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I N  T H E  H O U S E  B Y  T H E  F I N A N C E  C O M M I T T E E

CS  F O R  H O U S E  B I L L  NO. 6 1 0  ( F i n a n c e )

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA 
T H I R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to c o n s t r u c t i o n  c o n t r a c t o r s ;  a n d

p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T Z  O F  A L A S K A :

*  S e c t i o n  1. A S  0 8 . 1 8 . 0 1 1  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  t o

r e a d :

(b) A  g e n e r a l  c o n t r a c t o r  m a y  n o t  a l l o w  a p e r s o n  r e q u i r e d  to b e  

r e g i s t e r e d  u n d e r  t h i s  c h a p t e r  to b e g i n  w o r k  f o r  the g e n e r a l  c o n t r a c t o r  

as a  s p e c i a l t y  c o n t r a c t o r  u n l e s s  the p e r s o n  is r e g i s t e r e d  u n d e r  t h i s  

c h a p t e r .

* S e c .  2. A S  0 8 . 1 8 . 0 3 1  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to  r e a d i

(b) T h e  c o m m i s s i o n e r  m a y  n o t  i s s u e  a c e r t i f i c a t e  o f  r e g i s t r a t i o n  

o r  r e n e w  the r e g i s t r a t i o n  o f  a n  a p p l i c a n t  w h o s e  r e g i s t r a t i o n  h a s  b e e n  

r e v o k e d  o r  s u s p e n d e d  o r  a g a i n s t  w h o m  a f i n e  h a s  b e e n  i m p o s e d  u n d e r  

t h i s  c h a p t e r  u n t i l  t h e  p e r i o d  o f  r e v o c a t i o n  o r  s u s p e n s i o n  h a s  e x p i r e d  

a n d  a n y  f i n e  h a s  b e e n  p a i d .

* S e c .  3. A S  0 8 . 1 8 . 0 5 1  is a m e n d e d  to read:

Sec. 0 8 . 1 8 . 0 5 1 .  1 D E N T T F 1 C / f l O N  R E Q U I R E M E N T S  [ R E G I S T E R E D  N A M E ] ,  

(a) E x c e p t  as p r o v i d e d  o t h e r w i s e  b y  [ S T A T E ]  law, a [NO] p e r s o n  w h o  

h a s  r e g i s t e r e d  i n d e r  o n e  n a m e  a s  r e q u i r e d  b y  t h i s  c h a p t e r  m a y  n o t  a c t  

i n  t h e  c a p a c i t y  o f  a c o n t r a c t o r  u n d e r  a n y  o t h e r  n a m e  u n l e s s  t h a t  n a m e  

a l s o  is r e g i s t e r e d .

(b) All a d v e r t i s i n g ,  c o n t r a c t s ,  c o r r e s p o n d e n c e ,  c a r d s ,  s i g n s ,  

p o s t e r s ,  p a p e r s  a n d  d o c u m e n t s  p r e p a r e d  by a c o n t r a c t o r  f o r  t h e  c o n ­

t r a c t i n g  b u s i n e s s  s h a l l  [ W H I C H ]  s h o w  the c o n t r a c t o r ' s  n a m e , m a i l i n g
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[A ND] a d d r e s s , a n d  a d d r e s s  o f  t h e  c o n t r a c t o r ' s  pi'incipal p l a c e  of 

b u s i . n e s s . A d v e r t i s i n g  a n d c o n t r a c t s  s h a l l  a l s o  i n c l u d e  t h e  c o n t r a c ­

t o r ' s  r e g i s t r a t i o n  n u m b e r  [ S H A L L  S H O W  T H E  N A M E  A N D  A D D R E S S  A S  R E G I S ­

T E R E D  U N D E R  T H I S  C H A P T E R ] .

(c) I n d i v i d u a l  c o n t r a c t o r s  a n d  p a r t n e r s ,  a s s o c i a t e s ,  a g e n t s ,  

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

t h e i r  t r u e  n a m e s  a n d  a d d r e s s e s  at a l l  t i m e s  w h i l e  a c t i n g  i n  t h e  c a p a c ­

i t y  o f  a c o n t r a c t o r  o r  p e r f o r m i n g  r e l a t e d  a c t i v i t i e s .

*  S e e .  6. A S  0 8 . 1 8 . 0 7 1 ( b )  is a m e n d e d  t o  r e a d :

(b) If t h e  a p p l i c a n t  is a g e n e r a l  c o n t r a c t o r  t h e  a m o u n t  o f  t h e  

b o n d  s h a l l  b e  $ 1 0 , 0 0 0  [ $ 5 , 0 0 0 ] ;  if t h e  a p p l i c a n t  is a s p e c i a l t y  c o n ­

t r a c t o r  the a m o u n t  of t h e  b o n d  s h a l l  be $ 5 . 000 [ $ 2 , 0 0 0 ] .  In l i e u  o f  

t h e  s u r e t y  b o n d  t h e  a p p l i c a n t  m a y  f i l e  w i t h  t h e  c o m m i s s i o n e r  a c a s h  

d e p o s i t  o r  o t h e r  n e g o t i a b l e  s e c u r i t y  a c c e p t a b l e  to t h e  c o m m i s s i o n e r  

[ O F  C O M M E R C E ]  in t h e  a m o u n t  s p e c i f i e d  f o r  b o n d s .

* Sec .  5. A S  0 8 . 1 8  is a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  to A r t i c l e  3 to 

r e a d :

Sec .  0 8 . 1 8 . 1 1 7 .  I N V E S T I G A T I O N S  A N D  I S S U A N C E  O F  C I T A T I O N S .  (a) 

T h e  d e p a r t m e n t  sh a l l  p r o v i d e  i n v e s t i g a t i v e  s e r v i c e s  to e n f o r c e  t h e  

p r o v i s i o n s  of this c h a p t e r .  A n  e m p l o y e e  o f  t h e  d e p a r t m e n t  d e s i g n a t e d  

b y  t h e  c o m m i s s i o n e r  to c o n d u c t  i n v e s t i g a t i o n s  u n d e r  thi s  s u b s e c t i o n  

m a y  i s s u e  a c i t a t i o n  f o r  a v i o l a t i o n  o f  t h i s  c h a p t e r  if t h e  e m p l o y e e  

h a s  p r o b a b l e  c a u s e  to b e l i e v e  a p e r s o n  h a s  v i o l a t e d  t h i s  c h a p t e r .  

E a c h  d a y  a v i o l a t i o n  c o n t i n u e s  a f t e r  a c i t a t i o n  for t h e  v i o l a t i o n  h a s  

b e e n  i s s u e d  c o n s t i t u t e s  a s e p a r a t e  v i o l a t i o n .

(b) A p e r s o n  c i t e d  u n d e r  t h i s  s e c t i o n  f o r  f a l l i n g  to p o s s e s s  a 

l i c e n s e  m a y  p r o v i d e  t h e  p r o s e c u t o r  p r o o f  t h a t  t h e  l i c e n s e  h a s  b e e n  

o b t a i n e d .  T h e  p r o s e c u t o r  s h a l l  v o i d  t h e  c i t a t i o n  a n d  n o t i f y  t h e  c o u r t

if t h e  p r o o f  is p r o v i d e d .
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1 S e c .  0 8 . 1 8 . 1 1 8 .  PROCEDURE AND FORM OF C IT A T IO N  IS S U A N C E  AND

2 PRO CEDURE. ( a )  A c i t a t i o n  i s s u e d  u n d e r  t h i s  c h a p t e r  s h a l l  b e  i n

3 w r i t i n g .  A p e r s o n  r e c e i v i n g  t h e  c i t a t i o n  may n o t  be  r e q u i r e d  t o

A e n d o r s e  i t .

5 ( b )  T h e  t i m e  s p e c i f i e d  i n  t h e  n o t i c e  t o  a p p e a r  . on  a  c i : a , t i o n

n o t  incfud\n<-A *
6 i s s u e d  u n d e r  t h i s  c h a p t e i  s h a l l  be a t  l e a s t  f i v e  d a y s j  a f t e r  . t h e

n b o l i d e
7 a l l e g e d  v i o l a t i o n  o r  i s s u a n c e  o f  t h e  c i t a t i o n ,  w h i c h e v e r  i s  l a t e r ,  '

8 u n l e s s  t h e  p e r s o n  c i t e d  r e q u e s t s  an  e a r l i e r  h e a r i n g .

9 ( c )  T h e  c o m m i s s i o n e r  i s  r e s p o n s i b l e  f o r  t h e  i s s u a n c e  o f  b o o k s

10 c o n t a i n i n g  a p p r o p r i a t e  c i t a t i o n s ,  an d  s h a l l  m a i n t a i n  a  r e c o r d  o f  e a c h

11 b o o k  an d  e a c h  c i t a t i o n  c o n t a i n e d  i n  i t .  T h e  c o m m i s s i o n e r  s h a l l  r e -

12 q u i r e  and  r e t a i n  a r e c e i p t  f o r  e v e r y  b o o k  i s s u e d  t o  an  e m p lo y e e  o f  t h e

13 d e p a r t m e n t  d e s i g n a t e d  by t h e  c o m m i s s i o n e r  t o  p r o v i d e  i n v e s t i g a t i v e

14 s e r v i c e  t o  e n f o r c e  p r o v i s i o n s  olf t h i s  c h a p t e r .

1!) ( d )  An e m p lo y e e  who i s s u e s  a  c i t a t i o n  u n d e r  t h i s  c h a p t e r  s h a l l

16 d e p o s i t  t h e  o r i g i n a l  o r  a co p y  o l  t h e  c i t a t i o n  w i t h  a  c o u r t  h a v i n g

17 j u r i s d i c t i o n  o v e r  t h e  a l l e g e d  o f f e n s e .  Upon i t s  d e p o s i t  w i t h  t h e

18 L o n r t , t h e  c i t a t i o n  may be  d i s p o s e d  o f  o n l y  by t r i u l  i n  t h e  c o u r t  o r

19 o t h e r  o f f i c i a l  a c t i o n  t a k e n  by  t h e  m a g i s t r a t e ,  j u d g e ,  o r  p r o s e c u t o r .

20  T h e  e m p lo y e e  who i s s u e d  t h e  c i t a t i o n  may n o t  d i s p o s e  o f  i t  o r  c o p i e s

21 o f  i t  o r  o f  t h e  r e c o r d  o f  i t s  i s s u a n c e  e x c e p t  a s  r e q u i r e d  u n d e r  t h i s

22 s u b s e c t i o n  an d  ( e )  o f  t h i s  s e c t i o n .

23 ( e )  T h e  c o m m i s s i o n e r  s h a l l  r e q u i r e  t h e  r e t u r n  o f  u c o p y  o f  e v e r y

24 c i t a t i o n  i s s u e d  u n d e r  t h i s  c h a p t e r  and  o f  a l l  c o p i e s  o f  e v e r y  c i t a t i o n

25 th a t ,  h a s  b e e n  s p o i l e d  o r  u p o n  w h i c h  an  e n t r y  h a s  b e e n  made and n o t

26 i s s u e d  t o  an  a l l e g e d  v i o l a t o r .  T h e  c o m m i s s i o n e r  s h a l l  a l s o  m a i n t a i n

27 i n  c o n n e c t i o n  w i t h  e v e r y  c i t a t i o n  i s s u e d  a  r e c o r d  o f  t h e  d i s p o s i t i o n

28  o f  t h e  c h a r g e  by  t h e  c o u r t  i n  w h i c h  t h e  o r i g i n a l  o r  c o p y  o f  t h e  c i t a -

2 ‘J t i o n  w a s  d e p o s i t e d .
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( f )  I f  t h e  f o r m  o f  c i t a t i o n  i s s u e d  u n d e r  t h i s  c h a p t e r  i n c l u d e s  

i n f o r m a t i o n  an d  i s  s w o r n  t o  a s  r e q u i r e d  u n d e r  t h e  l a w s  o f  t h i s  s t a t e  

i n  r e s p e c t  t o  a c o m p l a i n t  c h a r g i n g  c o m m is s io n  o f  t h e  o f f e n s e  a l l e g e d  

i n  t h e  c i t a t i o n ,  t h e n  t h e  c i t a t i o n  w hen  f i l e d  w i t h  a  c o u r t  h a v i n g  

j u r i s d i c t i o n  i s  c o n s i d e r e d  t o  be  a l a w f u l  c o m p l a i n t  f o r  t h e  p u r p o s e  o f  

p r o s e c u t i o n .

S e e . 0 8 . 1 8 . 1 1 9 .  F A I L U R E  TO OBEY C I T A T IO N .  U n l e s s  t h e  c i t a t i o n  

l i a s  b e e n  v o i d e d  o r  o t h e r w i s e  d i s m i s s e d  by  t h e  m a g i s t r a t e ,  j u d g e ,  o r  

p r o s e c u t o r ,  a  p e r s o n  who f a i l s  t o  a p p e a r  i n  c o u r t  t o  a n s w » r  a c i t a t i o n  

i s s u e d  u n d e r  t h i s  c h a p t e r ,  r e g a r d l e s s  o f  t h e  d i s p o s i t i o n  o f  t h e  c h a r g e  

f o r  w h i c h  t h e  c i t a t i o n  w as  i s s u e d ,  i s  g u i l t y  o f  a c l a s s  D m is d e m e a n o r .

*  S e c .  6 .  AS 0 8 . 1 8 . 1 2 1 ( f )  i s  am ended t o  r e a d :

( i )  I f  t i l e  c o m m i s s i o n e r  o f  l a b o r  o r  t h e  c o m m i s s io n e r  o f  com m erce  

an d  e c o n o m ic  d e v e lo p m e n t  d e t e r m i n e s  t h a t  a p e r s o n  i s  a c t i n g  a s  a

c o n t r a c t o r  i n  v i o l a t i o n  o f  t h i s  c h a p t e r ,  t h e  c o m m i s s i o n e r  o j :  co m m erce

an d  e c o n o m ic  d e v e lo p m e n t  s h a l l  g i v e  w r i t t e n  n o t i c e  p r o h i b i t i n g  f u r t h e r  

a c t i o n  by t h e  p e r s o n  a s  n c o n t r a c t o r .  T h e  p r o h i b i t i o n  c o n t i n u e s  u n t i l  

l In* p e r s o n  h a s  s u b m i t t e d  e v i d e n c e  a c c e p t a b l e  t o  t h e  c o m m i s s i o n e r  o f  

co m m erce  and  e c o n o m ic  d e v e lo p m e n t  (Oi* LA BO R] s h o w in g  t h a t  t h e  v i o l a ­

t i o n  h a s  b e e n  c o r r e c t e d .

*  S e c .  7 .  AS ( 1 8 . 1 8 . 1 2 1 ( g )  i s  am ended t o  r e a d :

( g )  A p e r s o n  a f f e c t e d  by  a n  o r d e r  i s s u e d  u n d e r  t h i s  c h a p t e r  may 

s e e k  e q u i t a b l e  r e l i e f  p r e v e n t i n g  t h e  c o m m i s s io n e r  o f  comme r c e  and  

e c o n o m ic  d e v e lo p m e n t :  [O F  LA BO R] f ro m  e n f o r c i n g  t h e  o r d e r .

*  S e c .  8 .  AS 0 8 . 1 8 . I 1 l i s  am ended t o  r e a d :

S e c .  0 8 . 1 8 . 1 3 1 .  IN JU N C T IO N .  I n  an  a c t i o n  i n s t i t u t e d  i n  t h e  

s u p e r i o r  c o u r t  by t h e  c o m m i s s i o n e r  [O F  LABOR OR T H E  C O M M IS S IO N E R 'S  

R E P R E S E N T A T I V E ] , a p e r s o n  a c t i n g  i n  t h e  c a p a c i t y  o f  a c o n t r a c t o r  i n  

v i o l a t i o n  o f  t h i s  c h a p t e r  may he e n j o i n e d  f ro m  d o in g  s o .  I n  a d d i t i o n
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t o  o t h e r  r e l i e f ,  a  c i v i l  p e n a l t y  n o t  t o  e x c e e S $ 2 5 0  may be  i mp o s e d  f o r  

e a c h  v i o l a t i o n .  E a c h  d a y  t h a t  a n  u n l a w f u l  a c t  c o n t i n u e s  c o n s t i t u t e s  a 

s e p a r a t e  v i o l a t i o n .

