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RUST
PROTECTION

PRESERVES

APPEARANCE...

MAINTAINS
VALUE...

PROTECTS
YOUR
INVESTMENT

- HRMBnnMHM

REVOLUTIONARY NEW
COMPOUND PENETRATES...
COVERS... SEALS

An advanced-technoiogy combination of waxes
and rest-inhibiting chemicals issprayed on all rest-
prone metal surfaces and crevices, forming an
electrochemical bend and a clear, hard coat that
resists cracking, chipping, breaking or peeling.
Tested and proved in military, Industrial and
automotive applications worldwide, this
protection isnow approved and recommended
by Chrysler Engineering. Master Shield Rust
Protection gives you extra assurance against
natural and man-made corrosive elements that
can start rest from the Inside out.

THE INVISIBLE BARRIER
OF MASTER SHIELD

Master Shield compound Isapplied Inan
atomized fog which covers all Inner surfaces and
creeps into all seams and crevices. Itthen forms a
clear, waterproof, acid-resistant seal against the
corrosive elements lhat could attack the melal
from Inside. Because It'sa clear, odorless chemical
compound, there's no smell, no mess, no cleanup.
And Master Shield resists the formation of rest so
well It carries a Lifetime Limited Warranty.

MASTER SHIELD RUST PROTECTION
CAN PAY DIVIDENDS

Too often, when it'stime to irade or sell, rust
damage can reduce the value of your vehicle by
hundreds of dollars. So Master Shield Rust
Protection Isnot only a sensible precaution, it may
return far more than its cost when you sell, and the
Lifetime Limited Warranty istransferable, too. It
may be the best Investment you make when
buying your new car.

CHECK THE REASONS YOU
SHOULD HAVE MASTER SHIELD

RUST PROTECTION

/' American Standards Testing Bureau reported
»  that Master Shield Rusl Prolocllon gave
"superior results,” “full compliance" and
"exceeded the requirements" of the very
demanding US Military Specification fora
corrosion-preventive compound.

Master Shield Rust Protection's Lifetime

n Limited Warranty isbacked by one of
America's largest Insurance companies.
A Master Shield Rust Protection guards against
A Interior rust in hidden areas—rest-through
damage Iscovered by the Warranty up to $2,000.

J Nc 'irnlt on transfer of the Warranty. No limit
v on mileage.

J Master Shield Rust Prolecliorr treatment
v Includes FREE Inspections every two years.

J Master Shield Rust Protection Isapplied only

by Chrysler Corporation Dealers' factory-

trained technicians.



The elfecllvenoss ol Moslot Shield Rusl Piolocllon compound Is
wonanlod by its manulactuior lor Iho REGISTERED LIFEtIME OF
THE VEHICLE and Isappllod lo now vohlicles. wllhin Iho llisl Thiee
months ol llisl loglstiallon dalo.

If, wilhin lho registered life of Iho vehicle. Iho tuillng-lhrough
* Iports originally Healed wills Master Shield Rust Protection
should occur loxhausl syslams excluded as woll as load areas
olcommercial vohlcles) Tho darnagod areos will bo ropaliod
oi teplacod under lists tifollmo limited Wairanly al no cost lo
(he owner, up lo lwo thousand 11S dollars ($2,000) pot vehicle.

lhislifollma limited Warranty a ‘'os riolapply lo surface rust;
rusl caused by oxlornal damage from danls. scratches or
chlppod point, lair woar and tear allrlbulod lo normal driving
conditions, manufacturing detects and dofocls covered undor
monulaclurofs now-cut wairanly. unless olhorwlso covered by
Ih>< Wairanly

inoto Isno limll lo the number of tronsfeis of this Warranty ,0o
subsoquonl owners

IMIS LIFETIME IIMITED WARRANIY IS THE ONLY EXPRESS
WARRANTY APP1ICABIE TO CORRO5I0N PERFORATION ON THIS
VEHICLE. ANY IMPLIED WARRANIY OF MERCHANTABILITY OR
FITNESS APPLICABLE TOCORROSION PERFORATION ON THIS
VEHICLE IS LIMITED IN DURATION TO THE DURATION OF THIS
WRIIEN WARRANIY

Some slalos or provinces do nol allow Ihe exclusion or
limitation of Incidental oi consoqgenllal damages oi limitations
on how long on Impllod wattanly lasts, so Iho above limitation
or exclusions rnoy notapply lo you.

This warranty glvos lho owner spoclllc legal lights and Iho
owner may also havo olhei lights which vary by stale

mmmmmmmmmmmmmm -

MASTER SHIELD
RUST PROTECTION
LIFETIME LIMITED WARRANTY

Conditions

The following cond.eon: must be mel lor Ihls lifetime limited
Warranty lo remain valid:

1 Inspections (NO CHARGE)— The vehicle must be presented for
Inspection lo ar. authorized Master Shield Rusl Protection dealer
every 24 months (30 days before orafterduo date) These
Inspections must bo iocorded on lhe Coupe is In lho Wairanly Book
and mailed lo Ihe Master Shield Protection Center.

2. Warranty Reglslrailon— Immediately after Maslei Shield Rusl
Protection has been applied, dealerand ownt>. mustcomplete the
Reglslrailon Coupon Inlhe Owner's Wairanly Booklet and moll Itto
Ihe Mailer Shield Prolucllon Center. The Booklet Is the owner's
record of Warrcnty. and remainsvalid as long as all Wairanly
conditions are compiled wtlh.

3.AccidentDamage— Any treated parts damaged through
accident must be retreated with Master Sh.eld Rusl Protection (al
lhe owner's expense) ond such treatmentrecorded on lhe Coupon
provided and mailed lathe Master Shield Piolocllon Conlor.
4.Vehicle Reglslrailon— The protected vehicle must bo
continuously roglslorod forroad use. Any lapse of such reglslrailon
will Invalidate lhls Warranty.

5 Transfer of Warronly— There Isno limit lo lhe number of Iransfais lo
subsoquonl owners, provided such Iransfais are recorded on the
Coupon provided and mailed la lTho Maslot Shield Piolocllon
Conlor. Provlous owners musl havo compllod with all condllluns of
lho Wairanly forsuch lioiWori o be valia. Thore IsNO CHARGE for
lhoso lium Itni fur llia fliil six yours Irons U ilo ol Muslur blilold Rusl
Piolocllon Iroalmonl. A $2S Ironsfer tee musl accompany nollco of
transfer Ifihe transfer dale Ismoie than six yeais from dale of
Iroalmonl.

6. Wairanly Claims— ADamage Clolm form musl bo completed by
an aulhorlzod Maslor Shield Rusl Protection dealer wllhin 30 days
of tlrsl knowledge of damago covered by lhe lifollma limited
Warranty. Covered damage roqulring less than $500 Inropalr
charges will bo repalrod by Me dealer at lhe owna>'t
convenience. Damago roqulring more than $500 .nropalrcharges
must bo roportod lo Tho Moslor Shield Prolecllon Cenlor. and written,
approval musl be received bolare ropalrs are mode.

MASTER SHIELD RUST PROTECTION FOR

USED VEHICLES, TOO.

