadequacies
3. Managerial experience
4. Inflation
Is it the responsibility of the State of Alaska to encourage the under—
financed and under-experienced individuals in to competition in an already
over populated construction industry? Furthermore it seems uncon—
scionable to expect that the contracting officer underwrite decisions

without the benefit of those resources available to a surety. The point
is, the taxpayer 1is going to be asked to pick up the expenses and losses.
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Senator Vic Fischer Page Four 4/21/81

The increase in the size of projects requiilu.” bonds would negate the
one main area of expertise that the surety br... gs to protecting the
public. This area is prequalification of the contractor which"at the
same time provides protection for injured parti s. This promotes the
reason why a system of proven surety is crucial to the people of
Alaska.

Returning to Senate Bill No. 414, 1 might compare that to the record
of the U. S. Small Business Administration which has been in the gua—
rantee business for over nine years. In reviewing the statistics on
SBA guarantees you will find that in the past nine years the SBA
issued 125,371 guarantees totalling $13 billion dollars in construction
work. These guarantees were issued for 21,393 contractors of which
3,060 were minority contractors. Of this total of 21,393 contractors
there were 7,007 defaults resulting in net losses to the program of
$203.5 million dollars. This does not count outstanding bonds upon
which claims have been reserved and for which amounts have not yet
been established. These are only dollars that have been paid out

by the Small Business Administration.

You must recall that these dollars represent 80 to 90 percent of the
actual losses as the surety is required to accept 10 to 20 percent

of the loss. Th surety also cannot receive any payment from the SBA
until they can puve a loss has occured. In any event, these losses
have totalled over $20,000,000 per year for the life of the program.
No corporate surety could stand that type of loss.

I*'m enclosing for your review sev< il documents among which is a book
entitled "The Unseen Services of a Surety." This shows how the corporate
surety deals with losses or anticipated losses, not merely hy paying

out unpaid bills hut by also providing engineering, accounting, ai...
financial assistance to contractors who have gotten into trouble, 1in
order that the project may be completed on time to the benefit of the
owner. All that is contemplated under Senate Bill No. 414 is that
payment be made to cither the ownei or to unpaid suppliers, sub con—
tractors, material men etc., this docs not insure that the project will
be completed.

This letter is becoming quite lengthy and 1 do have several objections
to Senate Bill No. 415, however | must reserve those to n later date.

I would like to make a flat, unqualified statement that an individual
or company actively engaged in a construction business, who is qualified
from an educational and experience standpoint, Uio has adequate assets
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to meet job expenses and who has established him/her/itself as a
responsible member of society, can obtain corporate surety without
State assistance. On the other hand, if a contractor is not quali—
fied, 1 do not believe the State should assume the responsibility
for underwriting this type of contractor. In the age of growing
consumer awareness this removal of a proven safeguard could very well
prove disastrous to the ongoing building and construction industry
and strike a severe blow to the over-all economy of Alaska.

I would be very happy to appear at any herding or to provide further
written testimony concerning these bills upon request.

Thank you very much for your interest.

R. L. Richmond
Vice-President/Rond Manager

RLR:da



Appropriation
(supplemental)
(trans. for
handicapped
& elderly)

Small Con—
tractor Sure—
ty Bonding
Corporation
(estal state
operated)

INTRODUCTION® OF BILLS (Senate) (cont"d)

SENATE BILL NO. 413, by Senators Stimson, F:.sr.her, Sturgulewski and
Rodey. Makes a supplemental appropriation cr $144,500 from the
general fund for payment as a grant to the Municipality of Anchorage
for the expenses of local transportation for the elderly and handi—
capped for the fiscal year ending June 30, 1981. Act provides for an
immediate effective date.

Introduced April 10 and referred to Community and Regional Affairs,
then to Finance.

SENATE BILL NO. 414, by Senators Fischer and Stimson. States that

the legislature findis that many small contractors are unable to

obtain at reasonable costs surety bonds necessary to bid on both pri—
vate and public construction projects. This inability can in effect
reduce competition and contribute to increased costs for such projects.
Also finds chat establish."ng a state program to provide bonding to
small contractors at reasonable costs would promote Increased compe—
tition and reduced costs for public and private construction projects
while maintaining acceptable risk levels for the contracting agency

or company.

Adds a new chapter to AS 45 (Trade and Commerce). Chapter 71-Small
Contractor Surety Bonding Corporation. Establishes the corporation

in the Department of Commerce and Economic Development, but having a
legal existance independent of and separate from the state. Estab—
lishes a board of directors consisting of the commissioner of Commerce
and Economic Development and four members appointed by the Governor
who serve for a term of four years. Two of the appointed members

to be small contractors who are licensed in the state and actively
engaped in a contracting enterprise for the preceding five years. Two
members shall be public members who may not be contractors and may not
have a direct financial interest in or be associated by legal contract
with a licensed contractor except as a consumer of services provided
by a contractor. Board shall meet not less than once each four months.
Board shall employ an executive director who may, with approval of the
board, hire staff as necessary. Employees of the board arc in the
exempt service category. The corporation may contract for outside ser—
vices as necessary. The attornuy general is the legal counsel for the
corporation.