*  S e c .  9 .  AS 0 8 . 1 8 . 1 4 1  i s  am ended t o  r e a d :

S e c .  0 8 . 1 8 . 1 4 1 .  M ISDEM EANOR. A p e r s o n  a c t i n g  i n  t h e  c a p a c i t y  o f  

a c o n t r a c t o r  i n  v i o l a t i o n  o f  t h i s  c h a p t e r  i s  g u i l t y  o f  a  c l a s s  A 

m is d e m e a n o r .

*  S e c .  1 0 .  AS 0 8 . 1 8  i s  am ended b y  a d d in g  a new  s e c t i o n  t o  r e a d :

S e c .  0 8 . 1 8 . 1 6 3 .  P R O H IB IT IO N  ON S T A T E  LO AN S. A s t a t e  a g e n c y ,

c o r p o r a t i o n ,  o r  a u t h o r i t y  may n o t  l e n d  m oney f o r  c o n s t r u c t i o n  o f  a 

p r o j e c t  o r  b u i l d i n g  t h a t  i s  c o n s t r u c t e d  i n  v i o l a t i o n  o f  AS  0 8 . 1 8 . 0 1 1 .  

T h e  s t a t e  a g e n c y ,  c o r p o r a t i o n ,  o r  a u t h o r i t y  s h a l l  m ake r e a s o n a b l e  

e f f o r t s  t o  d e t e r m i n e  w h e t h e r  c o n s t r u c t i o n  i s  p r o c e e d i n g  i n  a c c o r d a n c e  

w i t h  AS 0 8 . 1 8 . 0 1 1  b e f o r e  r e l e a s i n g  money u n d e r  a  c o n s t r u c t i o n  l o a n .

*  S e c .  1 1 .  AS 0 8 . 1 8 . 1 7 1  i s  amended by  a d d in g  a  new p a r a g r a p h  t o  r e a d *

( 4 )  " d e p a r t m e n t "  m eans t h e  D e p a r t m e n t  o f  Com m erce  an d  

E c o n o m ic  D e v e l o p m e n t .

*  S e c .  1 2 .  S e c t i o n s  1 ,  2 an d  4 - 11 o f  t h i s  A c t  t a k e  e f f e c t  J u l y  1 ,

1 9 84 .

*  S e c .  1 3 .  S e c t i o n  3 o f  t h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 8 5 .

-5 * CSHB 6 1 0 ( F i n )



#

T i t l e  "An Act relating to construction 
contractors. . .

B i l l  N o .  CSHB 61 0  ( F i n a n c e ) D a t e  May 1 5 ,  1 9 8 '

C o n t a c t :  Eileen Plate

t
465-2700<< '

Bob Bacolas 
465-4856

Currently the registration of construction contractors is primarily 
within the jurisdiction of the Department of Commerce and Economic 
Development. The Department of Labor's relp is limited to conducting 
on-site investigations of contractor licensing, issuing cease and 
desist orders, and seeking court injunctions against unregistered 
contractors.

This bill attempts to deal with the problem of unlicensed contractors 
by creating a new comprehensive enforcement scheme under the authority 
of the Department of Commerce and Economic Development. It seems 
appropriate, therefore, that the Department of Labor's enforcement 
responsibilities under current statutes be replaced by those of the 
Department of Commerce and Economic Development. Under this bill, the 
Department of Labor would continue to monitor for contractor licensing 
compliance during its on-site inspections, but any violators found 
would be referred to the Department of Commerce and Economic Develop­
ment for further enforcement.

The Department believes that the new enforcement scheme created by 
this bill would be a more effective allocation of the State's resources. 
It would allow the Department of Labor's investigators and inspectors 
to devote more of their time to mechanical code compliance, wane and 
hour enforcenent, and occupational safety and health enforcement, wh .ch 
are the primary responsibilities of the Department. Accordingly, the 
Department of Labor supports the Finance Committee Substitute for House

This bill is not expected to have any fiscal impact upon the Department.

Bill 610.

APPROVED:

Jim Robison 
Coinini ssioner

P O S I T I O N  P A P E R / Department of Labor
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re p ort s it bac* with  the f o l l o w i n g  r e c o m m e n d a t i o n s :

[ ] do puss [ ] do not pass

[ ] do pass with a t t a c h e d  a m e n d m e n t s (s )
[ . ] same title

[ ] replace with CS for ____  f ] new title

and r e c o m m e n d s   ______ _____________________ ___________ _______________

[ ] AND a t t ac he s a " Le tt er  of Intent" ( ] New Fiscal Note

[ ] reports it back w i t h o u t  r e c o m m e n d a t i o n

[ ] re fer red  to t h e ______________________________________________ C o m m i t t e e
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S T E V E N S O N  T R U C K I N G

March 8 f 1984 

State of Alaska

Department of labor and. Commerce 

Pouch V

Juneau, Ak. 99311

Gentlemen:

I oppose proposed House Bill # 610, on the creation of a 

board of builders.
passage of the bill vrould increase unnecessary regulations 
and expense on established businesses.
As the present bill reads, it would give broad powers to 
this board and delegate the D^rartment of labor's authority 

to them.
A creation of board of builders is too expensive and not 
necessary to enforce what is already law.
I agree there is a problem with the number of contractors 
operating without a license, but present law could be en­
forced, without penalizing the established businesses.

Sincerely,

LOADING and HAULING CONTRACTORS
P.O. Box 516 

CORDOVA, ALASKA 99574
Phone : (907 ) 424 -3562

Re: H.B. 6l0

v o i e n n  criner



T H E  FO R E M A N  S . IN C .
P. O. B O X 4 -1 5 7 6  

A N C H O R A G E , A L A S K A  0 9 5 0 8 -1 5 7 6  

( 9 0 7 )  2 7 0 -1 7 3 6

A l a s k a  C o n s t r u c t i o n  C o n t r a c t o r  -  
E l e c t r i c a l  -  L i c e n s e  N o .  A A  4 8 4

N a y  1 9 ,  1 9 8 4

T h e  H o n o r a b l e  R i c h a r d  L .  E l i a s o n ,  C h a i r m a n  
A l a s k a  S e n a t e  L a b & r  a n d  C o m m e r c e  C o m m i t t e e

T h e  H o n o r a b l e  B o b  M u l c a h y ,  V i c e - C h a i r m a n

T h e  H o n o r a b l e  D o n  B e n n e t t ,  M e m b e r

T h e  H o n o r a b l e  P a t r i c k  R o d e y ,  M e m b e r

T h e  H o n o r a b l e  J o h n  C .  S a c k e t t ,  M e m b e r

A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V  ( M S  3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 8 1 1

G e n t l e m e n :

R e p r e s e n t a t i v e  W a l t  F u r n a c e ' s  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  a n d  
t h e  H o u s e  o f  R e p r e s e n t a t i v e s  h a v e  d o n e  a  g o o d  j o b  w i t h  H o u s e  
B i l l  N o .  6 1 0  ( L & C )  r e l a t i n g  t o  C o n s t r u c t i o n  C o n t r a c t o r s .

P l e a s e  d o n ' t  l e t  t r e  L e g i s l a t u r e  a d j o u r n  u n t i l  t h e  S e n a t e  p a s s ­
e s  t h i s  l e g i s l a t i o n  a n d  s e n d s  i t  t o  t h e  G o v e r n o r l

R e s p e c t f u l l y  y o u r s ,  

T H E  F O R E M A N ' S ,  I N C .

H e l e n  G .  F o r e m a n  
S e c r e t a r y ' - T r e a s u r e r  
hgf/s

c c  R e p r e s e n t a t i v e  W a l t e r  F u r n a c e



T H E  FO REM A N  S . IN C .
P. O. BOX 4*1 5 7 6  

A N C H O R A G E . A LA SK A  0 0 5 0 0 -1 0 7 6  

( 0 0 7 )  2 7 9 -1 7 3 6

A l a s k a  C o n s t r u c t i o n  C o n t r a c t o r  -  
E l e c t r i c a l  -  L i c e n s e  N o .  A A

M a y  1 9 ,  1 9 # +

T h e  H o n o r a b l e  W i l l i a m  S h e f f i e l d ,  G o v e r n o r  
T h i r d  F l o o r ,  S t a t e  C a p i t a l  
P o u c h  A
J u n e a u ,  A l a s k a  9 9 8 1 1

P l e a s e  r e c o i n  i s o  t h e  " n o d  w o r k  o f  t h e  L e g i  s l a t u r e  a n d  
e s p e c i a l l y  R e p r e s e n t a t i v e  W a l t  F u r n a c e ' s  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 .

We r e s p e c t f u l l y  r e q u e s t  t h a t  y o u  s u p p o r t  a n d  s i t f n  
H o u s e  B i l l  N o .  6 1 0  ( L & C )  r e l a t i n g  t o  C o n s t r u c t i o n  
C o n  t r a c t o r s .

R e s p e c t f u l l y  y o u r s ,

o i r :

n e j e n  u .  r o r e m a n  
S e c r e t a r y - T r e a s u r e r

c o s  R e p r e s e n t a t i v e  W a l t e r  F u r n a c e  
/ " ' ' T i e  n a  t o r  R i c h a r d  1 - .  E l i a  s o n
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LEGISLATIVE AFFAIRS A G E N C Y

M E M O R A N D U  M  M a y  7, 1984

SUBJECT: C o n s t r u c t i o n  Contractors
(CSHB 6 1 0 (Fin))

TO: R e p r e s e n t a t i v e  Walt Furnace

FROM: T a m a r a  Brandt Cook /ACS
D e p u t y  D i r e c t o r  I 
Di v i s i o n  of Legal Services

Here is the section by section analysis that your requested 
of CSHB 6 1 0 ( F i n ).

Section 1 pro hibits a general contractor from allowing a 
p erson r e q u i r e d  to be registered to-begin w o r k  as a 
specialty contra c t o r  unless he is registered.

Section 2 p rohibits the issuance of a certificate of r e g i s­
tration or renewal of the regist ration of an applicant whose 
r e g i s t r a t i o n  has been revoked or suspended or against w h o m  a 
fine has b e e n  imposed until the period  of revocation or s u s­
pension has expired and the fine paid.

Section 3 requires a contractor to include a m a i l i n g  address 
and address of principal place of business on documents p r e­
pared for the c on tracting business, as well as information 
re q ui red under existing law. Advert i s i n g  and contracts are 
also required to include the registration n u m b e r  of the c o n­
tractor.

Section 4 increases the amount of a bond  for a general c o n­
tractor to $10,000 and the amount of a bond for a specialty 
contracto r to $5,000.

S ection 5 requires the Department of Commerce and Economic 
U e v e l o p m e n t  to provide investigative services to enforce AS 
08.18. C e r tain department employees are auth or i z e d  to i s­
sue a citation for a violat ion of that chapter. A person 
cited for failing to possess a license may p r o vide  the p r o s­
ecutor proo f that the license has been obtai n e d  and the



R e p r e s e n t a t i v d ^ a l t  F u r n a c e

P a g e  2

M a y  7 ,  1 9 8 4

p r o s e c u t o r  shall v o i d  the citation. The proce d u r e  for 
issuance of a cit ation and its d isposit ion is set out. A 
person w h o  fails to appear in court to answer a citation is 
guilty of a class B misdemeanor.

Section 6 requires the commis sioner of commerce and economic 
d evelopment to give w r i t t e n  notic e p r o h i b i t i n g  further 
action by a p erson as a contractor if either the c o m m i s s i o n­
er of labor or the c o m missioner of commerce and economic 
development determines that a p e r s o n  is v i o l a t i n g  AS 08.18.

Section 7 replaces a ref erence to the c o mmissio ner of labor 
w i t h  the c o mmiss ioner of commerce and economic development 
in an enforcement provision.

Section 8 replaces a ref erence to the commissione r of labor 
w i t h  the c o mmission er of commerce and economic development 
in an enforcement provision. "Commissioner" is defined for 
the chapter as the commi ssioner of commerce and economic 
development. A  civil penalty of $250 is a ut horized for each 
v i o l a t i o n .

Section 9 provides a person acting in the capacity of a 
contract or in v i o l a t i o n  of AS 08.18 is guilty of a class A 
misdemeanor.

Section 10 prohibits a state agency from lending money for 
c onstruction of a project that is c onstr u c t e d  in violati on 
of the r e q uirement that construction contractors be 
registered.

Section 11 adds a definition of "department" to the chapter.

Section 12 ties the effective date uo the b e g i n n i n g  of the 
next fiscal year for most of the bill.

Section 13 makes the section dealing w i t h  id entificatio n 
requix-ements eff ective July 1, 1985.

T B C :ojb 
J7/033
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THE ALASKA SMALL & SPECIALTY CONTRACTORS SUPPORT GROUP _*■- .j 

Dear Legislator, -

He request that you do everything possible to get 
House Bill No. 610 (an act relating to construction 
contractors) through the House and Senate and approved 
by the Govenor this session.

Be adviced we will be fully organized by Election 
time and will muster all possible support for those 
legislators who work for our cause. Give us reason to 
support you

Signatures^ Addresses .

r S C / &  //✓T s t

•V a * . *
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THE ALASKA SMALL & SPECIALTY CONTRACTORS SUPPORT GROUP 

Dear Legislator, v X
■

He request that you do everything possible to get 
House Bill »!c. 610 (an act relating to construction 
contractors) through the House and Senate and approved 
by the Govenor this session.

Be adviced we will be fully organized by Election 
time and will muster all possible support for those , r -, ^  ,
legislators who work for our cause. Give us reason to •
support you.

Signatures

T

Addresses
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M E M O R A N D U M
A p r i l  1 7 ,  1 9 8 4

TO:

FROM:

House Finance Com mittee Members 
Rep. Al Adams, Chairman

F o r sythe V l V  /  - /✓.
1  C o uns el A

Karla 
Genera 
Alaska  Court  System

SUBJECT: CSHB 610, relating to c o n s t r u c t i o n  contractors

The Alaska Court System requests that the c o m m ittee 
c o n s i d e r  an amen dment to CSHB 610.

Backgr ound

The intent of this measure is to provi de an e f f e c­
tive means of r e q u iring unlicensed c o ntra ctors to o b tain a 
license. The bonding and insurance requir e m e n t s  of the 
licensing pr ocedure are in turn d e s i g n e d  to protect the 
public in d e a ling w i t h  contractors.

The committee substitute a d opt ed by the Labor .and 
Commerce comm ittee amends the original bill by author i z i n g  
issuance of citations and adoptio n of a bail forfeiture 
schedule by the supreme court.

The ultimate goal of this l egislation is to require 
contractors to obtain licenses. A  bail schedule may not 
provide the best m e c h a n i s m  for reaching this goal.

At present, the legislature has authorize d the 
supreme court to adopt a bail schedule only in the area of 
traffic and m o t o r  v e h icle violations, a l t h o u g h  legislation 
introduced this session w o u l d  also au thorize a fish and game 
bail forfeiture schedule. The idea b e h i n d  a d o ptio n o f  a 
traffic bail schedule was to reduce the volume of traffic 
prosec u t i o n  through the district court, at the same time 
providing effective enforcement of traffic laws by p e r m i t t i n g  
defendants to plead g uilty and m ail in a bail forfeiture 
amount, while persons who plead not g u i lty w o u l d  still stand 
t r i a l .

Under the bail schedule approach  to c o n t r a c t o r  
licensing violations, a contractor w o u l d  be cited, and w o u l d  
then plead guilty and pay a bail sc hedule amount, or plead 
not guilty and go to trial. A l t hough a bail forfeiture

S u p p o r t  -A ^  T ^ o io o s e d  A rn o ld  m e n !



I I A p r i l  1 7 ,  1 9 8 4
P a g e  T w o

schedule w o u l d  not impact judicial resources b eyond the time 
r e q u i r e d  for the supreme court to d e v e l o p  and a dopt it, a d d i­
tional c l e r i c a l  staff would be required to process the 
n u m erous c i t a t i o n s  and payments, e s p e c i a l l y  d uring the summer 
m o n t h s .