AVAILABLE ONLY THROUGH
AUTHORIZED DEALERS OF

S

RUST
PROTECTION

SEALS OUT

IX.rHNUH MM hli 4.L
LIFETIME LIMITED WARRANTY

PROTECTS AGAINST RUST-THROUGH

FOR THE LIFE OF YOUR CAR



MSG 82~0GGi 3883 PRTY i 03/13/82 10:01:14 ORI1G: LJE1 IN- OOOi OUT- 0001
FROM: JOAN MATHEWS. H LABOR L COMMERCE TO: ANCHORAGE Liu
TARGET: LJHY suBJ: TELECONFERENCE - hB 794, 793 PAGE 0001

WILL YOU PLEASE FORWARD THE MESSAGE BtLuW TO THE FOLLOWING AUTOMOBILE DEALERS,
EITHER BY PHuNE 0? IN WRITING, ORBOTH IP YuU HAVETIME. I WILL PUT THE
MESSAGE ON THE NEXT PAGE SO ITISEASILY XEROXED.aukRY I DON-®T HAVE ALL "THE
PHONE NUMBERS.

NOTIFY OWNERS OR GENERALMANAGERS OF THP FOLLOWING:

ALASKA SALES AND SERVICE

ANCHORAGE CHRYSi.ER

STEPP BROTHER

UNIVF™ AL MOTORS

SUNS MOTORS

PIONEER AUTOMOTIVE::

EUROPEAN MOTORS

CONTINENTAL. MOTORS

NORTHERN MAZDA

CAL WORTHINGTON FORD

ENDRUST 01- ALASKA (PHIL BLACKSTONL, 279-3061)

EERO VOLKSWAGON (FRED MORINO. 272-5322)

MSG 82-00013C33 PRTY i 03/15/82 10:01:14 ORIG: LJEi IN- 0001 OUT- 000i
FROM: JOAN MATHEWS. H LABOR S COMMERCE TO: ANCHORAGE HO
TARGET: LJHY SUBJ: TELECONFERENCE- HB 794, 795 PAGE 0002

MESSAGE:

HOUSE BILL 794, RELATING id SALES PRnCTIcES OF MUiOR VEHICLE DEALERS, AND HuUSE
BILL 795, RELATING TO MOTOR VEHICLE RUS i"PROOFING SERVICES, WIi.E BE THE SUBJECT
OF A TELECONFERENCE. HEARING OF THE HOUSE LABOR X COMMERCE COMMITTEE ON TUESDAY,
MARCH 30, AT 1:00 P.M. PST <il1:00 A.M. ANCHORAGE THi"iE). YOU ARE INVITED 1i0
PART LCJPATF IN THIS iH._ECUNPERFNi.P THROUGH tOUR LOCAL LLGISuA iiVE J.NPuRC*iAi luN
OFFICE. COPIES OF T-u BILL CAN ALSO BE OBTAINED FROM THE INFORMATION OFFICE.

IF YOU DESIRE MORE IPMAT ION. CONTACT THF HOUSE LABOR 4, COMMERCE COMMIT iEE
AT 465-3669.

MSG 82-00013883 PRTY i 03/15/82 10:01:14 ORIG; LJEi IN* 000i OUT- 000i
FROM: JOAN MATHFWS. H LABOR S COMMERCE TO; ANCHORAGE LIU
TARGET: LJHY SUBJ: TELECONFERENCE HB 794. 795 PAGE 0003

INFORMATION OFFICE- IF YuU KNOW OF ANY OTHER AUTO DEALERS OR RUS TPROOFF.RS, FtEL
FREE TO CONTACT THFM. WE WISH TO ENCOURAGE AS MUCH PARTICIPATION IN THIS TELE—
CONFERENCE AS POSSIBLE. SITES PARTICIPATING IN iHIS TELEcONI-tRfc.Nct WILL BE
ANCHORAGE, FAIRBANKS. KETCHIKAN. JUNEAU, AND KODIAK, UNLESS THERE IS INTEREST

IN ANOTHER AREA OF THE STATE. IF YOU HAVE QUESTIONS, PLEASE CONTACT ME AT
435-3657 OR PRINTER LJHY.

HGPT YOU HAD A GREAT WFEKtND- i WAS UP THERE (IN WASIW..A) ENJOYING THF. SUNSHINE
OVER THE WEEKEND, If WAS SO GOOD TO BE HOME. HOPE TO MEET YOU ONE DAY JOAN



MSG 82-00013894 PRTY i 03/15/82 10:19:19 ORIG: LJEI IN= 0002 OUT- 0002
FROM: JOAN MATHEWS, H LABOR « COMMERCE TO: KETCHIKAN
TARGET: LJHY SUBJ: TELECONFERENCE- HB 794, 795 PAGE 000i

WILL YOU PLEASE FORWARD THE MESSAGE BELOW TO THE FOLLOWING AUTOMOBILE DEALERS,
EITHER BY PHONE OR IN WRITING, OR BOTH IF YOU HAVE TIME. I WILL PUT THE
MESSAGE ON THE NEXT PAGE SO IT IS EASILY XEROXED.

NOTIFY OWNERS OR GENERAL MANAGERS OF THE FOLLOWING:
SOUTHEAST MOTORS (225-5155)
RANNIGER VOLKSWAGON (225-5223)

IF YOU KNOW OF ANY OTHER AUTO DEALERS OR RUSTPRGOFERS, PLEASE NOTIFY THEM AS
WELL.

MSG 82-00013894 PRTY 1 03/i5/82 10:19:19 ORIG: LJEi IN- 0002 0UT- 0002
FROM: JOAN MATIIFUS, H LABOR 6 COMMERCE TO: KETCHIKAN
TARGET: LJHY SUBJ: TELECONFERENCE- HB 794, 795 PAGE 0002.

MESSAGE:

HOUSE BILL 794, RELATING TO SALES PRACTICES OF MO"IG., VEHICLE DEALERS, AND HOUSE
BILL 795, RELATING TO MOTOR VEHICLE RUSTPROOFING SERVICES, WILL BE THE SUBJECT
OF A TELECONFEREN<IE HEARING OF THF HOUSE LAbOR 6 COMrERCE COMMLITTEE 0M TUESDAY,
MARCH 30, AT 1:00 P.M. PST. YOU ARE INVITED TO PARTICIPATE IN THIS TELECON-—
FERENCE THROUGH YOUR LOCAL LEGISLATIVE INFORMATION OFFICE. COPIES OF THE BILLS
CAN ALSO BE OBTAINED FROM THE INFORMATION OFFICE. IF YOU DESIRE MORE INFORMA —
TION, CONTACT THE HOUSE LABOR 6 COMMERCE COMMITTEE At 465-3669.

MSG 82-00013894 PRTY 1 03/i5/82 10:19:19 ORIG: LJEi IN- 0002 ouUT- 0002
FROM: JOAN MATHEWS. H LABOR i, COMMERCE TO: KETCHIKAN
TARGET: LJHY SUBJ: TELECONFERENCE- HB 794, 795 PAGE 0003

INFORMATION OFFICE- FOR YOUR INFORMATION, SITES PARTICIPATING IN THIS TELE-—
CONFERENCE WILL BE ANCHORAGE. FAIRBANKS, KETCHIKAN, JUNEAU, AND KODIAK, UNLESS
THERE IS INTEREST IN ANOTHER AREA OF THE STATE. IF YOU HAVE QUESTIONS, PLEASE
CONTACT MF AT 465-3657 OR PRINTER LJHY.

HOPE YOU HAD A GOOD WEEKEND JOAN



MSG 82-00013900 PRTY i 03/13/82 10:27:36 ORIG: LJEi IN- 0003 OUT= 0003
FROM: JOAN MATHEWS. H LABOR 8 COMMERCE TO : KODIAK
TARGET: LJHY SUBJ: TELECONFERENCE— HB 794, 795 PAGE 0O0Oi

Wit « YOU PLEASE FORWARD THE MESSAGE BELOW TO THE FOLLOWING AUTOMOBILE DEALERS,
EITHER BY PHONE OR IN WRITING, OR BOTH IF YOU HAVE TIME. 1 WILL PUT THE
MESSAGE ON THE NEXT PAGE SO IT IS EASILY XEROXED.