Act provides for general powers of the corporation and states that it
has the power to, "issue or participate in the issuance of surety bonds
including bid bonds, performance bonds and payment bonds, to clcglble
small contractors, whether as prime contractors or subcontractors,

if the corporation determines that these bonds are not otherwise avail-
able, wholly or in part, frca a corporate surety upon reasonably equi-
valent terns and conditions.”" Also allows the corporation to, "guaran-
tee or enter into commitments to guarantee corporate sureties against
loss as the result of a breach of the terms of a bid bond, performance
bond, or payment bond Issued to a contractor as the principal of tho
bond."

rrngrnx requires contractors to have been doing business in the state
for at least one year and to have maintained his principal place of
business in the state for a: least one year before the date of appli-
cation. Also requires that the person's gross revenue for the most
recently completed fiscal year was not in excess of $1,000,000.



Competitive
Bidding
Procedures

page 685

SB 414. (cont"d)

The corporation nay not issue to a single contractor a bond In excess
of $500,000. If nore than one bond is issued to a contractor, the
aggregate total of bonds outstanding at one cine say not exceed $500,000.

Act provides for fees and paynenta by contractors, payaent by corporate
sureties, and a contractor surety fund which nay not exceed $5,000,000.
Outlines claims for payment, consideration of application, findings and
payment, order of claim payment and right to subrogation.

The board 9hall prepare for the Governor and the legislature an annual
report of its activities under this chapter including a summary of the

amount and type of bonds issued and the disposition of claims filed with
the corporation.

Adds the Small Contractor Surety Bonding Corporation to the list of
state boards and commissions. Act provides an immediate effective date.

Introduced April 10 and referred to State Affairs, Labor and Commerce,
then to Judiciary.

SENATE BILL SO. 415. by Senators Fischer and Stimson. Rewrites
competitive bidding procedures contained in AS 37.05.230 4 240 and

requires the following contracts to be awarded In accordance with
new provisions:

— Highway construction contracts for $50,000 or more (currently
only those for $100,000 or more must solicit competitive bids) and
highway maintenance contracts for $25,000 or more (new provision).
(Secs. 1-3 cf bill. Amends AS 19.10.190 & 210.)

— Contracts for Local Service Roads 4 Trails entered Into by a local
government If the amount of state money Is $50,000 or more am* Loral
Services Reals & Trails maintenance contracts for $25,000 or awre.
(Secs. 4-5 of bill. Amends AS 19.30.191>b> and 211(a).)

— State public works construction contacts for $50,000 or nore
(currently $100, X)0) and maintenance contracts for $25,000 or more
(new provision). (Seca. 6-8 of bill. Amends AS 35.15.030 4 050.)

— Contracts entered Into by a municipality or RZAA for construction
of a public works project if state portion Is $50,000 or more (Sec. 9
of bill. Adds new subsection (g) to AS 35.15.060, "Local Control of
State Public Uorks Projects".)

— Contracts awarded by the “hlvereity of Alaska If state money Is
$50,000 or more. (Sec. 16 of bill.)

— Contracts awarded by a nonprofit corporation If state money 1is
$50,000 or more. (Sec. 19 of bill.)

— State grants to municipalities and other recipients who propose
to award a contract cf which $50,000 or more la flnar’ed with the

grant or other state ocr.ev. (S-cs. 20-22 of bill. Amende AS 37.05-
.315.)
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Hakas the following atssndnenca to AS 37.0S.230 (Cospatldva Bidding):

— Sac. 10 of bill amends (1) to rtquiro that competitive bid ba
awarded to a bidder on tha "certified olnorlty blddara llat" (craatad
In bill) if tha valua of coctractc avardad during tha flacal year

to blddara on tha liat la laaa than 20Z of tha total valua of con—
tracts, tha bid la not ecra than 13X hlghar than tha lowaat bid*
and tha blddar agrees to lovar tha bid by SZ. Subjact to tha fora*
going provision, blda ahall ba avardad to Alaskan blddara if blddar
la on ».a "certified Alaska blddara list" and bid la not mors than
10z * .ghar (currently SZ hlghar) than tha bid of tha lowest non-

re .dent blddar. States that competitive blda are not required

"tl) for contractual services whan no known competition exists;

(11) whan rataa are fixed by law or ordinance; (111) for Items

traded in on llka ltaa; or (lv) for professional services." (Exist—
ing law also excepta aalaa Involving fair trade Items and caaaa
where. In the Judgment of a purchasing agent, food, clothing, or
medical supplies, or material for use In laboratory and experimental
studies may ba purchased otherwise to tha bast advantage of the state.)