In contrast, the sugg ested a m e n d m e n t  set forth 
b e l o w  w o u l d  require the contra c t o r  to o b t a i n  a license. If 
the c o n t r a c t o r  failed to do so, the v i o l a t i o n  w o u l d  then be 
h a ndled as a misdemeanor.

H a r r y  Traeger, Dir ector of the Occupational 
L i c e n s i n g  D i v i s i o n  of the De part m e n t  of Commerce and Economic 
Develop ment, an tici p a t e s  that almost all contra c t o r s  who are 
cited w i l l  o b t a i n  a license. Trials  as a r es ult of a not 
g u i l t y  p l e a  or further criminal p r o c e e d i n g s  as a result of 
failure to o b t a i n  a license w o u l d  be few in number. Thus, 
the p r o p o s e d  a m e n dment w o u l d  lessen the impact on the court 
system, w h i l e  p r o m o t i n g  the intent of the legislature.

P r o p o s e d  a m e n d m e n t

The court system's amen dment w o u l d  el iminate p a r a­
graphs  (b) t h rough  (e) of section J>, and would insert the 
following language:

A p e r s o n  w h o  vioxates a p r o v i s i o n  o f \  1 ** i J 
this c h apter by failing to obtain a \ vv>e*uT
license m a y  provide a— pea-ce-offi-eei— or— a, lu*, \ \ ]ocy
de-s-iq-Ra-ted— e m p l o y e e — o■£■ the d e p a r t m e n t  J
p r o o f  that a license has been  obtained. \ p f o p o s c . o . 
If the proof is prov ided w i t h i n  5 w o r k i n g  
days after: the. issuance of a citation, 
the er&f-i-ee r ■fffii** ne- shall void the 
citation and notify the court of the, 
action taken.

This language is analogous to the provis ions of 
AP 28.15.131, w h i c h  permits d i s m i s s a l  of citations for 
failure to produce a drivers license upon p r o o f  of a license, 
and 13 AAC 06.050, w h i c h  permits d i s m i s s a l  of a citation for 
a m o t o r  v e h i c l e  e q u i pment v i o l atio n upon p r o o f  of correction.

Th a n k  you for your c o n s i d e r a t i o n  of this amendment.
The court system w i l l  be glad to provide any additional 
i n f o r m a t i o n  required.

cc: Rep. F u rn ace
Rep. C o w d e r y  
H arry Traeg er
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MEMORANDUM

TO: Representative Jack McBride

FROM: Nancy Pease
Legislative Analyst . . .

RE: Licensing and Bonding of Contractors in Other States
Research Request 83-251

Rena Bukovich of your staff requested information on the licensing and 
bonding of contractors in other states. Specifically, sie asked how 
certain contractors--plumbers, electricians, builders aid specialty 
contractors--are licensed and regulated in the following states: Cali­
fornia, Colorado, Idaho, Michigan, Montana, Ohio, Oregon, and Washing­
ton.

Regulation of Contractors in the Eight States

Licensing. Altogether, 28 states license contractors. The licensing 
ana bonding requirements for contractors in the eight states about 
which you inquired are summarized in the attached chart (see Attachment 
A). Of these states, Ohio is the only state which does nit license 
contractors in any of the trades you specified (electrical work, plumb­
ing, or general or specialty contracting). Colorado does not license 
general or specialty construction contractors, and Idaho and Montana 
require licenses of construction contractors only if they wish to bid 
on public works. With these exceptions, the states generally require 
contractors to be licensed.

Bonding. California, like Alaska, requires that al 1 contractors post 
bonds with the state as a prerequisite for license approval. Washington 
and Michigan require bonding for electricians; the other states do not 
require electricians or plumbers to post bonds in order to obtain a 
license. Four of the eight states--California, Michigan, Oregon, and 
Washington--require general or specialty construction contractors to 
post bonds with the state. The largest bonds are required by Michigan, 
where a residential building contractor must post a bond of $10,000 to 
obtain a license.

Regulations. As requested, we are providing copies of the other states' 
statutes for the trades of electrical work, plumbing, and general and 
specialty contracting.
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In some instances, we have included license applications and printed 
regulations supplied by the states' trade boards. Please let us know 
i f you require further analysis of the statutes and regulations; we 
will be happy to summarize and compare them if needed.

Requirements for a Contractor's License

Licensing requirements for contractors vary from trade to trade and 
from state to state. The procedure for obtaining a license may require 
the applicant to complete some of the following steps:

• pass a written or oral examination;

• submit a financial statement;

submit references from material suppliers and/or bank;

• attest to ownership of equipment and/or experience related 
to the given field;

• report an in-state business address;

• report personal or corporate bankruptcies;

• obtain bonding; or

• obtain insurance covering public liability, property damage, 
and workers' compensation.

Exemotions. Some states exempt from licensing those contractors whose 
contracts do not exceed a specified dollar amount. Other states waive 
the license requirement if a person intends to work only on his personal 
property. For example, Alaska does not require a person to license 
himself to repair his own property, while Arizona requires that work 
on personal property be performed by a licensed and bonded contractor 
if the building is to be rented or sold within one year of completion 
of the work. Two states, Kansas and Nebraska, license only nonresident 
contractors, and Delaware licenses contractors for revenue purposes 
only.

Limited and reciprocal licenses. In skilled trades such as plumbing and 
electrical work, states frequently issue licenses that limit the licen­
see to working at a particular skill level for which he has demonstrated 
competency or proven his experience. For example, Colorado licenses 
electrical workers at four skill levels: trainee, residential wireman, 
journeyman electrician, and master electrician.
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In granting a license to a contractor, some licensing boards also: 
(1) determine the construction classification at which the contractor 
may work (i.e. industrial, commercial, residential, public works); 
and (2) set a contract bid limit based on the contractor's working 
capital, i.e., he may not hid over $200,000 on a single contract or 
over $500,000 on separate, concurrent bids.

A few states have agreed to reciprocally recognize other states contrac­
tors' licenses; for example. Michigan and Indian' permit plumbers li­
censed in either state to do contract work in both states.

Licensing Boards

In states which thoroughly review the qualifications of contractor ap­
plicants, the licensing procedure is usually handled by a licensing 
board. Typically, this board is composed of licensed",, experienced 
contractors who are appointed by the governor or the state legislature 
and who convene intermittently throughout the year. Recently, many 
states have included members of the general public on regulatory boards 
so that the boards are not composed exclusively of represertatives of 
the regulated industry or profession.^

Bonding Requirments v

Of the 28 states that license contractors, eleven states require the 
contractor to be bonded as a condition of license approval.^

As you may know, Alaska requires a surety bond of $5,000 for a general 
contractor and $2,000 for a specialty contractor, or an equivalent cash 
deposit.^ The surety bond, also termed a "license bond", is intended 
to assure payment of (1) taxes, (2) employees and suppliers, and (3) any 
judgments against the contractor for negligent or improper work, breach 
of contract, or damage to public facilities.

The bonds that some states require before they will license contractors 
are independent from the bonds that construction clients inoy require 
before they will accept a contractor's bid. Construction clients may

iState of Tennessee "Program Evaluation on the Board for Licensing 
Contractors", Division of State Audit, July 1970.

^Ibid
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require (1) performance bonds to guarantee that the work will be com­

pleted on time and according to specifications; (2) payment bonds to 

guarantee that suppliers and employees will be paid; and (3) bid bonds 

to guarantee the sincerity of the bid.

Penalties and Enforcement

Penalties. AS 08.18.141 states that "a person acting in the capacity of 

a contractor in violation of this chapter is guilty of a misdemeanor." 
The contractor is usually given a hearing before the trade or licensing 

board, and if found guilty, he may be fined in addition to having his 

license revoked. This same penalty appears to be common among states 

that require contractors to be licensed.

The method of recovering damages from bonded contractors in Alaska 

also appears to be normal procedure in other states. The surety bond 

issuer is not liable for claims in excess of the amount of the bond, 

and claims for breach of contract are assigned a lower priority than 

claims for labor costs and taxes which may be owed to government units.

Enforcement. Most states share with local governments the responsibil­

ity for monitoring contractors. For example, Colorado plumbing laws 

prescribe that cities with populations of . over 70,000 must appoint 

inspectors of plumbing to their local boards of health to help report 

violations of plumbing laws to the State Examining Board of Plumbers. 

In addition, Colorado's State Examining Board of Plumbers is authorized 

to hire its own plumbing inspectors.

In states which have a single board of licensing for contractors in all 

trades, enforcement duties may be divided among state agencies as well 
as between state and local agencies. For example, in Tennessee, the 

Board for Licensing Contractors only investigates complaints about 

licensing, while violations of the technical rules of a particular trade 

are dealt with by the appropriate trade board or by state health and 
safety agencies.

* * *

I hope you find this information useful. If we can be of further assist­
ance, please let us know.

NP

Attachmen 5



Attachment A
Table 1

Cali f o r m a l

Colorado

Idaho

Michigan

Montana

Ohio5

Oregon

Washington

LICENSING AND BONDING OF CONTRACTORS IN EIGHT STATES

Electrical work Plumbing
General Building 

Contracting*
Speciality

Contracting

1 icense 
bond ($5,000)

1icense

1i cense 
bond ($5,000)

1icense

1icense 
bond ($5,000)

1i cense 

bond ($5,000)

1i cense

1i cense 

bond**

1 icense

1icense 

1icens 

1i cense

Incense for public works license for public works

license for residential builders license5

bond ($2,000-$10,000)

license for public works license for public works

1icense 1icense license for bldg. construction 
bond ($6,000)

icense

bond ($4,000)

1icense 
bond ($3,000)

icense 1icense 
bond ($4,000)

1icense 

bond ($2,000)

Footnotes: See Next Page



FOOTNOTES TO TAOLE 1

AS 8.18.171 defines "general contractor" as a contractor whose business operations require the use of more than 

two distinct trades whose work tlie general contractor superintends; the terms "general contractor" and "builder" 

are synonymous; a "specialty contractor is a contractor whose operations do not fall within the definition of 

"general contractor". Contractors are persons who undertake or bid for projects to construct, alter, repair, move 

or demolish a building, highway, road, railroad, or a type of fixed structure, including excavation, site develop­
ment and erection of scaffolds.

i •

2 A bond of three to ten times this amount is required for the licensing of applicants who have been a party to 

business infractions resulting’in the revocation of their own or other contractors' licenses (CRS 7071.8). Swim­

ming pool contractors must post a bond of $10,000.

3 The co-owner of a licensed firm, or the subsidiary or joint venture partner of a licensed firm, may in some circum­
stances be required to post an additional bond of $2,500'. CRS.7068 and CRS.7071 .9.

4 The bond takes the form of a deposit to the Homeowners Construction Lien Recovery Fund. The required amount of
the bond varies. MCL 338.083.

5 Contractors in the fields of residential building, maintenance, or alteration must post bonds of $2,000 for each 
traue for which they are licensed, not to exceed a total of $10,000. MCL.338.1504.

6 0RC 3781.102 delegates the licensing of contractors in Ohio to local governments. However, legislation is now

pending before the Ohio General Assembly to establish requirements for state licensing of electrical contractors.



C r a c k d o w n  s o u g h t  o n  

n o - I i c a n s e  c o n t r a c t o r s

By PAUL LAIRD 
AJC Editor

E a r l C a r ly le  is  a p a in t in g  
t o n t r a c to r  w h o 's  m u d  as h e ll 
a nd  i s n ' t  g o in g  to  ta k e  a n y  
m ore.

A  l ic e n s e d  p a in t in g  c o n tra c ­
to r  w h o 's  m a d  aB h e ll n d  is n ’ t  
g o in g  to  ta k e  a n y  m o re .

T h e  o w n e r  o f  E a r l 's  C u s to m  
H o m e  P a in t in g  i n  A n c h o ra g e , 
th is  u n c a p e d  c ru s a d e r is  c o n ­
d u c t in g  a o n e -m a n  c a m p a ig n  
to  m o b iliz e  lice n se d  s p e c ia lty  
c o n tra c to rs  th ro u g h o u t  A la s k a  
and  fo rc e  th e  s ta te  to  c ra c k  
d o w n  o n  u n lic e n s e d  c o n t ra c ­
to rs  in  a l l  tra d e s .

" I  d o n 't  k n o w  a b o u t d o in g  
re s e a rc h ,"  h e  s a id . “ I  d o  k n o w  
a b o u t r a is in g  a  lo t  o f  l ie lL  I 'm  - 
t ire d  o f  l i v in g  in  a t r a i le r  a n d  
n o t b e in g  a b le  to  p ro s p e r  e ve n  
a f te r  seven  y e a rs  in  b u s in e s s ."

W h a t  h e  la c k s  in  re s e a rc h  
e x p e rtise  he c o m p e n s a te s  f o r  
in  a b i l i t y  to  m a tc h  n a m e s  in  a 
s ta te  d ire c to r y  o f  lic e n s e d  c o n ­
tra c to rs  a g a in s t  n a m e s  o f  c o n ­
tra c to rs  lis te d  in  th e  Y e l lo w  
Pages o f  th e  G re a te r  A n c h o r ­
age te le p h o n e  d ire c to ry .

S ta te  la w  p r o h ib i t s  u n l i ­
censed c o n tra c to rs  f ro m  a d v e r ­
t is in g .  N o n e th e le s s , C a r ly le  
ja y s  h e 's  fo u n d  n e u r ly  500  con - 
3  a c to rs  w i th o u t  lice n se s  a d v e r ­
tised  in  th e  p h o n e  boo k .

S ta te  R ep. W a lt  F u rn a c e , R - 
A n c h o ra g e  a n d  c h a irm a n  o f  
the  H o u se  L a b o r  &. C o m m e rc e  
C o m m itte e , s a id  m a n y  c o n tra c ­
tors d o n ’ t  b o th e r  to  secure  s ta te  
m enses because  th e  p ro ce ss  is  
t im e -c o n s u m in g .

" T h e  p rocess is n 't  c u m b e r-  
io m e ,b u t i t  is  r im e -c o n s u m in g ,"  
ic  s a id .  "W e  a l l  h a v e  a  t h in g  
ib o u t  f i l l i n g  o u t fo rm s ."

W h ile  re q u ire m e n ts  f o r  con - 
r a c to r s ’ lic e n s e s  a re n 't  t h a t  
tr in g e r.L , th e y  do  re q u ire  som e- 
v h a t  o f  a  c o m m itm e n t  f ro m  
he a p p l ic a n ts .  T o  secu re  l i-  
■ensea, c o n tra c to rs  m u s t h a v e  
■ o n d in g , i n s u r a n c e  a n d  
w o r k e r s ' c o m p e n s a t io n  p ro ­
g ra m s .

Carlyle said that by avoid­
ing those requirements, unli­
censed contractors are able to 
underprice thoBe with licenses, 
and they also sidestep accoun­
tability for their work.

H e  Baid h is  in v e s t ig a t io n  o f  
the  p ro b le m  th ro u g h  c la s s if ie d  
a d v e r t is in g  in  d n i ly  n e w s p a p - 
* rs  n n d  b id d in g  fo  rm a  p u b ­
lis h e d  b y  g e n e ra l c o n tra c to rs  
fo r t h e i r  p ro je c ts  le ad s  h im  to  
le lie v e  th e  500  u n lic e n s e d  c o n ­
ta c to r s  in  th e  Y e llo w  P ages 
tre  o n ly  th e  t ip  o f  the  ice b e rg .

D u r in g  th e  s u im m e r , th e re  
•ou ld  be as m a n y  as 2 ,000  u n - 
icens id c o n tra c to rs  o p e ra t in g  
a th e  M u n ic ip n i i t y  o f  A n c h o r -  
ge, he  s a id .
F u rn a ce  s a id  m o s t u n lice n se d  

o n tra c io rs  in  th e  A n c h o ra g e  
rea seem  to  be s u b c o n tra c ­
t s ,  I t 's  lic e n s e d  c o m p a n ie s  
p e ra r in g  in  a  s u b c o n tra c to r  
•-ance t h a t  seem  to  be in ju r e d  
'08tt A t  O o u r r i Q  I
O r  f>\.