NOTIFY OWNERS OR GENERAL MANAGERS OF THE FOLLOWING®
BERG nOFOR COMPANY (466-475i)

KODIAK AUTO CENTER, INC. (486-3703)

KODIAK MOTORS, INC. (486-3201)

IF YOU KNOW OF ANY OTHER AUTO DEALERS OR RUSTFROOFERS, FEEL FREE YO CONTACT
THEM. WE WISH TO ENCOURAGE AS MUCH PARTICIPATION IN THIS TELECONFERENCE AS
POSSIBLE. SITES PARTICIPATING IN THIS TELECONFERENCEWILL BEANCHuURAUE,
FAIRBANKS, KETCHIKAN, JUNEAU, AND KGDIAT , UNLESS THERE ISINTEREST IN ANOTHER
AREA OF THE STATE. IF YOU HAVE GUESTIONS, PLEASE CONTACT ME AT 463-3657 OR
PRINTER LJHY. HOPE YOU HAD A GOOD WEEKEND JOAN

MSG 82-00013900 F"RFY i1 03/15/82 10:2*m88 ORIG: LJEi IN- 0003 OUuT™ 0003
FROM: JOAN MATHEWS. H LABOR 6 COMMERCE 10: KuDIAK
TARGET: LJHY SUBJ: TELECONFERENCE HB 794, 795 PAGE 0002

MESSAGE:

HOUSE BILI 794, RELATING TO SALES PRACTICES OF MOTOR VEHICLE DEALERS, AND HOUSE
BILL 795, RELATING TO MOTOR VEHICLE RUSTPROOFING SERVICES, WILL BE THE SUBJECT
OF A TELECONFERENCE HEARING OF THE HOUSE LABOR 8 COMMERCE COMMITTEE ON TUESDAY,
MARCH 30, AT 1:00 P.M. PST (11:00 A.M. AST). YOU ARE INVITED TO PARTICIPATE IN
THIS TELECONFERENCE THROUGH YOUR 10CAL LEGISLATIVE INFORMATION OFFICE. COPIES
OF THE BILLS CAN ALSO BE OBTAINED FROM THE INFORMATION OFFICE. IF YOU wESIKE
MORE INFORMATION, CONTACT THE HOUSE LABOR 8 COMMERCE COMMITTEE AT 465-3669.



Alaska jiiaie "egislature

POUCH V

TERRY MARTIN. CHAIRMAN STATE CAPITOL

ERNARD BYLSMA, VICE CHAIRMAN
ANDOLPH

o — o w

JUNEAU, AK 99811
PHONE (007) | '5-3783

OFFICIAL BUSINESS

(Mouse of 'Kepreseniaitues
LABOR AND COMMERCE COMMITTEE

."FMO
To: All Interested Parties
From: Terry Martin, Chairman
House Labor & Commerce Committee
Date: March 17, 1982

Subject: Teleconference

House Bill 794, relating to sales practices of motor vehicle dealers,
and House Bill 795, relating to motor vehicle rustproofing services,
will be the subject of a teleconference hearing of the House Labor &
Commerce Committee on Tuesday, March 30, at 1:00 PM PST (11:00 AM AST).
You are invited to participate in this teleconference through your local
legislative information office. Copies of the bills may be obtained
from the information office, as well.

If you desire more information, contact the House Labor U Commerce
Committee at 465-3669.

Terry Mart\tf, Chairman
House Labov & Commerce Committee



To: Rep. Terry Martin, Chariman, House Labor and Commerce Commitee

We the undersigned franchised automobile and truck dealers

representing in excess of 50% of the annual sales in Alaska

oppose House Bill # 794 and # 795 as drafted and if any further

action is to be considered, we request a teleconference with

the committee and further request written notification 1in z&t- /N\JIGTE z
advance of any further action regarding these two bills so n
representation from the franchise dealers could be present.

Pioneer Automotive Inc. Sunset Motor Co. Inc.

1733 East Dowling Road 4748 Seward Hwy.

Anchorage, AK 99507 Anchorage, AK

Elsie Johnson Ivan Felton

Stepp Bros. Lincoln Mercury Worthirgton Ford of Alaska

730 E. 5th Ave. 1950 Gambell

Anchorage, AK 99501 Anchorage, AK 99501

MicJhaed, D . Sfep,j Ray Jae”pi

VAN */\o
v-/

Continchtol Motor Co. Inc. Alaska Sales & Service

4940 Old Seward 1300 E. Fifth Ave.

Anchorage, AK 99503 Anchorage, 99501

BoI|p2 Martensen A. Douglas HuleyCdUJ

EERO Vg;kswag universal Motors Inc
821 East 5th Ave.

Juneau, AK 99803 Anchorage, AK

Eero Tetri R.L. Silberer ,

10 VolksWagxm_o chorage 1Inc

935 Gambell St.
Anchorage, AK 99501
Fred Morino






HOUSE LABOR & COMMERCE
STANDING COMMITTEE
March 31, 1982

1:07 p.m.
Members Present: Rep. Martin, Chairman
Rep. Bylsma, Vice Chairman
Rep. Rogers

Rep. Gardiner

Members Absent: Rep. Randolph

COMMITTEE CALENDAR

General meeting with Alaska Power Authority and Division of Risk
Management regarding insurance practices.

WITNESS REGISTER

Dick Pettinger

Alaska Chapter, Associated General Contractors

Box 4-2500

Anchorage, Alaska

276-5354

Position Statement: Opposed APA wrap-up 1insurance program
(APCOP).

e

Eric Yould, Director

Alaska Power Authority

334 West Fifth

Anchorage, Alaska 99501

277-7641

Position Statement: Explained why APA opted to use net of
insurance.

John Haywood, Director

Division of Risk Management

Department of Administration

Pouch C

Juneau, Alaska 99811

465-2180

Position Statement: Explained why Division of Risk Management
supported use of net of insurance by APA.

Daryl A. Cody

Daryl A. Cody Company

201 Danner Street

Anchorage Alaska 99502

Position Statement: Opposed to APA"s use of net of insurance.

Representative Sutcliffe
Alaska State Legislature



Pouch V

Juneau, Alaska 99811

465-3715

Position Statement: Asked questions of witnesses.

Don Koch, Director

Market Surveillance Section

Division of Insurance

Pouch D

Juneau, Alaska 99811

465-2577

Position Statement: Explained his division®s involvement in
APA"s selection of method of insuring.

Kenneth Moore, Director

Division of Insurance

Pouch D

Juneau, Alaska 99811

465-2515

Position Statement: Testified with Koch regarding division®s
involvement in APA"s selection of method of

insuring.

Ken Vassar

Department of Law

Pouch K

Juneau, Alaska 37811

465-3600

Position Statement: Explained, his role in providing legal advice
to APA.

Commissioner Ernst W. Mueller

Department of Environmental Conservation
and

Vice Chairman, Board of Directors

Alaska Power Authority

Pouch 0

Juneau, Alaska 99811

465-2600

Position Statement: Defended Hoard"s decision to use net of

Insurance.

PREVIOUS ACTION

There were no bills before the committee. This was an
informational meeting.

ACTION NARRATIVE

Tape #49
Recording
Number 009 The meeting was called to order by Chairman



Number 015

Number 040

Number 054

Number 084

Martin at 1:07 p.m. Members present were:
Representatives Martin, Bylsma, Gardiner,
and Rogers. Rep. Randolph was absent.
Representatives Cotten, Sutcliffe,
Grussendorf, and Haugen also attended the
meeting. Rep. Martin explained the purpose
of the meeting, which was to explore policy
decisions regarding sole contract of
insurance by the Alaska Power Authority.