— Sac. 11 of bill requires notices to ba sent to those on Alaska
bidders Hat and adds p~ovisicn to (2) which allows state to "limit
solicitation of blls" If It finds that It Is in the bast Interests
of tha state.

— Sec. 12 of bill amends definition of "Alaska blddar™ in (3) to

adt® that parson ouat not be delinquent In payment of state taxes and
must aalntaln Inventories or facilities In support of business acti—
vities In the state.

— Sec. 14 of bill amends (7) to state that the minority and resident
bidding preference does not apply to highways 4 public works contracts
of the Oept. of Transportation 4 Public Tec. estimated to be leaa

than 130.000 (currently resident preference dee* epply to contract#
estimated to exceed 13.000).

— Sec. 13 cf bill amends (H to trtag contracts for 930,000 or more
for the purchase of products or services manufactured or provided by
s sheltered workshlp under the competitive bidding requirement#.

— Sec. 14 of bill eide new paragraphs (f), (10). 4 (II) to Ai
37.03.230: (4) directs the Oept. of Adsin. to (tspllt and update

s certified Alaska bidders lit ; (10) directs the Oept. to compile
and update s certified islmorlt; bidders list; (11) ststss that the
=jimoritv and resident blddlag “‘ejerence* do not apply to purchases
and contracts involving fecer* mammy received by the state If the
application of a bidding prefeeere would violate federal lav or
program guidelines.

Section 1? of the bill samefa a* 17.03.240 relating to bid requlrs-
nents and award of contracts tv purchase*. Aids new subsection*
which require a prime contractor, when aubnittlsg a bid, to m m

the principal subcontractors he Utends to use. After bid awerded
contractor may chaage suhcemtramra only "for cswse.” Also requires
at least ."3L of the money :r<? a contract awarded under competitive
bidding wruh 1is paid to s.bcontractora to be paid to subcontractors
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on tha cartlflad slnorlty bidder* list* unices no subcontractors
on the list are available.

Section 23 of bill adds definition of "departnent” (Dept, of
Adaln.) to definitions section of AS 37.05.

Section 24 of bill deletes current exceptions granted by AS
44.33.300 to competitive bidding requirements for state public

works and highway construction contracts in areas hit by economic
disaster.

Does not provide for effective data.

Introduced April 10 and referred to State Affairs, Transportation
and Finance.

SENATE BILL NO. 416, by Senator Fischer. Appropriates $65,140 fro®
the general fund to the Dept, of Transportation & Public Fac. for
payment to the loysen Investnent Corp. for an unanticipated Increase
in costs of petroleum products used In paving the Seward Highway
(0"Malley Interchsnge-Potter job). Effective Immediately.

Introduced April 10 and referred to Transportation and rinar.ee.

SPAT! BILL KA. 417. by Senators Kerttula. Dankworth. Fischer and
Stimson. Directs the Conalssloner of Administration to establish a
state health insurance progras for Alaskan residents. Minimum bene*
fit* shall be established by Ccomiseioner by regulation and shall
include hospital and medical expense benefits. FrogtAm shall not
include dental car* or eye glasses or hearing aids or thilr pre—
scription or fitting. Premiums shall be paid by state fur any resi-
lent entolled la the prograa who la not enrolled In % group health
Insurance plan. Sets limit for annual deductibles under the program
at 1100 for each enrolled resident or 1300 ft* each enrolled fanlly.
Copayment amount for each enrolled resident may not exceed 205 of
expenses covered, let* nsxImun cost to enrolled resident et 12.500
per year. Directs Commissioner of Adninletrstloo. on the enactment
of blit, to immediately undertake the adoption of regulation* and
th* preparation of contracts so that coverage sod benefits nay begin
on July 1. 1912. (Hew provisions edded to AS IB under Chapter 23.
State Health Insurance Program.) Provides for Mimedlst* effective
date.

Introduced April 10 and referred to Health, education I Social Services
and finance.

tor Kerttula. Lspani a th* powers of the
c."TOi»siom*r oi natural teeiwrces (la AS 31.05.070). the Director
of the Dlv. of lands (In AS 34.05.0)5), and the Alaska Agriculturs’
V :ton Council (in AS 44.33.470) by adding that those official* 4
that agency nay "require preguallflent lon. including the sukm.tsion
of cense.vat lam plans, development plans, or other plan*, schedule,
or progress, of persons who apply to participate In an agricultural
deveUpneot project.” Betroactlv* to January 1. 1940 and effective
tonedlately.

Introduced April 10 and referred ro Resources and finance.



	SHES12 SB 414