C a r ly le  s a id  som e lice n se d  
c o n t r a c t s  in  A la s k a  h a v e  
been  fo rc e d  o u t o f  b u s in e s s  b y  
p r ic e  u n d e rc u t t in g  f ro m  u n l i ­
censed  c o m p e t it io n ,  b o th  f ro m  
w i t h in  A la s k a  a n d  O u ts id e . 
O th e rB  h a v e  been  fo rc e d  to  l iv e  
in d e f in i t e ly  f ro m  o ne  jo b  to  th e  
n e x t.

" F l y  b y  n ig h te r s "  w h o  " g u a ­
ra n te e  t h e i r  w o rk  r ig h t  u p  to  
th e  t im e  w h e n  the  p la n e  le a v e s ”  
c o s t h is  b u s ine ss  abou tS 500 .000  
in  jo b s  d u r in g  h is  f i r s t  f iv e  
y e a rs  o f  p a in t in g  c o n t ra c t in g ,

, h e  s a id . N o w  h e ’s b e g in n in g to  
l iv e  o f f  re fe r ra ls .

“ T h e s e  f l y  b y  n ig h te r s  b r in g  
’ t h e ir  o u t-o f-s ta te  p r ic e s  w i t h  

th e m , a n d  a  lic e n s e d  c o n tra c -  
• t o r  c a n ’t  c o m p e te ,”  h e  s a id .

“ T h e y  d o n ’t  keep  b o o ks , th e y  
- d o n ’t  p a y  taxeB  a n d  th e y  d o n ’t  

in c u r  th e  expenses  o f  d o in g  
_ b u s ine ss  he re  d u r in g  th e  w in te r .

“ T b e y ju 8 tc o m e in  th e s p r in g

a n d  s p l i t  in  th e  f a l l  w h e n  f t  
g e ts  c o ld . T h e y  d o n ’t  h a v e  to  
e a t th e ir  m is ta k e s ;  th e  c o n s u ­
m e r  d o e s ."

E a r l ie r  th is  y e a r  he  e n g i­
n e e re d  a w r i te - in  c a m p a ig n  o f  
m o re  th a n  1,000 o f  th e  s ta te ’s 
s p e c ia lty  c o n t ra c to r s  to  th e  
g o v e rn o r ,  k e y  le g is la to rs  a n d  
o th e r  s ta te  o f f ic ia ls .  G o u l o f  
th e  c a m p a ig n  w a s  to  b u i ld  
a w a rcn e sB  o f  th e  p ro b le m  a n d  
to  p ro m p t  s t r ic t e r  e n fo rc e m e n t 
o f  s ta te  la w  b a r r in g  u n lic e n s e d  
c o n tra c to rs  f ro m  w o r k in g  in  
A la s k a .

O ne  le g is la to r  re p o rte d  re c e iv ­
in g  m o re  th a n  1,000 le tte rs  f ro m  
s p e c ia lty  c o n tra c to rs  th r o u g h ­
o u t  A la s k a .

“ T  m u s t  m e a n  th e re  a re  
1,000 s p e c ia lty  c o n tra c to rs  w h o  
a re  as m a d  as  I  a m ,"  C a r ly le  
s a id . “ I  t h in k  w e ’ re  s ta r t in g  to  
g e t som e a t te n t io n  n o w ."

A l t h o u g h '  th e  A n c h o r a g e  
p a in t in g  c o n t ra c to r  s a id  h e ’s 
c o n te m p la t in g  a n o th e r  m o i l in g  
b l i t z ,  th e  f i r s t  o ne  a p p a re n t ly  
fo u n d  i ts  m a rk .

F u rn n c e  s a id  h is  c o m m itte e  
is  s tu d y in g  th e  p ro b le m s  o f  

- lo c a l h ire  a n d  u n lic e n s e d  c o n ­
t ra c to rs  b e fo re  th e  n e x t  le g is -  

. ln t iv e  sess io n  b e g in s  in  J a n u ­
a ry ,  a n d  p u b l ic  h e r  n g s  w i l l  
be  s ch e d u le d  fo r  A n c h o ra g e , 
F a i r b a n k s ,  K e t c h i k a n  o r  
J u n e a u  a n d  p o s s ib ly  B e th e l o r  
K o tzeb u e  s o m e tim e  th is  m o n th .

"A t this point we don’t know 
what the overall effect of unli­
censed contractors operating

in  th e  s ta te  is , w e d o n 't  
k n o w  h o w  seve re  th e  in c o m e  
lo s s  is  to  lic e n s e d  c o n t ra c to r s , "  
F u rn a c e  s a id . " T h a t ’s w h a t  

i w e  hop e  to  d e te rm in e  f ro m  tes ­
t im o n y  a t  the se  h e a r in g s ."

C a r ly le  b la m e s  th e  u n l i ­
censed  c o n t ra c to r  p ro b le m  on  
s p o tty  e n fo rc e m e n t b y  th e  s ta te , 
a n d  F u m n c e  agrees. T h e  A n c h ­
o ra g e  le g is la to r  sa id  the  D e p a rt­
m e n t o f  C o m m e rc e  <S: E c o n o m ic  
D e v e lo p m e n t d iv is io n  re s p o n ­
s ib le  fo r  e n fo rc e m e n t— the  D iv i­
s io n  o f  O c c u p a t io n a l L ic e n s ­
in g — h a s  been s ty m ie d  b y  m a n -

re s p o n s ib le  fo r  k e e p in g  t ra c k  
o f  too m a n y  th in g B  in  th e  d iv ­
is io n . "  F u rn a c e  s a id .  H e a d d e d  
h e  b e lie v e s  th e  p ro b le m  is  n o t  a  
la c k  o f  m o n e y  in  th e  d e p a r t ­
m e n t ’s b u d g e t, b u t  r a th e r  q u e s ­
t io n a b le  p r io r i t ie s  o f  h o w  th e  
m o n e y  is  s p e n t.

“ T h e re 's  n e v e r  been  a  s h o r ­
ta g e  o f  m o n e y  ( in  th e  d e p a r t ­
m e n t) ,"  he  s a id . “ T h e  s h o rta g e s  
in  e n fo rc e m e n tm a n  p o w e r h a v e  
bee n  th e  r e s u lt  o f  th e  w a y  th e  
m o n e y  is  a l lo c a te d .”

A  n u m b e r  o f  a p p ro a c h e s  to  
th e  p ro b le m  a re  b e in g  c o n s i­
d e re d , a n d  n o t i f ic a t io n  o f  th is  
m o n th ’s h e a r in g s  w i l l  be m a ile d  
to  n e a r ly  2 ,000 s p e c ia lty  c o n ­
t r a c to r s  s ta te w id e  to  g e n e ra te  
re s p o n s e s  to  e x is t in g  p ro p o s - 

. a ls  a n d  o th e r  id e a s .
The Anchorage painting con­

tractor Baid he expects wides­
pread support for the move to 
push for stricter enforcem eat, 
but he also anticipates .resist­
ance from some general con­
tractors who capitalize on the 
availability of cheaper unli­
censed subcontractors.

H e  s a id  h e 's  e n c o u n te re d  a 
h a n d f u l  o f  s u b c o n t r a c to r s  
a f r a id  to  b e co m e  a c t iv e  in  th e  
in v o lv e m e n t  f o r  fe a r  g e n e ra l 
c o n tra c to rs  w i l l  re fu s e  th e m  
w o rk .  . . . .

E s ta b lis h e d  c o n tra c to rs ’ o rg a ­
n iz a t io n s  w o n ’ t  re s is t  th e  m o ve , 
he s a id ,  b u t  som e  in d iv id u a l  
g e n e ra l c o n t ra c to r s  w h o  use 
u n lic e n s e d  s u b c o n tra c to rs  w i l l  
lo b b y  a g a in s t  i t .

“ W e ’ re  g o in g  to  need  s tro n g  
o rg a n iz a t io n  b e fo re  th e  le g is ­
la t iv e  se s s io n  s ta r ts  i f  w e  w a n t  
to  a c c o m p lis h  u n y t h in g , "  he 
s a id .

• T h o u g h  s h o d d y  w o r k m a n ­
s h ip  a n d  la c k  o f  a c c o u n ta b i l­
i t y  a re  m a jo r  p ro b le m s  w i t h  
u n lic e n s e d  c o n tra c to rs ,  C a r ly le

• said the state should not instate 
written examinations to aBsure 
competency.

"Some real artists and crafts­
men couldn't pass a written 
test, but they could certainly 
pasB n test on the job," he said.

C a r ly le  re c e iv e d  a n  a s s u r ­
a n ce  f ro m  a s p e c ia l a s s is ta n t  
to  G o v . B i l l  S h e f f ie ld  la te  in  
th e  s p r in g  t h a t  th e  D iv is io n  o f  
O c c u p a t io n a l L ic e n s in g  h a s  
been w o r k in g  w i t h  th e  D e p a r t ­
m e n t  o f  L a w  to  d e v e lo p  a  c i t ­
a t io n  p ro g ra m  fo  e n fo rc e  re g u ­
la t io n s  r e s t r ic t in g  u n lic e n s e d  
c o n tra c to rs .

T n e  s p e c ia l a s s is ta n t  w ro te  
C a r ly le  t h a t  som e  n a m e s  he" 
s u p p lie d  to  th e  d iv is io n  in d e e d  
a re  p ra c t ic in g  w i t h o u t  lice n se s , 
a n d  th o s e  v io la to r s  w e re  s e n t 
w a r n in g  le tte rs .

“ T h e  l i s t  o f  n a m e s  w i l l  be 
m o n ito re d  f o r  c o m p lia n c e  a n d  
a re  p o te n t ia l ly  th e  f i r s t  to  be 
c ite d  w h e n  th e  p ro g ra m  b e g in s  
i f  th e y  a re  n o t  l ic e n s e d ,"  th e  
s p e c ia l a s s is ta n t  w ro te .

F u r n a c e  s a id  h e  b e lie v e s  
: m a n y  o f  th e  v io la to r s  s im p ly  

d o n ’ t  k n o w  th e y ’re  n o t  co m p - 
l y in g  w i t h  s ta te  re g u la t io n s ,  
a n d  h e  h o p e s  to  a v o id  a n  e n ­
fo rc e m e n t ' a p p ro a c h  t h a t  w i l l  
be p u n it iv e .

“ S om e  c o n t ra c to r s  t h in k  a l l  
th e y  need  is  a b u s in e s s  lic e n s e ,”  
h e  s a id .  " I t ’ s o n e  o f  th e  p ro b ­
le m s  o f  th e  e a s y  e n tra n c e  a n d

Alaska.-'
H e a d d e d  he h opes  th e  p ro b ­

le m  c a n  be a d d re sse d  a t  le a s t 
p a r t ia l l y  w i th o u t  a d d in g  to  
s ta te  s ta tu te s .

“ T h e  m a m  th in g  is  t h a t  w e 
h a v e  to  p re v e n t u n lic e n s e d  peo­
p le  f ro m  p o s in g  as e x p e n s  b y  
a d v e r t is in g ,"  he s a id .

A  poss ib le  s o lu t io n , th e  A n c h ­
o ra g e  le g is la to r  s a id , is  s o l ic i t ­
in g  v o lu n ta ry  c o o p e ra tio n  fro m  
n e w s p a p e rs  o f  g e n e ra l c ir c u la ­
t io n  a n d  fro m  th e  peo p le  w h o  
c o m p ile  th e  Y e llo w  P ages.

B y  sc re e n in g  u n lic e n s e d  c o n ­
tra c to rs  fro m  a d v e r t is in g ,  tho se  
s o u rce s  c o u ld  p re v e n t  u n l i ­
censed  c o n tra c to rs  f r o m  p os ­
in g  as e x p e rts . F u rn a c e  s a id . 
O ne  A n c h o ra g e  d a i ly  a lre a d y  
o p e ra te s  u n d e r  t h a t  p o l ic y ,  he 
a d d e d , b u t  th e  o th e r  d o e s n 't

" W e 'd  l ik e  n o t  to  h a v e  to  p u t  
t h a t  k in d  o f  th in g  in to  s ta tu te  
fo rm , b u t  w e d o  need  th e  h e lp  
o f  th e  p r iv a te  s e c to r in  a t ta c k ­
in g  th e  p ro b le m ."  F u rn a c e  sa id .

H e  a d d e d  he  d o e s n 't  b e lie v e  
th e  l ic e n s in g  p ro cess  o n  th e  
b o o k s  n o w  is  in  need o f  x e v n m p -
ing.

A n  a id e  to  F u rn a c e  s a id  th e  
f o l lo w in g  l is t  o f  s o lu t io n s  is  
b e in g  s tu d ie d , b u t  som e  a re  
b e lie v e d  u n w o rk a b le .  T h e  le g ­
is la to r 's  o ff ic e  is  s o l ic i t in g  re a c ­
t io n s  to  a n d  s u g g e s t io n s  a b o u t  
th e s e  p ro p o s a ls :

•  R e q u ire  a l l  c o n t ra c to r s  to  
in c lu d e  c o n tra c t in g  lice n se  n u m ­
b e rs  in  a l l  a d v e r t is in g .

•  R e q u ire  c o n tra c to rs  tc  p la c e  
i s ig n s  o n  b o th  s id e s  o f  t h e i r
v e h ic le s  s t a t i n g  c o m p a n y  
n am eB  a n d  c o n t r a c t in g  lic e n s e  
n u m b e rs .

•  In c re a s e  b o n d s  fo r  s p e c ia lty  
d n n tra c to rs  to  55,000 a n d  fo r  
g e n e ra l c o n t ra c to r s  to S 1 5 ,000.

•  G iv e  e n fo rc e m e n t in s p e c ­
to rs  a u th o r i t y  to  c h e c k  id e n t i ­
f ic a t io n  a n d  is s u e  c ita t io n s .

•  E s ta b l is h  a  s ta te  d iv is io n
f o r  p o l ic in g  c o n t ra c t in g  la w s .

•  M a n d a te  t h a t  e n fo rc e m e n t 
o ff ic e rs  to  p o lic e  n e w s p a p e rs . 
Y e llo w  P ages, te le v is io n  a n d  
ra d io  f o r  v io la to r s .

•  A d o p t  le g is l a t io n  r e q u ir in g  
te le p h o n e  u t i l i t ie s  to d is c o n n e c t  
s e rv ic e  fo r  u n lic e n s e d  c o n t ra c ­
to rs .

•  Im p o s e  s t i f f c r  p e n a lt ie s  fo r  
v io la to r s .

•  P ro h ib i t  s ta te  a g e n c ie s  f r o m  
c o n tra c t in g  w ith  u n lic e n s e d  con • 
t r a c to r s  a n d  lic e n s e d  c o n t ra c ­
to r s  w h o  s u b c o n tra c t  to  u n l i ­
censed s u b c o n tra c to rs . P r o h ib i t  
p ro je c ts  U B ing  u n lic e n s e d  c o n ­
t ra c to rs  o r  s u b c o n tra c to rs  f r o m  
t a k in g  a d v a n ta g e  o f  s ta te  
f in a n c in g  o r  r e f in a n c in g  f o r  
one  y e a r .

•  H a v e  a  c o m p u te r iz e d  l i s t  o f  
c o n t ra c to r s  a v a i la b le  o n  de ­
m a n d  t h a t  w o u ld  in c lu d e  th e  
k in d  o f  c o n tra c to r ,  lic e n s e  n u m ­
b e r, c o m p a n y  n a m e  a n d  a d ­
d ress.

P ro p o s  i l s  f o r  e n s u r in g  c o m ­
p lia n c e  * r i t h  lo c a l h ir e  la w *  
in c lu d e  r e q u ir in g  th e  s u b m is ­
s io n  a n d  m o n it o r in g  o f  a  s ta te ­
m e n t  o f  th e  p e rc e n t o f  w o r k  
fo rc e  to  be h ire d  lo c a l ly  w h e n  
s ta te  fu n d s  a re  in v o lv e d ,  re q u ir ­
in g  q u a r te r ly  f i l in g s  o f  c o m - 
p l ia n c e i ta te m e n ts a n d  th e  use 
o f  bp o t a u d its  a n d  p e n a lfce s .