Dick Pettinger, Alaska Chapter, Associated
General Contractors, said his association
represented 675 construction-related firms.
He said the Chapter opposes the Alaska Power
Authority wrap-up insurance program known as
APCOP. Pettinger said that, nationally, the
association has been opposed to this type of
insurance program for years. He described
stands taken by the AGC in the past.

Pettinger asked why regulation or statute
permitted a wrap-up insurance program. He
asked why APA instituted the program. He
said that all bids on the Tyee project
included insurance costs, and asked why APA
did not notify the public of their intent
before imposing the program on the project.
He said APA said this program would be cost
saving to the rate payer.

Pettinger said one of the contractor®s tools
is removed by this type of insurance
program. He explained how safety factors
affect the cost of insurance. He said a
company with a better safety factor would
normally submit a lower bid. Pettinger said
APCOP penalizes the safety-conscious
contractor. He said that APA assuming
insurance means the contractor would not be
held responsible for claims. He questioned
the ability of APA to ensure proper safety
procedures. He questioned the savings as a
result. (Pettinger promised to provide the
committee with a copy of his written
testimony.)

Pettinger "d major disadvantages are that
owner conv ed programs are disliked by
most contra* rs. He said administration is
a disadvantage due to the length of the
project and turnover of personnel. He felt
insurance company agents® interests may be
diverse, hence there could be a conflict of
interest with one company serving all



Number 123

Number 135

Number 165

Number 216

parties. He Tfelt this could lead to claims
control problems and legal difficulties, as
well. He spoke about consolidating
policies. Pettinger said the true cost of
insurance is often not determined for 5-7
years after completion of a project.
Pettinger felt with wrap-up insurance, the
owner often becomes involved in many
Insurance disputes that normally take place
between the general contractor and the
subcontractor.

Pettinger said the best incentive for risk
control lies with self insurance programs.
He felt APCOP would result in the opposite.
He objected to government intervention into
the private sector. He requested immediate
elimination of APCOP.

Rep. Martin asked when the situation first
came to his attention; Pettinger responded
that it was early in November, and added
that the contract was let in August. There
was discussion.

Eric Yould, Director of Alaska Power
Authority, and John Haywood, Director of the
Division of Risk Management, then came
before the committee. Yould said that APA
had two options with respect to insurance:

1) bidding under normal procedures, with the
contractor providing his own insurance; or,
2) bidding net of insurance (also referred
to as a wrap-up program). Yould said the
Division of Risk Management provided
information that indicated benefits to APA
in keeping the cost of insurance premiums
down if ihey pi "ided their own insurance.
He said it is th_ir intent to proceed with
an owner-insured program. He said the
Division of Risk Management used the state's
present insurance brokers to provide
coverage; AGC then objected to the program.

Yould said at the last board meeting on
March 21, the issue was reviewed. Division
of Risk Management came before the board and
indicated advantages to the state to take
part in the program. The AGC opposed this,
and Jeff Barry, Labor E Commerce committee
aide, posed questions. He said many of the
questions presented by Barry on behalf of
the Committee should have been addressed to
Risk Management, and said that Risk



Management had assisted in answering the
questions.

Number 238 Yould said the next project is Terror Lake.
He said bid opening is planned for April 26.
He said APA would request two bids from each
contractor- one reflecting costs with net of
insurance, and one with the owner providing
his own insurance. He said the board would
then decide which type of insurance to use.

Number 250 Rep. Rogers asked when bid coening for Tyee
Lake occurred; Yould responded it was
September 25, and that the board met on
October 2. Rep. Rogers asked if the bids
were for net of insurance or if they
included costs of insurance; Yould responded
the bids included insurance, and that they
subsequently requested the winning
contractor to remove insurance costs from
his bid. Rep. Rogers asked if the other
bidders had an opportunity t5 respond to the
bid as modified; Yould said they did not.
Rep. Rogers suggested this might have
created a different lowest responding
bidden. Yould said there was litigation
against the bid award for another reason,
and that no one else litigated. He said the
board went forward with the bid on October
2, but did not sign the agreement until
December 2. There was discussion to clarify
the dates. Haywood said the program was in
place at the time the bidder was asked to
back out his insurance costs. He said the
contractor voluntarily agreed to back out
insurance costs. After that, at Risk
Management®s recommendation, they felt it
would make sense to draft a memorandum of
agreement, but the program was in effect at

thf. time.
Number 319 Kep. Rogers said that the state is managing
the contractor®s risks.. Haywood said they

were talking about a situation where the
state has a joint interest in workers
compensation, general liability, and
builders risk. He said the workers
compensation statute has proven that state
entities are liable in the event of a claim
without adequate insurance. He said that
since World War 11, most major public
construction authority programs have been
handled by wrap-up programs. Rep. Rogers
referred to the statute which requires a



Number

Number

Number

360

402

480

contractor to submit proof of workers
compensation insurance at the time of bid.

Rep. Martin said Harrison Western was the
fourth lowest bidder, and that they did not
comply with the law in suomitting proof of
insurance. Haywood said he wasn®"t involved
in opening of the bids, but he understood
that Harrison Western was the second lowest
bidder. He said at the time the insurance
certificates came in, the decision had been
made to go with the APCOP program. Yould
said he understood Harrison Western did have
insurance at the time of the bid. Rep.
Rogers asked if they required notice of
current coverage of workers compensation
prior to awarding bids. Yould wasn"t
certain.

Rep. Rogers was concerned about a couple
issues where APA appeared to be
circumventing or violating law. He asked if
interim financing had been arranged for both
Swan Lake and Tyee. Yould said it was.

Rep. Rogers asked what would happen if
revenue bonds could not be sold and the
legislature did not make an appropriation.
Yould said advisors and underwriters advised
that long term bonds could be issued if
necessary. Rep. Rogers asked what the
obligation of the state would be if bonds
went to 20%. Yould said APA is liable, but
that the state would not let its credit be
impaired. Rep. Rogers was concerned about
an agency of the state making obligations on
behalf of the legislature. He asked if
there would be a capital reserve account.
Yould said there would be, with bond
proceeds. Rep. Rogers asked if Swan Lake
had received complete legislative
authorization. Yould said it had. Rep.
Rogers asked if it was the same interim
financing issue. Yould said there was a
straight bank loan. Rep. Rogers said the
Authority said it wouldn"t incur debt
service that would make the power provided
more expensive than diesel. He asked how
the APA could ensure this. Yould said the
legislature could change the program.

Rep. Rogers said current law speaks to a
uniform power rate. He asked, if the rate
goes above the ceiling, how both the law and
the contractual obligation could be met.



Number 554

Number 575

Number 614

Yould said it was not the intent of the
legislature to increase the cost of power.
Rep. Rogers said the legislature required
10% of the capital costs annually unless
there was $5-billion appropriated. Yould
said the cost would still be lower than the
cost of diesel. He said this was analyzed,
and they do not foresee a situation where
the cap will come into play. He said people
will always have to remain in the system to
pay their share of the debt service. Rep.
Rogers asked if Yould was agreeing there is
a ceiling. Yould said at least on their
portion of the debt service. Rep. Rogers
requested clarification. Yould responded
that in the event the bond market goes, up,
it is questionable whether revenue bonds
could be sold to cover the program.

Rep. Rogers asked if APA has an attorney.
Yould responded that Ken Vassar, Department
of Law, did legal work for them. He said
Vassar doesn"t review all the contracts,
that they have other attorneys. He said the
contract was reviewed by the Department of
Law under the Transportation Section, but
was primarily reviewed by private counsel.