LICENSED AND BONDED CONTRACTORS MEETING 
NO VEMBER 29, 1983 :

2:00 PM

The meeting was called to order my Rep. Furnace. Persons 
p r es en t at the meeting were:

Rep. Furnace 
Rep. Cowdery 
Rep. Uehling 
A lla ir y 
Ken Johnson 
Steve Levi 
Di anna Smith 
Earl Carlyle 
Ray D. Agen 
James N. Malapanes 
Clay Porter

Earl Carlyle passed out a paper with 15 suggestions to 
support specialty contractors and these suggestions were 
discussed in detail and the following recommendations were 
m a d e :

1. Come up with a modified definition of a "Contractor". 
Make it raand;tory for all licensed contractors to 
include their license number in all advertisements; 
including business cards, signs, newspaper ads, tele­
vision ads, radio ads, and yellow pages for easier 
identification by the license enforcement investigator.

2. Put in the statutes that the contractors license number 
or administrators license number should appear on all 
vehicles used in the conduct of business.

3. Bonds should be increased to $5,000 and $10,000 on the 
initial draft.

A. Concern was expressed over the lack of enforcement 
offered by the Dept, of Labor and the suggestion was 
made to transfer the enforcement function to Dept, of 
Commerce and Economic Development, Division of O c c u p a­
tional Licensing which is a more reasonable, sup e rv i­
sory governmental unit. It was noted that we should 
give the inspectors more ability of checking for 
violations. Concern was also expressed with the regard 
to the ability of the enforcing agency to issue c i t a­
tions with "teeth". For further information, staff was 
advised to contact, Ron Watts with the Municipality at 
786-8307.
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5. Establishment of a statewide Board of Builders which 
shall meet on a monthly basis and sha:ll include a 
membership of the following:

1) Speciality Contractor
2) Remodeling Specialist
3) Private Sector Representative
A) Local Government Representative
5) Two General Contractors
6) One Heavy Highway Contractor

6. This statement is already covered in number one.

7. It was recommended that House Counsel examine the 
constitutionality of legislation to terminate phone 
service for those companies who are inviolation of the 
licensing and bonding provisions of the statutes and 
regulations. House Counsel was contacted and staff has 
been informed that there is probably no constitutional 
question involved in the discontinuance of telephone 
service for those businesses which advertise falsly or 
falsly portray themselves as bonafied businesses. The 
only difficulty that could arise would be the instance 
in which a business phone and a personal phone are used 
for the same purpose and for some reason the individual 
could not disassociate the two entities.

8. It was noted that the laws f o r  violators are there and 
the problem we are having is with enforcement. * It was 
recommended that a monetary fine of not more than $250 
a day for contractors in violation of tiie law (sec page 
15 of the Oregon l a w ) .

9. This statement is covered in suggestion number one, but 
it was recommended to maybe include a monetary fine, of 
$250 a day.

10. It was noted that since there is some support for this 
issue, we would propose this to the drafters and let 
them work with some language as to how we can best do 
this. The general contractor is already covered, we 
want to reach the subcontractor.

11. It was noted that a list can be obtained, but that it 
takes a long time to get. A person requesting a list 
of contractors you should be able to get one within a 
certain period of time that is fairly predictable. It 
was recommended that we should advise that a list is 
available upon request for a nominal fee, if any, and 
that the list can be expected to be received within a 
two week or 30 day time frame. It was suggested that 
we may want to contact, Dick Lyon with the Dept, of 
Commerce and Economic Development to further discuss 
the possibilities of this of instigating this.



12. It was noted that this statement should have been on a 
separate sheet of paper and is not to: be included under 
this heading because it pertains to the motor vehicle 
l a w s .

13. It was recommended that we restate this in w h atever new 
section we develop on general contractors and specialty 
contractors.

14. It was recommended that a owner/builder can only build 
one home or one structure per year to take advantage of 
the owner-builder option to remain unlicensed.
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■ ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch Y ,  Siate Capiic l 

Juneau, Alaska 99811 

(907) 465-3991

September 6, 1983

MEMORANDUM

TO; Representative Walt

FROM: David Teal

Legislative Analyst

RE: Licensed/Bonded Contractors

Research Request 83-213

Steve Levi, of your staff, asked whether or not Alaska had the least 

restrictive standards for licensed and bonded contractors. We contacted 

the Council of State Governments, the Nationa' Conference of State 

Legislatures and the Associated General Contr'actoi - of America to deter­

mine Alaska's standing in this regard. We discovered that training/ 

experience requirements in Alaska are minimal relative to other states 

which require licensing and bonding of -contractoi\, but that nearly 

half of all states do not require contractors to be licensed. Further, 

fewer than half of the 50 states require contractors to be bonded.

This memorandum discusses standards for contractors from three perspec­

tives: when a licence is required; requirements for obtaining a

license; and the consequences of failure to meet legal standards. 
Each of these topics is discussed below.

Who must obtain a contractors' license?

The attached table shows that 28 states require contractors to be 

licensed and that only 11 of those states require licensed contractors 

to be bonded. 1 From the perspective of whether or not a license is 

required to operate as a ' contractor, Alaska's standards are clearly 

more restrictive than those imposed by some states. However, relative 

to other states that require contractors to be licensed and bonded, 

Alaska is more liberal than some states. For example, no license is 

required for an Alaskan to repair his own property, while Arizona 

requires that work on personal property be performed oy a licensed and 

bonded contractor if the building is rented or sold wi*\.in one year 
of completion of the work.

*The table is from a 1978 document prepared by the State of Tennessee. 

Much of the information appears to be outdated. More reliable informa­

tion will be forwarded to you when it is received.



a p p e n d i x  IX

. U .S . .  S M A L L  B U 5 IN E SS  A D M IN IS T R A T IO N
W a s h in c .o n ,  D .C . 20416 -

orricc o p  t h e  a d m i n i s t r a t o r

JU LY 2 , 1974

Mr. Victor L. Lowe J 
Lirector
United States General Accounting Office 

. .Washington, D. C. 20S48

• j •„ Dear Mr. Lowe: ’ *

This is in response to your request for comments on the draft report 
entitled "Surety Bonds in Federal Construction: A  Study of Their 
Application and Effectiveness.11 ,•

[ S e e  CAO n o t e  1 , p .  4 0 . ]
/

Operation of the Program

Before we get into the specific areas listed, we must bear in mind that 
the report itself is 14 months old, and wc should like to provide an update 
on the statistical data listed in the report a.- of March 31, 1973> and bring 
that up to May 20, 1974. The Surety Bond Guarantee Program is the fastest 
growing program of the SB A. Following is a table indicating levels of 
activity:
. . 58
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2. Refers the contractor to SBA loan specialists for consideration 
of either a working capital loan or the revocable, revolving 
line of credit, which was designed specifically for construction 
contractors.

3. Refers contractor to our management assisfance personnel.

JLf the surety decides that a bond can be issued with our guarantee, they 
will forward to our office a copy of the contractor's financial statement, 
together with a copy of our Surety Bond Guarantee Underwriting Review,
SBA Form 994-B. The SBA Form 994-B is primarily a checklist of 
virtually all of the normal underwriting requirements that a surety would 
check out prior to issuing a bond, be it with SBA or on their own. Upon 
receipt of the Underwriting Review, the financial statement, and the 
surety's recommendation, the SBA makes its own underwriting review, 
and, if favorable, completes the guarantee agreement and returns it to 
the surety.

The following is an update on our claims and defaults. V/ e compute our 
loss ratios on a quarterly basis, the last of which was as of April 20, 1974. 
At that time we had 548 default notifications, with 393 of these that have 
established incurred loss of $.9,260,21' T h . incurred loss figure included 
paid losses plus reserves. In computing our loss ratios, we use our 
average sized contract of $68, 000 and prorate the contract over a 10 month 
period. In other words, our $68,OOQ contract i3 50 percent completed in 
5 months and 100 percent complete in 10 months. Our loss ratio, based on 
completed commitments, is 1. 24 percent.

. - n r - *•?>«; r r m p n t e  t h - l r  l o s s  r a t i o s  o n  a n  e a r n e d  p r e m i u m  b a s i * .  r a t h e r

t-h p - n  r n r n m ^ - » - *•«■ A n  a . v « » r a g »  c o n t r a c t  o f  S 6 8 .  0 0 0  w o u l d  c  : r r v  a  1 - p e r c e n t

p r m M O T .  T h ^ ’- ' n r p ,  t h e  i n d u s t r y  l o s s  r a t i o ,  b a  M  o n  e a r n e d  p r e m i u m s .

w o u l d  b e  1 2 4  p e r c e n t  v e r s u s  1 . 2 4  p e r c e n t  o n  c o m n i b n e i . ^ .
* «•

We break down our loss ratio by region as well as by surety. At any given 
time we can determine the loss ratio of a specific surety company, cither 
nationwide or in any region.

All claims are handled out of our Central Office. Our field office sends us 
a copy of the complete underwriting file. A  desk audit is made on each 
claim submitted. In addition to normal verification and audit of claims data, 
we also assure that the surety made no misrepresentations, etc., as well 
as attempting to establish reasons for default. W e  have found that the 
reasons our contractors go into default arc basically the same as those 
that the sureties sustain under normal programs - insufficient capitalization 
to carry them over when they run into trouble, and going beyond their 
capacity. Only about 3 percent of our contracts go ir.to default. Therefore, 
v/c have a success rate of 97 percent.

60
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One factor which makes it difficult to establish formal underwriting 
guidelines for the sureties is that these guidelines can be used to turn down 
applicants, as well as to make them eligible. As a rule of thumb, for con­
struction contractors, many sureties require a ratio of 1 to 10 of the con­
tractor's net quick assets to his total work in progress. There are cases 
where the surety may want a 1 to 5 ratio. There are other cases where 
another surety may go 1 to 20 on a specific contractor. Availability of 
additional credit, sice of the job, and the amount to be subcontracted are 
all elements that enter into a decision bn net quick asset requirements.
If we were to establish a standard of, say 1 to 15, a.ratio of less would 
automatically trigger a decline by the surety industry. It would become 
too complex to establish these types of standards. T he industry itself 
has general guidelines in their normal underwriting: we expect them to 
use their guidelines, consider that these are marginal contractors, and 
that- the S B A  wi'1 accept risks that the industry would normally decline.
All we ask them to do is to give us the normal underwriting data with all 
of the*fact3 and their opinion as to whether the contractor can perform, 
the specific contract. Based on that analysis, SBA will further analyze 
the facts presented and make a subjective judgment.

We have even had cases where we have extended our guarantee where the 
contractor had a deficit net worth and where h . performed successfully. 
However, we could not write a guideline mat would permit the issuance 
of a guarantee to a contractor with a deficit net worth. Such a determina­
tion would depend upon the individual contractor and circumstances of 
the specific case.

A  contractor has every right to appeal to SBA for assistance should he 
be turned down by a surety, and, as a matter of fact, frequently does.
Wc have met with several minority contractor associations throughout 
the country. There is a favorable consensus among these groups.

The question of "graduation" is a difficult one. The sureties do not notify 
us when they take a contractor out of our program and put him into their 
own. The only assumption we can make is that, if there is no activity in 
a particular file for 6 months to a year, we can assume that the contractor, 
if he has not gone into claim, has gone into the surety's normal business. 
W e  do, however, have certain guidelines for our surety bond personnel 
in the field. As' an example, a valid reason for keeping a contractor in 
our program after he completes several jobs could be that his financial 
statements show insufficient earningsto justify bonding him without SBA 
support. Another reason is that the contractor is increasing the size of 
job or total work program beyond what the surety would accept in its 
standard business. Again, this is a form of graduating from small contract 
to larger contracts.



a p p e n d i x  I

There are many factors to consider. Why are the major companies 
%villing to participate in the program at loss? Is it because their big 
business clients are applying subtle pressure to eliminate competition?
Is it because they know that the smaller sureties cannot remain in the 
program at a loss? •

To remain in the program with higher fees or a lesser guarantee, the 
smaller sureties would have to tighten up on their underwriting. What 
would the effect be on the minority contractor? The loss rate on his 
business is 1.8 percent.versus 1.1 percent for nonminority. With a 
tightening of underwriting standards, the benefits of the program would 
be denied to those who need it most.

W e  are not prepared to adjust either the fees or percentages of guarantee
at this time. W e  will, however, make adjustments at such a time as our
continuing analyses might justify.

• •

Y7e arc enclosing a list of all the sureties participating in our program 
as of May 20, 1974 (from the inception of the program). This list includes 
the number of contracts and the dollar values by region and total. As you 
will note, there are many surcK v listed that are national companies but 
have written very few bonds th: 'a our program in the almost 3 year
period since its inception.

i ,

The report also states that the maximum allowable premium rate that S B A  
permits was $ 2 0 . 0 0  a thousand and a change to $ 1 5 . 0 0  a thousand under 
contemplation. Our maximum allowable-rate as of March 1973 is $ 1 5 . 0 0  
p<;r ‘ h o u s a n d  fn< - th«» f t r s t  9 5 0 . 0 0 0  a n d  g l O . O O  p e r  thousand on amounts in 
excess of $ 5 0 .  0 0 0 .  Therefore, we only allow the additional 1 / 2  percent 
on the first $ 5 0 .  0 0 0 .  Anv surety that is vising the standard 1 percent in 
their normal busir.css, because of filing with the various state insurance 
dcpartments. must use the same rate for the business with the SBA program 
Therefore, there arc verv few companies charging the 1 - 1 / 2  percent rate, 
though it is true that a substantial amount of our volume comes from 
sureties which charge the higher rate. We have no quarrel with those 
sureties which are in the program for profit. Profit, if kept within 
reasonable bounds, is a perfectly legal and proper incentive.

Lack of Incentives
♦ ^

Our experience in the program alone seems to dispute this point.

1. For the surcharge rate companies, their records show that 
a contractor, on the average, has 1-1/2 contracts prioi to 
leaving them.
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES' 

RESEARCH AGENCY

MEMORANDUM * , July 1, 1980

TO: Representative Patrick O'Connell

FROM: Anne DeVries, Issues Analyst

RE: Availability of Contract Bonding
Research Request No. 147

This memorandum is in response to your request for research on the 
availability of contract bonding for small contractors. I understand 
you are interested in possible legislative ac .ion to relieve the problems 
some contractors face in obtaining contract bonds in amounts over $500,000.

Summary of Findings

t .

Briefly, there are three major findings from this research:

/'"“i, . Overall, contractors are able to get bonding in the amounts
for which they are qualified. ' It is not evident that sureties 
are denying bonds to contractors on the basis of criteria 
which are irrelevant to their ability to complete a contract.

A State reinsurance program is the major way in which bonding 
could be made more available. The primary problem of such a 
program is that it would expose the State to financial losses 
on defaulted contracts.

The availability of bonding is important to contractors because 
bonds are required for most public works contracts. An alternative 
to making bonds more available is to modify access to public 
contracts. The State has two mair. alternatives: to raise the
amount of the contract below whiuh no bo. ling is required, or 
eliminate bonding altogether. There are two problems with 
these alternatives: they-expose the state to financial losses
from defaulted contracts and they shift the responsibility of 
determining contractor qualifications from a non-political 
body, the surety, to the State. These are the same problems 
that the surety system was designed to eliminate.
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Obviously, those contractors who have no trouble obtaining bonds do not 
necessarily see their interests enhanced by measures making it easier 
for other contractors to secure the same means of access to uork.

The Sureties: As a group, sureties share an interest in making money.
However, there are two types of surety companies with distinctly different 
ways of making money:

Standard sureties make money by writing all the bonds they 
can. However, as they are not compensated for risk, they 
adhere to underwriting criteria that are established based on 
the presumption of "no losses".