Rep. Martin asked if Division of Insurance
had been consulted. Haywood said yes. He
said owner wrap-up is a common way of
handling major construction projects all
over the country for the past 25 years. He
said Alyeska was an owner wrap-up program.
He said they met with the Division of
Insurance several times before going into
the program. Haywood said there had been a
question of whether special regulations
would need to he adopted, and that it had
been decided they were not. He said they
set the cutoff at $50-million projects for a
wrap-up program.

Rep. Martin asked if Commissioner Hudson had
given permission for a wrap-up program.
Haywood st.id the risks of the state of
Alaska would tap a majority of the world—
wide marketplace capacity. He said the
contract was on the basis of professional
services, and would be kept in effect for 3-
5 years. He said this was done early in
1981, .and that Marsh & McLennan and Coroon &
Black/Dawson were selected.
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Rep. Martin asked why these companies should
get paid for ™n insurance program when the
memorandum of agreement was dated three
months after the insurance coverage went
into effect. Haywood said the insurance was
there by October 15. Rep. Martin asked if
that was when they decided Harrison Western
did not have coverage. Haywood responded
that their lack of insurance was not an
issue, and that they did not meet other
specifications. Rep. Martin asked at what
time the Commissioner signed the sole source
contract. Haywood said the contract was put
together for Tyee Lake insurance. He said
insurance is a contract of ™tmost good
faith". He compared it to car or
homeowner®s insurance that is ordered by
telephone. He said this was the same
situation- the coverage was put into place
as of 10/1, contracts followed. He said
this is standard practice.

Rep. Martin said he understood the
contractor could not get insurance because
they were a high insurance risk. He pointed
out, in addition, that it was not a $50-
million contract. Haywood said it would be
a $90-~0 $100-million contract when it was
done, lie said Terror Lake, with one prime
contract for a $175-million project, was a
better example than Tyee, which was bid in
three phases.

Rep. Rogers asked if Coroon & Black would
then get the insurance contract onTyee,
Terror Lake, and Susitna. Haywood said they
didn"t have a contract like that. Rep.
Rogers asked if they could extend the
contract to all projects. Haywood said it
was part of the selection process.

Haywood said they need four to five months
lead time to give the broker time to put
together the program needed. He said they
now have two projects on-line: Terror Lake
and Tyee. He said this is a Risk Management
service, It is not separate.

Rep. Rogers asked, since the contractor
bears no cost of insurance, what is the
incentive for a good safety program.
Haywood says statistics show they run safer
jobs. He said they build safety specs into
the project, centralize safety coordinating
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and facilities on the job, and report losses
to the National Safety Council, so insurance
modification factors continue to run. There
was discussion of incentive for a good
safety progranm.

Haywood said the state isn"t forcing safety
on the contractor. He said statistics show
these jobs are run safely. He said Rep.
Rogers was missing the humanism. He said
there are so many hidden costs related to an
injury that no well-managed contractor would
risk that. Rep. Rogers pointed out that a
poorly-managed contractor might.

Rep. Martin asked what public entities use
wrap-up programs. He noted that it seems
that private rgencies are moving away from
it. Haywood said wrap-ups are going as
strong now as ever. He said the cutback in
federal funds is slowing down major wrap-up
programs. He passed out a partial list of
owner-controlled programs and documented
savings. (This list is available for
inspection from the committee.)

Rep. Martin asked if Commissioner Hudson
signed a document to authorize this.

Haywood said it went through contract review
in the Department of Administration. Rep.
Martin said the insurance was done after the
fact. He said that, by regulation, the
company selected was not qualified as it had
no ,"nsurance included in the bid. Haywood
said insurance was included in the bid.

Rep. Bylsma said, in the contract with the
insurance company, they provide APA and
prime contractors with a safety incentive
formula prior to conception. He asked how
they could do this if the job was contracted
before the insurance was in force. Haywood
said the intention of the agreement is that
language for policy be in the contract. He
said it is designed for a project where
language 1is included in the bid
specification. Rep. Bylsma asked what the
safety incentive formula is. Haywood
responded that APA got a return of $100,000
to use on other projects, and $200,000 to
use as incentive programs with contractors
on the basis of good performance. Rep.
Bylsma asked if the contractor and APA split
that money. Haywood said the incentive is
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based on losses.

Rep. Bylsma said that, on 10/2, premium
return was mentioned. He said he was led to
believe it would come back to the state, not
the contractor.

Daryl Cody, president of Daryl A. Cody
Company, a business consulting firm with
offices in Anchorage and Washington state,
said one of his specialties is assisting
contractors in the acquisition of surety
bonds and construction insurance. He listed
his qualifications.

Cody described wrap-up programs that were
attempted to be instituted in Washington
state in the 1960s that were stopped because
what they suggested as savings was over
anything they could justify. He said he has
been injured by the action of APA, as they
took insurance out of one of his clients”
hands. He said he is co-chairman of the
Insurance Taxing and Bonding Committee of
the Alaska Chapter of AGC, and that he holds
an office in the national AGC.

Cody said he favors the free enterprise
system,, He is opposed to anything
unnecessary, which is his first reason for
opposing APCOP. He said it takes the normal
insurance buying process away from the
contractor. He said cost of insurance is a
major consideration in putting bids
together.

Cody was opposed to government involvement
in business where no need or purpose 1is
served, as in this case. He said the state
and the APA are in the private sector, where
they aren"t wanted or needed. Cody said in
APA*"s public relations program, they said
they would save money. He saw no way they
could save money over the way general
contractors buy their own insurance. He
commented on the document which was passed
out to justify use of a wrap-up plan. He
said they went back 25 years to find 25
projects. He referred to one project
showing a 367. savings. He said these
savings have no credibility, as the base
used to show savings was subject to
question. He did not feel the statistics
were credible. He said wrap-ups don"t save

10
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money; he believed it would cost more.

Cody referred to APA"s inference V'at money
would stay in Alaska. He said they hired
two of the largest brokers in the world, and
that all the effort has been centered around
the Seattle offices of those firms. Cody
felt these firms could be considered non-
Alaskan firms. Cody said the net of
insurance does not save costs; it interferes
with contractors®™ normal insurance buying
processes; that contractual liability
becomes confused because of the grey areas
created by the net of insurance. He said
the state is exposing itself beyond the
protection of insurance, which is an
additional cost.

Rep. Sutcliffe asked if the state has
liability by providing the wrap-up.. Cody
said they assumed a risk greater than they
were insuring. There was discussion. Rep.
Rogers asked if the builders risk could be
larger than the state is insured for. Cody
said, if for any reason coverage is denied
by the carrier, the state is liable. He
said the state is acting as an insurance
intermediary. Rep. Bylsma asked if that
would be .different if the general contractor
had private insurance. Cody :nid yes, the
contract specifies the contractor is liable.

Cody referred to exhibits attached to his
prepared testimony.

Rep. Rogers tried to clarify the order of
events. Cody said the tone of the mess"--"e
to the contractor regarding the change order
(after the court battle) was: ‘'"Here is the
contract. We"ll sign it if you sign the
change order."

Rep. Bylsma asked what law Washington had
passed regarding wrap-up insurance. Cody
said the committee has a copy of the law on
file. The law prohibits an agency of state
or local government in directing the
purchase of surety bonds on a state or local
project. He said the law was passed in 1967
or 1968.

Rep. Sutcliffe asked, if the state of

Washington had built and owned projects as
Alaska will, 1f there was a wrap-up

1
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insurance program and if the state couldn"t
totally fund the project, would there be any
implication that the insurance companies
would pay out so mi t would reflect back
on the state? Codv aid not think of a
situation where overall financial
feasibility of projects could be affected.
He believed brokers and Risk Management
people capable of handling risk and risk
management. He questioned their right to
involve state government in private
business, and the right of the contractor to
protect himself as he wishes to be
protected.