Specialty sureties make money by exploiting the government 
subsidy inherent in the Small Business Administration's re­
insurance program. This is discussed in greater detail later 
in the memorandum.

The Construction Clients: Demand for bondii.g originates primarily from
the public sector, all discussion in this memorandum will focus on the’ 
interests of municipal, state and federal construction clients. As a 
group, these entities share two interests':

They want to protect the taxpayers’ interests by obtaining 
the best quality construction work at the lowest price.

In order to insure the lowest feasible costs, state and 
federal governments want to insure adequate competition among 
qualified contractors by removing any artificial impediments 
to competition, such as minority discrimination.

They want to protect themselves from the claims of suppliers 
or laborers who were not compensated by a contractor on a 
public works job. Bonds are necessary as public works are 
not subject to liens designed to protect suppliers and laborers 
on p ivate jobs.

The State: The State, as a protector of its citizens, wants to:

Insure that citizens are not prevented from enjoying their 
livelihoods by the arbitrary acts of others, such as.a private 
company discriminating against minorities.
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Awarding a contract to the "lowest qualified bidder" increases the risks 
of a project, for the contractor who wins the job , is given himself the 
smallest possible financial cushion with which to absorb the cost of any 
problems.

The construction client recognizes that these problems can occur and he 
has two alternative ways to protect his interests:

If a contractor fails to perform, the client can arrange to 
complete the job himself and take legal action against the 
contractor.

He can require that the contractor secure the backing of 
another party who will assure the client that he will suffer 
no financial loss from a contractor failure. This third party
may be an individual or a corporate sur. cy.

.11

Under either alternative, the client pays for the cost of this protection 
In the former instance, he.incurs the costs directly; in the latter, the 
cost of the surety's bond is included in the bid price.

Types of Rond Required: Three types of contract bends are generally
required:

Performance bonds guarantee that the work will be completed in 
accordance with the plans and specifications and at the contract 
price.

Payment Bonds guarantee that the suppliers and employees of the 
contractor will.be paid. Payment bonds are required on all public 
works projects because that property cannot be made subject to a 
Mechanics and Materialmen's Lien which protects these interests on 
private projects. A payment bond also makes it easier for suppliers 
to get credit, as they are assured of being paid.

Eid Bonds guarantee the sincerity of the bid. A bid bond in the 
amount of 107. to 257. of the bid is usually required. If a contract 
Is awarded to a bidder who is then unable to secure the other 
required bonding or for. some reason cannot enter into a contract, 
the bid bond is forfeited. A surety will usually issue a bid bond 
only when it is prepared to issue payment and performance bonds, as 
required.
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An underwriter evaluates two aspects of the contractor’s financial 
status: the amount of working capital he has in relation to the dollar 
volume of his projected workload and his net worth. Sufficient working 
capital is necessary to cover cash outlays for which the contractor will 
be reimbursed later. Contractors are usually p.'id on work as it is 
completed, therefore they must finance each portion of the work themselves. 
In addition, clients retain a portion of the payment, usually 10%, until 
the project is completed in order to guarantee performance. The contractor 
has to finance that 10% for the duration of the project. Without adequate 
working capital, a contractor may have to stop work on the project and 
be in default on the contract. A contractor’s net worth, total assets 
less total liabilities, is the second component of his financial status 
that is important to a surety. The surety relies on a contractor's net 
worth as the primary loss paying fund, should the contractor default on 
the contract and the surety incurs losses in completing the contract.

Cost of Bonding: Contractors are charged a premi”m for the bonds they are
issued. The premium is determined by the amount of the bond, the duration 
of the bond obligation and the type of contract being bonded: as the
amount of the bond increases, the cost per thousand dollars of bonding 
declines; as the duration of the bond obligation lengthens beyond a 
specified period, the cost of the bond increases; and as the complexity 
of the construction task increases, the cost-of the bond increases. The 
Surety Association'of America has established rates which are used by 
most standard sureties; in its rate setting manual, it divides construction 
contracts into three major groups:

Class B These are the most difficult types of construction
involving architectural building construction, most 
engineering construction, concrete and excavation 
work performed underground or in or under water, 
etc.

Class A These are general contracts and subcontracts of
generally less difficult nature chan those included 
within Class-B-such as most earchmoving work of a 
non-excavation nature, etc.

Class A-l Contracts of this description include those genei’ally
less difficult Chan "B" or "A" of the construction 
classification and contracts for furnishing and in­
stalling, or installing only, or providing various 
services and equipment, such as a data processing 
contract.
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There are about 3,000 contractors licensed by the State to operate in 
Alaska. About half of these are general contractors, the remainder are 
specialty contractors.*

According to AS 8-16, in -order for a construction contractor to operate 
in the state, he must be issued a certificate of registration by the De­
partment of Commerce and Economic Development. The following are required 
before a certificate is issued:

a completed application

a registration fee of §10.9 for a general contractor and §50 
for a specialty contractor

a surety bond of §5,000 for a general contractor and §2,000 
for a specialty contractor or an equivalent cash deposit

public liability and property damage insurance no less than 
§20,000 for property damage, §50,003 for injury or death to 
one person and §100,000 for injury or death to more than one 
person.

> •

The surety bond, also termed a "license bond", is intended to assure 
payment of:

all taxes and contributions due the state and political subdivisions

payments to all persons furnishing labor or material or 
renting or supplying equipment

payments for all amounts that may be adjudged against the 
contractor by reason of negligent or improper work, breach of 
contract or damage to public facilities occurring in the 
course of a construction project.

* AS 8.18 defines a contractor as "a person who, in the pursuit of an
independent business, undertakes or offers to perform, or claims to have 
the capacity to perform, or submits a bid for a project to construct, 
alter, repair, move or demolish a building, highway, road, railroad, or 
any type of fixed structure, including excavation and site development and 
erection of scaffolding; a "general contractor" is a contractor whose 
business operations require the use of more than two distinct trades whose 
work the general contractor superintends." A specialty contractor is one 
involved In only one or two distinct trades.
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certified by a public accountant . . . demonstrating that the 
contractor has a net worth of not less than 20" of the anount 
of the contract for which the bid is subnitted.

The total amount cf all contracts which the contractor anticipate:; 
performing during the term of performance of the contract for 
which a bid is submitted does not exceed the reported net 
worth by more than seven times.

The Federal statutes, the Miller Act, served almost verbatim as a model 
for the State statute. There are only two differences: the Federal
government requires bonds for all contracts in excess of $2,090 and it 
leaves the amount of the performance bond to the discretion of the 
contracting officer.

While the State statute requires a combination of payment and performance 
bonds amounting to 1002 of the contract amount on jobs under $1,000,000,
802 on jobs between $1,000,000 and $5,000,000, ari a flat bond of $5,000,000 
on jobs over $5,000,000, in practice 1002 be. ding is required on all 
projects over $50,000. On projects which involve federal money, a 1002 
performance bond and a 1002 payment bond is usually required. Municipal 
practices differ with the municipality and the source of funds it is spend­
ing; however, they are usually at least as strict as the state practices.

The Alaska Rond Market: Contracts bonds are supplied by 71 companies
licensed to do business in Alaska. All are regulated by the Division of 
Insurance of the Department of Commerce and Economic Development, tc 
which they must submit their premium rates for approval.

There are three types of firms: the standard companies, the specialty
companies which are involved in the SBA reinsurance program, and sub­
standard companies. This last group is able to supply bonds for the 
most marginal contractors by charging higher rates. It is not a significant 
part of Che market.

The standard companies dominate the bonding market. The four largest 
companies, Travellers, Firemen's Fund, Fidelity and Deposit of Maryland, 
and Safeco, control over 502 of the Alaska market. F rty-nine companies, 
each writing less than $50,000 in premium annually, account for only 52 
of the market. .

In 1978, the last year for which data is available, $5.6 million of
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the late 1960’s, a company entered the Alaska narket agressively seeding 
business by writing bonds more readily than the existing companies. It 
offered larger bonds and larger bonding capacities to fires in order to 
take business away from competitors. The other companies were forced to 
natch its tactics in order to retain customers. By the nid-1970's, this 
company, which had followed the sane strategy across the country, was 
incurring large losses and decided to leave the surety business.

The problem of losses due to loosened underwriting standards was exacerbated 
by the recession in the mid-,1970's. High interest rates affected a 
contractor's ability to get financing and inflation adversely affected 
his ability to project costs for materials and labor; both could lead to 
default on a contract.

As a response to these problems, some sureties chose to leave the Alaska 
market, while the remaining ones revised their underwriting criteria.
One broker characterised this as a return to norma1 underwriting practice 
after a period of too-loose underwriting, lie Motea that the market in 
Alaska is "coning back". The current narket has been characterised as 
the best one in Alaska for years; the comment that "any qualified contractor 
can get bonding" was made repeatedly by the surety representatives interviewed

Means of Increasing Bond Availability

It is the question of what constitutes a "qualified contractor" which 
is central to the issue of availability. For the client, bonding serves 
a twofold purpose: it protects him from financial loss and it is a
means of pre-qualifying contractors who want to bid on work. The client 
is protected by the surety's financial stake in only bonding qualified 
contractors. Because contract bonding is both a form of credit and a 
pr-.-,-qualification process, there are always some contractors who are 
un. ble to secure bonding for jobs which, in the opinion of the surety, 
exceed Lneir financial or technical capability. Consequently, it is 
impossible to judge whether the contractors who have been experiencing 
problems in bonding are being subjected to unfair discrimination or are 
simply not sufficiently qualified_to warrant the surety's financial 
commitment. If, through additional extensive research, it is found that 
there is some significant pattern of discrimination against a particular 
type or class'of contractor, the State has two ^/pes of approaches to 
relieve their dilemma:
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market — are more liberal in their underwriting criteria because the 
federal government is subsidizing the defaults of less "qualified" 
contractors who are bonded through the program.

The contractor pays a higher price for SBA bonding chan he would if he 
qualified for bonding in the standard market. Table 2 presents a comparison 
of the premiums charged for bonds of different amounts under the standard 
surety rates and the SBA rates. The standard surety charges 1.2% of the 
contract amount for the first $500,000 and .0725% for up to che next $2,000,000 
of bonding. In return for this premium, the surety is obligated to the 
full extent of the ̂ contract amuut. These are the maximum rates charged 
for the most risky class of contract according to the Surety Association 
of America rate filing.

For the specialty surety, the maximum premium is 1.5% on amounts less
than $250,000 and 1.0% on tne balance of the.bond. In addition, the SBA
charges .2% of the contract amount as a service fee. Therefore, on a 
$250,000 bond issued by the SBA, the contract.'r pays 1.7% of the contract 
amount, compared to 1.2% for similar standard bond. The surety retains 
80% of the premium and the remainder goes to the SBA. For its 80% 
premium, Che surety takes 20% of the risk of default (10% if the bond is
less than $250,000). The SBA assumes 80% of the risk of default (90% if
the bond is less than $250,000) and receives 20% of the premium and the 
.2% service charge.

The SBA makes it attractive for sureties to bond contractors through its 
program by taking a disproportionately large share of che risk for the
premium it receives. Table 3 illustrates the cost of this reinsurance
program to the SM. Table 3 assumes a 1.25% loss rate on each bond;
this is the loss experience for the Pacific Northwest over the life of
the SBA program. This loss is divided between the surety and th<; SBA 
and then compared to the premium income each received. For instance, or. 
a $500,000 bond the loss is assumed to be $6250 or 1.25% of the bond.
The SBA would cover 80% of that, or $5000. In issuing this bond the SBA 
received $1250 in premium and $1000 in service fees, a total of $2250.
The SBA incurs a loss/premium ratio of 225% by assuming the larger share 
of the risk while the specialty surety has a more moderate 25% loss 
ratio. Overall, the loss ratio is 86.2%. This compares unfavorably 
with the national average of 5% to 10% and the most recent Alaskan 
performance of 4%. Table 3 also illustrates why some contractors have 
trouble getting SBA bonding over $250,000. The loss ratio doubles on 
these larger bonds because the government is assuming less of the risk; 
therefore, the specialty sureties have lost some of their incentive to 
take chances op. weaker contractors.



It has not been possible to provide an extensive analysis of the SBA 
program within the time frame of this research. The detailed questions 
which would require answers before any State program is considered, are:

Why are contractors in the SBA program unable to get bonding 
elsewhere? (Minorities excluded)

Why is the loss ratio so high? How does this relate to 
the composition of contractors in the SBA program?

How many contractors are able to grow out of the SBA program
into the standard surety market?

What are the administrative costs of the program?

♦ Based on a range of assumptions about the scope of the program, 
the amount of the risk assumed by the State and loss experience, 
what are the potential costs to the State?

Modifications of Bonding Requirements

The State has another alternative way of addressing the problems some 
contractors face in obtaining bonds, and hence access to public work: 
it could eliminate all bonding on State jobs or it could increase the 
contract amount below which no bonding is required. There are two 
problems with this approach. First, the State would have to duplicate 
the capabilities of existing sureties. It would require personnel to
arrange for the satisfactory completion of contracts in default and to
bring legal action against defaulting contractors for any losses it 
incurred. In addition, it would require the development of criteria to 
determine which contractors were qualified to bid on State contracts.
One of the reasons for the creation of the surety system was to remove 
the "qualifying" process from the potential distortions of the political 
process. If the State became its own surety, on some or all contracts, 
its loss experience would primarily be determined by the appropriateness 
of its qualifying criteria in relation to contract, requirements.

As this memorandum has shown, underwriting is a subjective process. It 
has been impossible to determine, within the time frame of this work, 
whether any conditions exist which limit bonding available in a way that 
warrants action by the S>ate to increase availability of bonding. The 
standards that sureties established are intended to protect the client,
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ALASKA STATE L E G IS L .« R E  
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

MEMORANDUM July 16, 1980

TO: Representative Patrick O'Connell

FROM: Anne DeVries
Issues Analyst

RE: Contract Bonding
Research Request No. 147 (Additional Material)

I have enclosed three excerpts from a report on the use of surety bonds
in federal construction prepared by the General Accounting Office and sub- .
mitted to the U1S. Congress. This report concluded that the government 
should not eliminate bonding and become its own self insurer. In addition,
the report found problems in the ability of the SBA program to meet its
objective of providing a transitional program fci a marginal contractor.

One problem facing the SBA which I did not address was the involvement 
of organized crime in the specialty surety business. Recently, NBC Nightly 

' News examined abuse of the SBA program in Chicago, where it is believed
that fraudulent claims are being submitted by sureties fronting for organized 
crime. I do not know much about this beyond the NBC news story. However, 
if the State does consider a SBA-like program, this potential type of abuse 
may need to be examined more closely.