Rep. Martin asked who paid for the public
relations firm hired, and asked if there was
any relationship between any of the board
members of APA and the public relations firm
hired. Cody assumed APA paid for the
services. He said that, as of ten days ago,
the firm was still working on the project.

Rep. Martin announced that the hearing would
be continued on Friday, when a bill or
resolution might be introduced.

Don Koch, Chief of Market Surveillance,
Division.of Insurance, and Ken Moore,
Director of the Division of Insurance, came
to testify before the committee. Moore said
formal hearings were held in 1971 regarding
the pipeline. Two years ago, when the
pipeline was out and running, private
enterprise approached them about having a
wrap-up. As of August 26, the Division had
published a worksheet of guidelines.

Koch said he contacteu other states to find
out their attitudes toward wrap-up programs.
He got very little response, and said that
some did not know what it was. He commenced
work last summer because of a potential
wrap-up on the pipeline and on other
projects. Rep. Martin said he understood
there was a wrap-up on the mavine ferries.
Koch said there had been only one that he
was aware of: the Alyeska pipeline, a
private project.

Rep. Martin asked Koch what advice he had
given Risk Management and AP~. Koch

recalled discussions of self-insurance and
wrap-up insurance. He said the discussion

12
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was fairly general, and that he had given no
advice.

Rep. Martin asked if Koch foresaw the state
being solely responsible for paying workers
compensation claims. Koch was not sure. He
believed that should be considered.

Rep. Martin asked if the Division of
Insurance had any overview responsibility,
or if Risk Management was independent.
Moore said Division of Insurance had no
responsibility at all over Risk Management.
Koch said they regulate provider coverage.

Rep. Martin asK.ed if they had evaluated the
program. Koch said they had not. He said
if they were directed to look at it, all
they would be required to say is whether or
not it covers workers. He said they don"t
have the expertise to say if it is an
appropriate program for those circumstances;
that this is not one of the Division®s
roles.

Rep. Bylsma asked what effect elimination of
wrap-up would have on workers compensation
(he used Washington state as an example).
Moore said it could have an effect. Koch
said that whether compensation was a prime
consideration when the legislation was
created would be a factor.

Rep. Martin asked if the Division could
evaluate the policy- percentage of risk and
true value to the state. Koch said they did
not have the expertise, and that they would
have to contract that out if they were
requested to provide such an evaluation.

Ken Vassar, attorney in the Department of
Law, came before the committee. Rep. Rogers
asked 1f he had reviewed the power sale
agreement. Vassar had not. He responded to
Rep. Rogers that he had not reviewed the
interim financing agreement, either. Vassar
said the APA has outside counsel, and he
believed they had reviewed the documents in
question. Rep. Rogers asked if Vassar had
reviewed any of the insurance issues
discussed. Vassar said he had. Rep.. Rogers
went over the occurrence of events:

07/27 APA met with Marsh & McLennan

13



08/06 Response of Marsh & McLennan with details
08711 Bids come in

Aug/Sep APA chooses bidder

10/02 APA board meets & approves concept of APCOP
10/06 Change order issued

11/09 Press release regardingAPCOP

11/23 and 12/02- sign memorandum of agreement

Vassar said tl is was not standard procedure.
He was not familiar with the timeline. He
said the decision to use the program was
entered after the bid. He said this
constitutes a change of circumstances.
Vassar said the details came to the
attention of the executive director after
the bids were opened. There was discussion.
Rep. Rogers asked if they were planning to
review the sales agreement with Ketchikan
and the interim financing agreement. Vassar
said yes.

Number 19C Commissioner Ernst Mueller, vice chairman of
the Board of Directors of Alaska Power
Authority, said APA is a business in
competition with private facilities. He
feels it is his responsibility to
investigate cost-cutting avenues. He said
the only way to keep a cap on costs is to
hiie experts. Risk Management is one of
their agencies used. He said decisions are
rightfully in the hands of the Board.
Mueller said that, at the meeting, there was
sufficient justification to approve this
approach. He said information to date has
not changed his mind. He said the
disadvantages of wrap-up insurance to
general contractors are the same in the
entire field of wrap-up programs, public and
private. He said any decisions made about
wrap-up programs should cover public and
private contracts. Mueller said information
to date indicates it a good program.

Number 242 Rep. Rogers said, looking over the partial
transcript of an APA board meeting, that
Commissioner Webber had asked questions
about board action and legislative approval,
and that others had asked questions about
liability, safety incentive, higher policy
cost, and workers compensation; but that the
Board had taken no action on these
questions. Mueller said the Board could
have delved more deeply into legal
ramifications, and that there was no doubt

14



Number 288

Number 358

Number 374

Number 400

Number 417

that this was an unusual procedure. He said
it should have gone to bid differently, but
the Attorney General did not seem to think
it illegal. Thexe was discussion.

Rep. Rogers asked, regarding interim
financing, if Mueller had ever seen the same
situation (of the legislature being in a
position to allow APA to default on interim
financing, or approving funds to cover the
financing). Mueller said he had not seen
the same form. He said those building
projects can"t wait for a favorable bond
market to do work, lie said the Department
of Revenue gives them money out of the
general fund. He said one would have to
speak to the APA Bond Council as to the
processes involved. There was discussion of
bonding. Rep. Rogers pointed out that there
has been no legislative oversight of this
project. Mueller agreed.

Rep. Rogers asked if there were any
inconsistencies in the Ketchikan power sales
agreement in the ceiling versus statewide
wholesale power cost rate. Mueller said
they had asked Vassar to look at that to see
if it conflicts with law.

Rep. Bylsma said that, in the transcript of
the 10/2 meeting, Slagle and Webber were
talking ab "at insurance when the
Commissioner asked if the legislation was

t ere. Slagle said he could not rnswer,
"but we do it". Bylsma asked Mueller if he
had questioned that. Mueller said they
relied on the attorneys. There was
discussion.

Rep. Martin asked who was attending the 10/2
board meeting. Yould said he could provide
a list of those attending.

Rep. Martin noted, regarding a $9-million
contract to a Japanese firm, that $570,000
was in advance. He asked if these monies
had been authorized yet. Yould responded
that they received bids to put in the
submarine cable portion of Tyee. The
Japanese firm was the lowest bidder.
Insurance premiums have oeen provided for
this portion of the program. Martin said
this goes against the advertisement about
keeping money in Alaska. He questioned

15
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APA"s procedure of insuring leased equipment
but not insuring owned equipment, which
would ensure that APA would get outside
contractors because Alaskan contractors
would own their equipment. Yould said this
was to ensure that leased equipment would be
insured. He said owned vehicled are already
insured by the owner. Haywood said it was
to insure items the owner has the greatest
interest in. He said that owned equipment,
vehicles, and aircraft are the contractor®s
responsibility. Martin said that was true,
unless the contractor leases it. Haywood
said to look at Tyee; they were concerned
about someone grabbing a private plane or
boat, crashing, and having no insurance. He
said this could come back to ".he owner.

Rep. Rogers said then it would make sense to
rent or lease equipment, and that this would
have an impact on future bids. He said
there would be no reason to use one"s own
equipment, because the bid would be higher
because of insurance on the equipment.
Mueller disagreed, saying it would depend on
the individual situation. Haywood said Tyee
was not handled like a normal project. He
said there was perhaps a valid concern
regarding the conflict with competitive bid
contracts. He referred to a companion
program in place for contractors to use if
they wished; the attorneys were not sure if
insurance would affect low bids, so they
elected to include subcontractors. He said
they are not including aviation and
watercraft coverage on future projects.
There was discussion.