AllD/bf
Enclosure

f
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c o u l d  d e v e l ^ P  t h e  n e c e s s a r y  c a o a b i l i ^ g s  , ' i t  w o u ld  p r o b a b l y  •

p r o v e  c o s t l v  t o  t h e  G o v e r n m e n t .  * -
•  •

A l t h o u g h  we d o  n o t  re c o m m e n d  e l i m i n a t i n g  t h e  c u r r e n t  

b o n d in g  s y s t e m ,  we f e e l  t h a t  t h e  G o v e r n m e n t  i s  n o t  b e n e f i t i n g  

a s - m u c h  a s  i t  c o u ld  f r o m  s u r e t y  b o n d s .  C h a p t e r  5 d i s c u s s e s  

t h o s e  a r e a s  w h e r e  t h e  F e d e r a l  c o n s t r u c t i o n  a g e n c i e s "  c a n . im ­

p r o v e  t h e i r  p a r t i c i p a t i o n  i n  t h e  s v s t e m .  '
•• , .•

C L A I M S  O F  S U B C O N T R A C T O R S. ' ■ • *”

S U P P L I E R S  , A N D  L A 3 0 R Z R S  ‘ * *•••
• • *. -  •

T h e  b a s i c  p u r p o s e  o f  t h e  1 4 i l l e r  A c t  i s  t o  p r o v i d e  a

m e a n s  o f  r e c o u r s e  f o r  s u b c o n t r a c t o r s ,  s u p p l i e r s ;  a n d  l a b o r e r s

o n  F e d e r a l  c o n s t r u c t i o n  p r o j e c t s .  P a y m e n t  b o n d s  p r o v i d e  t h e

m e a n s  b y  w h ic h  s u b c o n t r a c t o r s ,  s u p p l i e r s ,  a n d  l a b o r e r s  c a n

s u b m i t  c l a i m s  a g a i n s t  c o n t r a c t o r s ,  e v e n  i n  t h e  a b s e n c e - o f *

d e f a u l t s .  . • _ ’ * *'■■ ■ •" • —• « • V  i * * . , !• • ** i
VTe e x a m in e d  s e l e c t e d  p r o j e c t  f i l e s  a t  9 F e d e r a l  c o n - - '  

s t r a c t j . c n  a g e n c i e s ,  i n c l u d i r . 5  f i l e s  r e l a t i n g  t o ' 7 5  d e f a u l t e d  

c o n t r a c t s .  F o r  1 7  o f  t h e  d e f a u l t s ,  v/e e x a m in e d  t h e  p r o j e c t  

f i l e s  a t  b o t h  t h e  F e d e r a l  a g e n c y  a n d  t h e  c o g n i s a n t  s u r e t y  

c o m p a n y .  I n  m a n y  i n s t a n c e s ,  s u b c o n t r a c t o r s ,  s u p p l i e r s ,  o r  

l a b o r e r s  s u b m i t t e d  c l a i m s  o r  v o i c e d  c o m p l a i n t s  d i r e c t l y  ' t o  

t h e  F e d e r a l  a g e n c i e s .  B e c a u s e  t h e s e  p r o j e c t s  w e r e  b o n d e d ,  

t h e  F e d e r a l  a g e n c i e s  s i m p l y  r e f e r r e d  t h e  c o m p l a i n t s  t o  t h e  

a p p r o p r i a t e  s u r e t y  c o m p a n y . T h e  f a c t  t h a t  s u r e t i e s  ‘h a n d le d  

t h e  c l a i m s  r e m o v e d  p o t e n t i a l l y  m a jo r  l e g a l  a n d  a d m i n i s t r a t i v e  

p r o b le m s  f r o m  t h e  F e d e r a l  c o n s t r u c t i o n  a g e n c i e s .

T h e  s u r e t y  i n d u s t r y  h a s  s a i d  t h a t  i t  d o e s  n o t  k e e p  o v e r ­

a l l  s t a t i s t i c s  o n  t h e  a m o u n t o f  c l a i m s  s u b m i t t e d  a n d  p a i d  o n  

F e d e r a l  c o n s t r u c t i o n  p r o j e c t s .  T o  a s c e r t a i n  't h e  p r e v a l e n c e  

o f  c l a i m s ,  we r e v ie w e d  s e l e c t e d  s u r e t y  c o m p a n i e s .  P r e s e n t e d  

b e lo w  a r e  e x a m p le s  o f  t h e  s i t u a t i o n s  we f o u n d .

E x a m o le  1■" — ■ # •  •
t ■

On a  $ 3 5 ,0 0 0  N a v y  c o n t r a c t ,  a  s u b c o n t r a c t o r  s u b m i t t e d  a  

c l a i m - f o r  $ 2 5 ,0 0 0  t o  t h e  s u r e t y  c o m p a n y ,  c i t i n g  n o n -1 
p a y m e n t  b y  t h e  c o n t r a c t o r .  T h e  s u r e t y  m a i n t a i n s  t h a t .



' p r o v i d e  in ^ f c p u s e  t e c h n i c a l  a s s i s t a n ^ p t o  a  c o n t r a c t o r .  H o w - ■ 

e v e r ,  t h e  a g e n c i e s  c u r r e n t l y  h a v e  n o  l e g a l  m e a n s ,  a d m i n i s t r a -  ' 

t i v e  m a c h i n e r y ,  o r  r e s o u r c e s  t o  p r o v i d e  f i n a n c i a l  a i 'd  t o  c o n - '  

t r a c t o r s  i n  t r o u b l e ' .

A s  sh o w n  i n  t h e  f o l l o w i n g  e x a m p l e s ,  t h e  s u r e t y  c o m p a n ie s  

c a n  a n d  d o  p r o v i d e  f i n a n c i a l  a s s i s t a n c e  t o  c o n t r a c t o r s .

E x a m p le  1

A  c o n t r a c t o r  i n v o l v e d  i n  a  F e d e r a l  d a m  p r o j e c t  f o r  t h e  

C o r p s  o f  E n g i n e e r s ,  D e p a r t m e n t  o f  t h e  A r m y ,  e x p e r i e n c e d  

a  s e r i o u s  c a s h  s h o r t a g e  t h a t  t h r e a t e n e d  i t s  a b i l i t y  t o  

c o n t i n u e  o p e r a t i o n s .  T h e  s u r e t y  e l e c t e d  t o  s u p p o r t  t h e  

c o n t r a c t o r  a n d  s e c u r e d  a  $ 1  m i l l i o n  I n c  o f  c r e d i t  f o r  

t h e  c o n t r a c t o r  a t  a  c o m m e r c ia l  b a n k .  - T h e  s u r e t y  g u a r ­

a n t e e d  a d v a n c e s  u n d e r  t h e  l i n e  o f  c r e d i t .  A s  a  r e s u l t  

o f  t h e  s u r e t y ' s  a i d ,  t h e  c o n t r a c t o r  a v o i d e d  d e f a u l t  a n d  

• c o m p le t e d  t h e  p r o j e c t .  ' • :

E x a m p le  2

T h e  c o n t r a c t o r  e x h a u s t e d  i t s  c a p i t a l  a t  t h e  t i m e  i t  w a s  

i n v o l v e d  w i t h  n in e  b o n d e d  p r o j e c t s ,  i n c l u d i n g  e i g h t  

F e d e r a l  j o b s .  T h e  s u r e t y  p r o v i d e d  t h e  c o n t r a c t o r  w i t h  

e n o u g h  c a p i t a l  t o  p a y  c o n s t r u c t i o n  c o s t s  a n d  t o  s a t i s f y  

o u t s t a n d i n g  b o n d e d  j o b  o b l i g a t i o n s .  S u r e t y  p a y m e n t s  o n  

t h e  F e d e r a l  j o b s  t o t a l e d  $ .1 3 8 ,5 0 0 ,  p l u s  l e g a l  a n d  o t h e r ’’* 

e x p e n s e s  o f  o v e r  $ 5 , 0 0 0 .  T h e ' s u r e t y  e v e n t u a l l y  w a s  r e ­

i m b u r s e d .

I t  w a s  e v i d e n t  f r o m  o u r  s t u d y  t h a t  t h e  d e c i s i o n  t o  p r o ­

v i d e  f i n a n c i a l  a i d  t o  c o n t r a c t o r s  w a s  g e n e r a l l y  b a s e d  s t r i c t l y  

o n  s u r e t i e s '  c o n c e r n  f o r  m i n i m i s i n g  p o t e n t i a l  l o s s e s ,  i f  t h e  

s u r e t y  d e t e r m i n e d  t h a t  im m e d ia t e  f i n a n c i a l  a i d  w o u ld  b e  l e s s ’ 

c o s t l y  t h a r  t h e  l o s s  f r o m  d e f a u l t ,  t h e  a i d  w a s  p r o v i d e d .  ’ ..

H o w e v e r ,  i f  t h e  s u r e t y  f e l t  t h a t  i t  w o u ld  b e  ' p o t e n t i a l l v  l e s s  

c o s t l y  t o  t a k e ’ o v e r  t h e  c o n t r a c t ,  t h e  c o n t r a c t o r  w a s  a l l o w e d  

t o  d e f a u l t .  • *’

D E F A U L T S  ON F E D E R A L  C O N S T R U C T IO N ' ' . 1

F r o m  t h e  n i n e  F e d e r a l  a g e n c i e s  r e v i e w e d ,  w e t r i e d  t o  

o b t a i n  d e t a i l e d  d a t a  o n  t h e  d e f a u l t  h i s t o r y  f o r  a  1 0 - v e a r
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^ j ^ p p r o a c h  d o e s  n o t  c o n s i  c # :

T h e  c o s t s  r e l a t e d  t o  t h e  o t h e r  s e r v i c e s  p r o v i d e d  

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

v i d i n g  f i n a n c i a l  a i d  t o  c o n t r a c t o r s .  *
• # • i

W h a t  t h e  d e f a u l t  r a t i o  w o u ld ’ b e  i f  s u r e t y  b o n d s  

w e r e  e l i m i n a t e d .  • - ;  • •• ‘

I f  b o n d s  w e r e  e l i m i n a t e d ,  t h e s e  tw o  i s s u e s  w o u ld  b e -  

c c - . ie  p a r t i c u l a r l y  i m p o r t a n t .  U n l e s s  so m e  s u b s t i t u t e  m e t h o d  

y / a s  d e v i s e d  t o  h a n d l e  c l a i m s  a n d  - p r o v id e  c o n t r a c t o r s  w i t h  

f i n a n c i a l  a i d ,  d e f a u l t s  w o u ld  i n c r e a s e .

O t h e r  f a c t o r s  a f f e c t  t h e  r a t i o  o f  l o s s e s  t o  p i r ' i n n s

e a r n e d .  W h en  a  d e f a u l t  o c c u r s ,  s u r e t i e s  t r y  t o  m i n i m i s e

t h e i r  l o s s e s  t h r o u g h  v a r i o u s  l e g a l  s a n c t i o n s  a g a i n s t  t h e

d e f a u l t i n g  c o n t r a c t o r ,  s u c h  a s  a t t a c h m e n t  a n d  s u b s e q u e n t

l i q u i d a t i o n  o f  t h e  c o n t r a c t o r ' s  e q u ip m e n t  a n d  p e r s o n a l

a s s e t s .  I f  t h e  G o v e r n m e n t  b e c a m e  a  s e l f - i n s u r e r ,  i t  w o u ld

h a v e  t o  t a k e  s i m i l a r  a c t i o n s  o *  f a c e  t h e  p r o s p e c t  o f  h i g h e r

l o s s  r a t i o s .  ‘ 1‘
• • • • •

M o s t  a g e n c i e s  e x p r e s s e d  s a t i s f a c t i o n  . ^ i t h  s u r e t i e s 1 e f ­

f o r t s  o n  d e f a u l t e d  c o n t r a c t s .  O u r  r e v i e w  o f  d e f a u l t e d  c o n ­

t r a c t s  a t  b o t h  t h e  F e d e r a l  a g e n c i e s  a n d  t h e  s u r e t y  c o m p a n i e s  

g e n e r a l l y  s u p p o r t e d  t h e  a g e n c i e s '  o b s e r v a t i o n s . '  ' S u r e t i e s  

w e r e  u s u a l l y  p r o m p t  i n  a t t e m p t i n g  t o  r e a c h '  a g r e e m e n t s  w i t h  

t h e  a g e n c i e s  r e g a r d i n g  a r r a n g e m e n t s  f o r  c o m p l e t i n g  t h e  p r o ­

j e c t s .  G e n e r a l l y  t h e  s u r e t i e s  ( 1 )  c o o p e r a t e d  w i t h  t h e  

a g e n c i e s  i n  c o m p l e t i n g  t h e  p r o j e c t s  a n d  ( 2 ) h o n o r e d  t h e  

a g e n c i e s 1 c l a i m s  f o r  r e i m b u r s e m e n t  o f  a d d i t i o n a l  c o n t r a c t  

c o s t s  i n c u r r e d  i n  c o m p l e t i n g  t h e  p r o j e c t s .  A s  d i s c u s s e d  i n  

c h a p t e r  5 ,  w e b e l i e v e  t h e  a g e n c i e s ,  b e s i d e s  b e i n g  r e i m b u r s e d  

f o r  i n c r e a s e d  c o n t r a c t  c o s t s ,  s h o u l d  a l s o  b e  r e i m b u r s e d  f o r  

t h e  a d m i n i s t r a t i v e  c o s t s  i n c u r r e d  i n  h a n d l i n g  d e f a u l t s .

C O N C L U S IO N S

B e c a u s e  o f  t h e  u n a v a i l a b i l i t y  o f  c o s t  - d a t a  a n d  . t h e  G o v ­

e r n m e n t ' s  i n e x p e r i e n c e  i n  p r o v i d i n g  c e r t a i n  s u r e t y - t y p e  

s e r v i c e s ,  w e c o u l d  n o t  q u a n t i t a t i v e l y  d e t e r m i n e :



A s  part of o u r  study, we e x a m i n e d ' S B A '5. bond g u a r a n t e e  
p r o g r a m .  The progr^n't; o b j e c t i v e s  are to 't.V p.— ur-rld a
b o n d s  for s m a l l  and m i n o r i t y  c o n t r a c t o r s  who a a c n c t  gc;1t a i n  
b o n d s  in the op en  m a r k e t  and (2) i n c r e a s e  the viia’b i l i t r  o r  
t h e s e  c o n t r a c t o r s  so thev can make the transiiiar.t «'"'rr-a-.iiu—  
a t e 11) to the regular* b o n d i n g  s v s t e m . W e  believe- ‘i r a r  t.rhg 
p r o g r a m  w o u l d  be more e f f e c t i v e  if SBA developed: 
c r i t e r i a  for g r a d u a t i n g  p a r t i c i p a t i n g  c o n t r a t U r r  ■eŝ t-ifa—

. l i s h e d  a m o n i t o r i n g  s v s t e m  to i n s ur e that s u r a d i ~ a  e-r-e n o n —  
p l v i n c  w i t h  s u c h  c r i t e r i a .

PROGRAM OPERATION

T h e  b o n d  g u a r a n t e e  p r o g r a m ,  e s t a b l i s h e d  p u r s u a n t ,  tm ; .  

P u b l i c  L a w  9 1 — 6 0 9  (1 5  U . S . C .  6 9 4 a -b )  ,  a l l o w s  S ? A  t m  g p a r n x r h e e  

f o r  a  f e e ,  a n y  s u r e t y  c o m p a n y  a g a i n s t  u p  t o  9® j e r r s r . t  a c  

i t s  l o s s e s  r e s u l t i n g  f r o m  a  s m a l l  c o n t r a c t o r ’ s - h o a e a d a  o r  t i e  

t e r m s  o f  a  b i d ,  p e r f o r m a n c e ,  o r  p a y m e n t  b o n d .  T o  O TXEuirrrya. a  

c o n t r a c t o r  m u s t  b e  a  s m a l l  b u s i n e s s  \ : i t h  a n n u a l  s a l a s s  ’x o s e r  

$ 7 5 0 ,0 0 0  a n d  b e  a b l e  t o  sh o w  t h a n  a  s u r e t y  b o r o  i s  r e r x i r e c  

a n d  c o u l d  n o t  b e  o b t a i n e d  o n  r e a s o n a b l e  t e r m s  a n d ! r r r d i t i c n s  

w i t h o u t  a n  S B A  g u a r a n t e e .  T h e - g u a r a n t e e  i s  l i m i t e d  tvo/ s u r a  

b o n d s  o n  c o n t r a c t s  u p  t o  $ 5 0 0 , 0 0 0 .

S B A  s t a t e d  t h a t ,  a s  o f  M a y  2 0 ,  1 9 7 4 ,  i t  b a d  g x e c n z r r fc e e d  

b o n d s  o n  1 5 ,0 9 3  c o n t r a c t s  h a v i n g  a  t o t a l  v a l u e  a d  s h a r e d  $ 1  

b i l l i o n .  A s  o f  t h a t  d a t e .  9 9  s u r e t i e s  w e r e  p e r t i i i p e a t i n g  5_* 

t h e  p r o g r a m .