Rep. Martin asked if the Japanese firm owned
its equipment for cable laying. Haywood
said it was leased on a time charter. Rep.
Martin asked if the insurance covered them
to and from the job. Haywood said it would
cover marine exposure while bringing the
cable to the jobsite.

Rep. Bylsma questioned the length of the
insurance contract. Haywood said there was
no date because they were not sure when the
exposure would end. Rep. Bylsma asked asked
if they were insuring for the length of the
program. Haywood said yes, that it was the
same situation as when asking for a fixed
price bid. He said change orders could
increase or decrease the costs.

16
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Rep. Rogers said, regarding bids on various
projects, that the difference between leased
or owned equipment could make a difference
in lowest bidder.

Rep. Martin asked Mueller and Yould to
clarify what legislation is needed to
clarify this situation and make it legal.
He said committee staff would prepare the
opposite point of view. Yould said nothing
precludes entering this type of program in
Alaska. Vassar said the authority is broad
enough under present law. Rep. Martin
requested citation of specific authority.
Vassar said nothing in the law expressly
authorizes it; that it is general authority.
There was discussion. Mueller said they
asked many questions, wanting to clarify in
their minds and ascertain if they had
authority. There was more discussion.

ﬁ3 Rep. Martin had announced that the
hearing would be continued on Friday, April
2, and as there were no further witnesses
wishing to testify, the meeting was
adjourned at 3:35 p.m.

/
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Partial Transcript of Board Minutes
of
October 2, 1981

The final action under Tyee has to do v/ith Insurance.
Normally, - one shouldn®*t say normally, but what we have
anticipated with the Tyee Project, - what has been
normally done within the State on large projects such as
this is to require that the contractor provide his own
insurance for, to protect against various contingincies
that would care up during construction. However, Terry
McGuire has been working with the state"s Risk Management
section which has indicated that the Fewer Authority
might find it desirable to enter into a wrap-up insurance
program whereby the Paver Authority would request that
the civil contractor, Southeast-Harrison Western, allav
us to secure the necessary® insurance on his behalf. The
advantage being that that insurance alone is going to
cost somewhere in the neighborhood of, we"re just
guessing, $3 million for the various programs and
policies that he is going to have to be taking out. But
based on a proration of what we anticipate the insurance
claims will actually be should this be a normal project
we can anticipate a premium return of somewhere in the
neighborhood of 30 to 50%. This 1Is something that can
come back to the state and be offset against the project
rather than relinquishing the contractor. That"s why in
dealing with Risk Management wo feel that it"s a very
desirable thing to do. If you would like to I think all
we want to do .is make you aware of this technique and
this procedure and let you ask questions which you might
have. But we do have a gentleman from Risk Management,
and Mr. McGuire has been working on this particular
technique.

I1°d sure like to hear that one.
(voices interacting are inaudible for this space)

It was not until late July, early Augu: L (inaudible) some
bills were passed or signed into law or passed into law
that we knew that we had the insurance requirements
associated with certain contracts during construction and
we did not come to a decision based upon discussions with
Risk Management that it: would be advantageous to
establish wrap-up jxilicy until early in August. At that
time we had considered sending out an adendum to that
major civil contract, but it was getting so close to the
bid date of August 11th that we felt it would confuse the
bidding process and we decided we could actually, 1if we



instituted this type program after evaluation, we could
go to the contractor early on, say don"t put your
insurance in force. You don®t have to have to worry
about losses above your experienced level, which would
impact your rates in the future, or we will provide the
insurance, we can probably provide a greater degree of
course possibly for a lower rate since it"s a wrap-up
policy and we would issue a change order to your existing
contract to effect this and reduce the contract anount by
the value that he had anticipated paying for insurance.
What you have, what | just handed out is a letter from
John Haywood the Director of Risk Management. That"s the
initial letter, and then there®s a brief statement,

brief, some articles covering wrap-up policies that gives
you a little idea of where they stand in the industry.
And then there ¥ another copy of the August 6, 1981

lef ar which is also in your Board packet from Marshell
McClennen. We have here with us today Mr. Tom Slagle,
who is an assistant to John Haywood, both he and I will
be able to answer any questions, | think, that you have.
Some additional advantages of this program are: in a
project where you are having eight to ten or eleven,

even, major contracts, plus you"13 have sub-contractors
for those prime contractors, you®re constantly having to
establish for each individual contract insurance limits
and they must meld with each other and we have to get
certification of that coverage for a3.1 contractors and
sub-contractors and it comes somewhat of an admin—
istrative burden in some respects. And, as Mr. Yould
stated, should the losses associated with the program or
the claims associated with, that could be filed during
the construction phase of the project associated with
professional liability, general liability, workman®s
compensation, and so on, the loss activity is lew, well
actually the contractors are going to obtain the premiums
that, you know, a rebate on premiums in some respects,
whereas the Power Authority and the state can achieve
that rebate on premiums. Tf the experience factor is
high the advantage to the contractors is their loss would
have been high, well then it is not impacting their
ability to get future contracts because their individual
film"s insurance premiums. So that there are some
advantages to both contractors and to the stat:. We feel
there will IX? a cost savings by instituting this wrap-up
program. Another advantage is that when you have each
contractor buying their own individual insurance you"re
going to have many parties involved and if there are
claims sanetimes they"ll. be many people involved in a
suit. There can lie claims against both. Contractors can
make claims Ix»th the owner, design engineers, and so on,
construction management: firm. It becomes extremely
complicated. And with a wrap-up program with all parties
having the same coverage with the same policy the
resolution of the claims is handled by that one broker.
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You're not having insurance companies having high expense
trying to recover losses associated with their insurance
programs with each other. You're dealing mainly with one
Yroker who basically is covering insurance areas and
coverage for that individual project. Another advantage
is that this can be expanded and it w ill iie accomplished
initially just on this lake Tyee project. We anticipate
trying to expand it to our. overall program, our overall
construction program. The reasons we are looking at
Marsh and McLennan right no/ is that the Division of Risk
Management in the past year had sent out RFP's to a ll the
major national brokerage firms and had selected Marsh and
McLennan to provide coverage in this area for the state
and Corroon/Black and Dawson had been selected to buy
coverage in that area of property insurance, and other
areas too. They felt duo to the time constraints the
desire to get this wrap-up policy, possibly in place, for
this one project, we should not go out with a RFP which
could take three months, possibly, to evaluate. It could
be a very complex RFP to p“epare, could be a complex RFP
to evaluate and we would not be able to institute the
program and save the state possibly some money unless v/e
went to Marsh and Mclennon for this coverage initially on
the lake Tyee project. Sometime in the next few months
we are going to be sending out a RFP that w ill outline
v/hat our insurance requirements w ill be on a program
basis, not just on the Lake Tyee project, but on a
program basis, and w e'll he working closely with Risk
Management in the development of that RFP and in an
ultimate evaluation and wo may end up having oral
presentations before the Hoard at some future Board
meeting by the top, what we consider, on the written
submissions, the top firms to make oral, presentations to
die Board at some future meeting. That's where we stand,
it was both Risk Management and ourselves, wanted the
Hoard to have the opportunity to ask some questions, to
understand what we are approaching here, v/hat this
program is. We desire to institute it, | don't know if
it requires any formal blessing of the Board or not. We
don't know definitely that we'll be able to even
instituted for die lake Tyee project, because if wo can't
get the contractor to accept a change order to reduce
basically his contract by the value of what he would have
been paying for insurance, well then we would have to
look at the option of just doing it for the Transmission
line and substation contracts yet to be awarded and treat
that somewhat as a separate project for insurance
purposes if the brokers would accept, that.