T o  o b t a i n  a  b o n d ,  a  c o n t r a c t o r  a p p l i e s  t a  a  h a n d ; b r o k e  

o f  i t s  c h o i c e .  T h e  c o n t r a c t o r  f u r n i s h e d  t h e  b r o k e r  w r id h  id  

n e c e s s a r y  f i n a n c i a l  d a t a ,  w o r k  h i s t o r y ,  a n d  o t h e r  i i x d o r n a i r  

I f  - t h e  b r o k e r  d e c i d e s  t h a t  t h e  c o n t r a c t o r  m a y  b e  b e n d a b l e ,  

h e  r e f e r s  t h e  a p p l i c a t i o n  t o  s u r e t y  c o m p a n ie s  b e  r ia ’p r a s e n t  

u n t i l  h e  f i n d s  a  s u r e t y ^ w i  l l i r g  t o  b o n d  t h e  c o n t m x t m x -

A  s u r e t y  c o m p a n y  w h ic h  i s  i n t e r e s t e d  i n  t h e  c o o i r a c t i  

a p p l i c a t i o n  d e c i d e s  w h e t h e r  t o  ( 1 ) b o n d  t h e  c o a t r a 'c d o r  w i - 

o u t  a n  S B A  g u a r a n t e e ,  ( 2 )  b o n d  w i t h  a n  S B A  g u a r a m r e 's .  o r  

( 3 )  n o t  b o n d  u n d e r  a n y  c i r c u m s t a n c e s .  I f  t h e  s 'a r a d y  d -e ± e  

m i n e s  a n  S B A  g u a r a n t e e  i s  n e c e s s a r y ,  i t  s e n d s  a  l a d d e r  w i 

s u p p o r t i n g  d a t a  t o  t h e  a p p r o p r i a t e  S B A  r e g i o n a l  o d im c e

CHAPTER 6
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s u r e t ± e s « . r t i c i p a t i n g  i n  t h e  p r o ^ K I m  i n c u r  o n l y  a  1 0 - p e r c e n t  

r i s k  f o r .  9 0  p e r c e n t . o f  t h e  b o n d  p r e m iu m s  c o l l e c t e d .

T h e  a u t h o r i z i n g  l e g i s l a t i o n  s t a t e d  t h a t  S 3 A  c o u l d  g u a r a n ­

t e e  u p  t o  9 0  p e r c e n t  o f  t h e  p e n a l  a m o u n t  o f  t h e  b o n d  i n  r e ­

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

t h e  c o n t r a c t o r s .  T h e  d i s p a r i t y  i n  t h e  r e l a t i o n s h i p  o r  r i s k  

t o  p r e m iu m s  r e s u l t e d  f r o m  t h e  u n c o m p r o m is in g  p o s i t i o n  t a k e n  

b y  t h e  s u r e t y  i n d u s t r y  d u r i n g  n e g o t i a t i o n s .  A c c o r d i n g  t o  S 3 A  

o f f i c i a l s ,  t h e  s u r e t y  i n d u s t r y  d i c t a t e d  t h e  t e r m s  u n d e r  

w h ic h  i t  w o u ld  p a r t i c i p a t e  i n  t h e  p r o g r a m .  O n e  c o n d i t i o n  

t h e  i n d u s t r y  i n s i s t e d  o n  w a s  t h a t  S B A  h a d  t o  a g r e e  t o  a c c e p t  

9 0  p e r c e n t  o f  a n y  l o s s  f o r  n o  m o re  t h a n  1 0  p e r c e n t  o f  t h e  

p r e m iu m s  c o l l e c t e d .  S B A  a g r e e d ,  a n d  t h e  i n d u s t r y  i n d i c a t e d  

a  w i l l i n g n e s s  t o  r e a s s e s s  t h e  a d e q u a c y  o f  S B A 's  1 0 - p e r c e n t  . 

s h a r e  a f t e r  2  y e a r s  o f  e x p e r i e n c e .
» • •  • 'f •

I n  F e b r u a r y  1 9 7 4 ,  S B A  m e t  w i t h  s u r e t y  r e p r e s e n t a t i v e s  

t o  r e a s s e s s  . t h e  " 9 0 - 1 0 "  r a t i o .  No c h a n g e  r e s u l t e d  f r o m  t h e  . 

m e e t i n g .  •

S B A ' s  a p p a r e n t  l a c k  o f  f o r c e f u l n e s s  i n  d e a l i n g  w i t h  t h e  

i n d u s t r y  w a s • e x p l a i n e d  a s  b e i n g  t h e  r e s u l t  o f  t h e  i n d u s t r y ' s  

t a k e  i t  o r  l e a v e  i t  p r o p o s i t i o n  f o r  S B A .  S 3 A  o f f i c i a l s  m a d e  

t h e  f o l l o w i n g  o b s e r v a t i o n s .

— I f  S B A  h a d  n o t  b e e n  w i l l i n g  t o  a c c e p t  9 0  p e r c e n t  o f  . 

t h e  r i s k ,  t h e  i n d u s t r y  w o u ld  n o t  h a v e  b e e n  w i l l i n g  t o  

■ p a r t i c i p a t e  i n  t h e  p r o g r a m .

— T h e  s u r e t y ' s  p r e m iu m  o n  t h e  a v e r a g e  g u a r a n t e e d  b o n d  

i s  n o t  l a r g e  a n d  h a s  t o  b e  s h a r e d  w i t h  S B A  a n d  t h e  

b r o k e r .

_ ,• ••
— T h e  1 0 - p e r c e n t  r i s k  t h e  s u r e t y  f a c e s  m a k e s  i t  m o r e

r e s p o n s i b l e  t h a n  i t  w o u ld  b e  i f  i t  b o r e  n o  r i s k  

w h a t s o e v e r .

S u r e t i e s  a r e  a l lo w e d  t o  c h a r g e  h i g h e r  p r e m iu m  r a t e s  

f o r  g u a r a n t e e d  b o n d s .  N o r m a l l y ,  b o n d s  c o s t  c o n t r a c t o r s  

$ 1 0  p e r  $ 1 , 0 0 0  f o r  c o n t r a c t s  u p  t o  $ 1 0 0 , 0 0 0 .  H o w e v e r ,  f o r  

b o n d s  i s s u e d  u n d e r  t h e  S B A  p r o g r a m ,  . s u r e t i e s  w e r e  a l l w e d  t o  

c h a r g e  a  r a t e  u p  t o  $ 2 0  p e r  S I ,  0 0 0 .  I n  M a r c h  1 9 7 3 ,  t h e  r a t e
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A f t e r  r e c e i v i n g  its c o m m e n t s ,  we as ke d S 3 A to p r o v i d e  
us w i t h  a copy of the e s t a b l i s h e d  c r i t e r i a .  S B A  o f f i c i a l s  
s t a t e d  that t here was no w r i t t e n  c r i t e r i a ,  ju st  an u n d e r­
s t a n d i n g  a m o n g  S B A ' s ' f i e l d  o f f i c e s  to r e v i e w  a c o n t r a c t o r ' s  
f i l e  w h e n  a s u r e t y  a p p l i e s  for a g u a r a n t e e .

T h e  o f f i c i a l s  a c k n o w l e d g e d  that SBA has no s y s t e m a t i c  
m e t h o d  for d e t e r m i n i n g  w h e t h e r  a c o n t r a c t o r  has, in f a c t ,  
g r a d u a t e d .  It s h o u l d  be r e c o g n i z e d , t h a t  " m a r k e t p l a c e  c o n d i ­
ti o n s "  c o u l d  p r o d u c e  r e s u l t s  o t h e r  'than g r a d u a t i o n ,  s u c h  as 
a c o n t r a c t o r  no longer b ei ng  in b u s i n e s s  or m a y b e  b e i n g  i n ­
v o l v e d  in p r o j e c t s  that do not r e q u i r e  bonds.

U e  s t i l l  b e l i e v e  the p r o g r a m  w o u l d  be m o r e  e f f e c t i v e  i f  
o u r  r e c o m m e n d a t i o n  were i m p l e m e n t e d .  F o l l o w i n g  are c o m m e n t s  
f r o m  t h o s e  F e d e r a l  c o n s t r u c t i o n  a g e n c i e s — GSA, T r a n s p o r t a -  . 
t i o n  (DOT), and N A S A — that d i s c u s s e d  the S B A  s e c t i o n  o f  t h e  
r e p o r t .  * . • • .

G S A — " S i n c e  the r e c o m m e n d a t i o n s  d i r e c t e d  p r i m a r i l y  to-* 
w a r d  SEA would g e n e r a t e  c e r t a i n  b e n e f i t s  fo r  t h e  
p r o c u r i n g  a g e n c i e s  p a r t i c i p a t i n g  in the s m a l l  
b u s i n e s s  p ro grams, we also s u p p o r t  t h o s e  r e c o m­
m e n d a t i o n s . "

• f »*
D O T — "Ue do not o b j e c t  to the r e c o m m e n d a t i o n s  c o n c e r n­

ing the S m a l l  B u s i n e s s  A d m i n i s t r a t i o n ' s  i n v o l v e­
me n t  in the S u r e t y  B o n d  G u a r a n t e e  P r o g r a m . "

N A S A — "Ue b e l i e v e  the GAO f i n d i n g s  to be a c c u r a t e  ancl 
t h e i r  r e c o m m e n d a t i o n s  s o u n d . "

O u r  r e p o r t  was also r e v i e w e d  by r e p r e s e n t a t i v e s  f r o m  
t he S u r e t y  A s s o c i a t i o n  of A m e r i c a ,  the A m e r i c a n  I n s u r a n c e  
A s s o c i a t i o n ,  the R e i n s u r a n c e  A s s o c i a t i o n  of A m e r i c a ,  t h e  N a ­
t i o n a l  A s s o c i a t i o n  of S u r e t y  B on d P r o d u c e r s ,  a n d  s e v e r a l  
s u r e t y  c o m p a n i e s .  All the r e p r e s e n t a t i v e s  s t a t e d  that t h e  
S B A  s e c t i o n  of the repo rt  was an a c c u r a t e  d e s c r i p t i o n  o f  t h e
SBA p r o g r a m  and how it is c u r r e n t l y  o p e r a t i n g .

#

A f t e r  c a r e f u l l y  c o n s i d e r i n g  S B A ' s  i n f o r m a t i v e  r e s p o n s e ,  
we s t i l l  b e l i e v e  our r e p ort a c c u r a t e l y  r e f l e c t s  t h e  c u r r e n t  

‘s t a t e  of the bon d  g u a r a n t e e  p r o g r a m ,  a v i e w  s u p p o r t e d  b y  t h e  
F e d e r a l  c o n s t r u c t i o n  a g e n c i e s  and  the s u r e t y  i n d u s t r y .  U e  
b e l i e v e  that i m p l e m e n t a t i o n  of cu r r e c o m m e n d a t i o n s  w i l l  m a k e  
the p r o g r a m  mo re  e f f e c t i v e  and Its g o a l s  m o r e  r e a d i l y  
a t t a i n a b l e .
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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

To: All m e mb er s  of the House Labor and

From: R ep r es en ta ti ve  Walt Furnace, C h a i r u a r j : ^ ^ /

Date: September 21, 1983

RE: L ic en s e d / B o n d e d  Contractors

Enclosed please find a selection -of materials you may find 
informative for the m eetings on September 26 and October 3.
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P r o t e c t i o n  O f f i c e  c an i n t e r v e n e  l e g a l l y  on the consumer's 
behalf. O f t e n  w h e n  the c o n s u m e r  f in ds  o u t :this is not the 
case, he/she m a y  file d i re c t l y  in c o u r t  or go to O c c u p a t i o n a l  
L i c e n s i n g  or the D e p a r t m e n t  of L a b o r  w i t h o u t  fi ling a w r i t t e n  
c o m p l a i n t  w i t h  C o n s u m e r  Prote ct io n.  In fact, the more serious 
or leaallv urcrent the c o n t r a c t o r  c omplaint, the more-stror.clv 
w e  ur c e seernc a p r i v a t e  a t t o r n e y  and then we often do nor cet 
a w r i t t e n  c o n s u m e r  c o m o l i n t  on those cases.

In r e v i e w i n g  our p h o n e  logs, our in fo rm a t i o n  o f f i c e r  
e s t i m at e s that at le as t 55-60 a d d i t i o n a l  c o n t r a c t o r  complaints 
were r e c e i v e d  b y  the C o n s u m e r  P r o t e c t i o n  O ff ic e in 1981. T h e s e  
co mp la i n t s  are not r e f l e c t e d  in the p r e v i o u s l y  d i s c u ss ed  charts 
b e ca us e w r i t t e n  c o m p l a i n t s  w e r e  n ot f o r m a l l y  p r o c e s s e d  in these 
p h o n e - i n  cases. T o t a l  e s t i m a t e d  c o n t r a c t o r  co mp la in t s (not 
in cl ud in g pl um bers, e l e c t r i c i a n s ,  etc.) for 1981 alone could 
be 8 7 - 9 2 .

T h e r e  is a high p e r c e n t a g e  of c o n t r a c t i n g  bu si n e s s e s  
w h i c h  shut down, e n t e r  b a n k r u p t c y ,  or simply d i s a p pe ar  af t er  a 
c o n su me r c o m p l a i n t  is filed, m a k i n g  any kind of resolution of a 
c o m p l a i n t  p r e t t y  i mpossible.

C o m p l a i n t s  A b o u t  Q u a l i t y  of C o n t r a c t o r ' s  Wo rk  
(1979-1982 samp le  f r o m  97 total 
n u m b e r  of w r i t t e n  complaints)

M a j o r  d e l a y s  12
♦Deviation f r o m  O r i g i n a l  Pl an  6
♦Extra C h a r g e / C o s t  O v e r r u n s  5
♦Defective W o r k / M a j o r /  35

S t r u c t u r a l  
♦Defective W o r k / F i n i s h /

C o s m e t i c  22
♦Defective W o r k / C o d e

V i o l a t i o n  6
♦Defective W o r k / O p e r a t i o n a l  11
♦ Incomplete W o r k / M a j o r  9
♦Incomplete W o r k / F i n i s h /

C o s m e t i c  26
♦Incomplete W o r k / O p e r a t i o n a l  4
♦ Cl e a n - U p ___________________  4

T o t a l 140



HI
‘M e m o  He C o n t r a c t o r s  
* Page 2

T he f i g u r e s  a v a i l a b l e  for 1982 r e f l e c t  that 8 
c o m p l a i n t s  hav e  a l r e a d y  bee n f il ed  w i t h  the C o n su me r  Pr ot ec t i o n  
Section. P r o j e c t e d  ov er  the c o u r s e  of the y e a r  the 1982 total 
c ou ld  be 48 c om pl a i n t s ,  a 33% i n c r e a s e  o v e r  the next high es t 
year, 1980. T h i s  w o u l d  s e e m  to be a c o n s e r v a t i v e  projection, 
as there w i l l  be a p p r o x i m a t e l y  4,500 h o u s i n g  starts in 
A n c h o r a g e  alone thi s year. W i t h  this i n c r e a s e d  b uilding 
a c t i v i t y  it is l i k e l y  t h a t  t h e r e  w i l l  be a subst an ti al  inc r ea se  
o v e r  the year. " . . .

A  b r e a k d o w n  by are a is as follows:

A n c h o r a g e  76
O u t l y i n g  a rers (Willow,
W a s i l l a ,  Palmer) . 8

K e n a i  a r e a  8
B u s h  4
F a i r b a n k s  1

T o t a l  97

T h e  f o l l o w i n g  is a list of d w e l l i n g  unit starts in 
A n c h o r a g e  for 1980 an d 1981. A l s o  l i st ed  is the projected
n u m b e r  of start s for 1982. v

D w e l l i n g  Unit S tarts

1980 1,071
1981 2,601
1982 (projected) 4,000-4,500

T he f i g u r e s  a l m o s t  speak for themselves. The 
'p r o j e c t e d  g r o w t h  in d w e l l i n g  u n i t  starts for the A n c h o r a g e  ara 
wi l l be b e t w e e n  35% and 43%.

T h e  i m p a c t  of this i n c r e a s e d  acti v it y upon the
c o n s u m e r  is o b vious. More c o n t r a c t o r s  w i l i  be co mp et i ng  for
this new b u s i n e s s  and our e x p e r i e n c e  w i t h  the oil p i p e li ne  b o o m
i nd ic a t e s  t h a t  many, of these n e w  c o n t r a c t o r s  wi l l be "take the
m o n e y  and run" types.
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