Questions from the Board members?
Tom Slagle is right there.

Would you use part of yourself insurance jxto! to rover
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this, to make a saving that are potential nr would it be
1005, no deductible?

Yeah, we"ve used part of it, especially in the excess
part. Ten million on up. We have an umbrella with the
state program on any cash loss type claims. We
invisioned this program as beinqg probably the first ten
million and again, going into the state®s program, on any
excess insurance.

Is there any potential that the state could all of sudden
fir.d themselves in a horrible lawsuit that our coverage
wouldn®t cover? | mean, would the dam, 1 don"t know, the
thing could break or something like that, is there a
chance we could all of a sudden find ourselves in a
billion dollar lawsuit?

I think the potential is there. | think our coverages
are probably as broad as you"re going to get in the
insurance industry. The potential is always there for
that type of lawsuit, yes.

To expand on that, we have discussed with John

Haywood the fact that this program that we"re talking
about here is insurance during construction and we also
want to investigate what transpires nationally relative
to coverage of projects in operation. The problem is
that very few of then, are privately owned. Many of them
are owned by local governments, state governments, and
federal government predominately. But we are going to
investigate that in an area of property insurance, loss
of operations insurance and so on for individual projects
and a system as soon as we can.

| guess | tend to be too simple minded about these
things, but it seems to bo right now when the contractor
carries the insurance he Ix>nefits from a .low number of
claims. If the state carries the insurance the
contractor does not benefit from a low number of claims.

That"s correct.

So, docs that moan we"ll kill more people on the
operations?

No, I don"t believe it will because basically the
contractor, the insurance firms and the Paver Authority,
and the contractors are still going to be interested in
keeping any safety, insuring that construction takes
place in n safe manner.

Well, those safety note, T guess to use a Iltoagon phrase,
are there in accordance with law in any case, aren"t:
they? .lInsurance or no insurance. In other words, if
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certain OSHA and other agencies require certain
fundamental, you know, features., when you back up a heavy
piece of equipment it's . | guess can see that in a
generalized sense the contractor, the person doing the
work on the ground, handling the shovels and mixing the
cement and so on, has a kind of a generalized incentive,
even if the state carries the insurance, to reduce
accidents. Rut that incentive is not as sharply focused
as when the contractor, himself, could get, let's say
could look forward to a substantial rebate on premiums.

If an accident occurs, on a job site, the individual or
whatever, which id going to he making a claim, is going
to make his claim and if it exceeds the limits of
insurance, that does not preclude any possible plaintiff
from s till trying to recover more than the limits of
insurance coverage from parties involved. The contractor
themselves, construction managers, Pcwer Authority.

(mostly inaudible conversation, intermixed between about
three people)

All you're saying is that you're going to wind upwitha
policy that's much larger because it's going to beplaced
through the state's own Risk Management systems and
therefore tends to give you greater protection, but I'm a
little b it with Dr. Woeden and | circled two points on
here. One of them, Marsh and McLennanand you've
answered that question as to v/hy it's going this
particular route. If you're comfortable with that
original RFP and | assume are, | don't have any more
guestions on that point. The other one |I circled was on
the Workmen's comp portion of it, which .s really where
the incentive is. *It) run a job properly, is the state,
for exanple, going to have people there? I'm not talking
about the safety inspectors now, I'm talking about the
insurance people. Arc we going to have someone there?
Who is reall.v going to be out after the .interests of
that, the policy holder.

(inaudible)

Well (inaudible) and, it's the workmen's coup thing that.
I'm ... the rest of it | can understand, there's great
savings to W? accrued here but the conp thing | just
don't (inaudible)

I think you (inaudible), | pondered that question myself.
I think you could have some .incentive in the programs for
the contractors (inaudible). One of the tilings that
ci/e're looking for on this project from their Risk
Management point of view is using this as a model for
loss control pronrams. We're going to have state people
from our loss control section there, we're going to have



Chirm. Gonway:

Dr.

Chmn. Conway:

Mr.

Weeden:

McGuire:

Com: Webber:

Mr.

Slagle:

people from Marsh McLennan. We're hopeful that we can
get some real points on this and have a continuity of
loss control for other projects that come up and we

You raised a very good point. And that would be sane
incentive, that would in fact accrue back to the
contractor or contractors in this case, otherwise you've
got two problems. One that we've been addressing is, how
are you going to run the job and the other problem is,
now you've raised that, is you're going to have the
myriad of inspectors floating around that job. Frankly,
if I was the contractor and had no incentive, | wouldn't
be very hospitable *o all these inspectors, they drive
you nuts, but, if 1m going to get somathing from the
benefit of their being there, I'm running a very safe
job, then I'll accept the inspectors.

You wouldn't run 'em all through the cement mixer?
Then they'd sue you.

Five thousand guys would come out of the woodworks and
come and drink your coffee and eat your grub at lunch,
and in this case you've got to take care of them because
they're the inspectors. That happens all the time, but,
is there a method that can be cranked back in that would
return some of this which would from your scenario would
be accruing back to the state and that's good. But, a
portion for a good record and account therein.

Mr. Chairman, | think that's entirely possible and I
think that that's going to be something that w ill develop
as a result of our discussions with the main civil,
contractor who has already been awarded the contract
outside of the wrap-up policy and since he realizes that
there are benefits to him by not exposing his work on
this project to impact his overall loss record. But he
also is possibly losing the potential benefits. And |
think that we could develop some arrangement whereby the
contractor receives a percentage of potential premium
return based ujx)n loss experience. T can only say that |
think it is extremely possible, worth looking at: anyway.

One question. Did | understand that somehow the Power
Authority's lia bility is limited by the state? Did I
understand that? | don't know just how it. came through
but I think | heard that basically there would 1k: a cap
on the lia b ility of the Power Authority if they utilize
this insurance?

Well, there's a cap on the insurance policy. T think
we'd |k: extending. What we get to the contractor anv
claims that arose out of the activities of this project.
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would come under the state program on large catastrophic
claims.

That"s what | wanted to get to. Hew is that funded?

That is basically funded through the different state
departments, the cost of risks are allocated back to the
departments and they in turn

(inaudible interaction)

Insurance Ccr,pany. We send a premium notice to
different departments based on their, the number of
buildings they have and their loss history

And in that scenario you can pick up this type of an
agency and treat it as a department or any insured.

Right.
And 1is the legislation there to do that?
That 1 can"t answer but we do it.

Basically. Commissioner, 1 think that for purposes of the
state"s basic programs it would to beneficial that the
Paver Authority be separated for the allocation of the
insurance premiums, the variable rates from the rest of
the Department of Commerce. .

That"s 1 know what you"re saying
Would that adversely affect Commerce rates?

They are semi-accruarial of how they charge their rates.
Because we have a self insurance pot and then we have a,
the other one"s we go our for premiums on, then every
year they adjust a little bit. The trouble is those
won"t adjust after you cut your budget numbers, but you
pay sane of that in your Risk Management charges. Then
your department wouldn®t pay much tacause you have a low
loss whereas Fish and Game and 1X71”pay a whole lot

TRANSCTTBm DDCEMRFR 29, 1901.



Alaska Independent
Insurance Agents & Brokers, Inc.

SEND REPLY TO: 1. i
Dianne M. Leighton *

Box 164A Eagle River Rd.
Eagle River, Alaska 99577

March 12, 1982

Mr. Kenneth Moore, Director

Division of Insurance

Dept, of Cotrmerce & Economic Devleopment
State of Alaska

Pouch D

Juneau, Alaska 99811

RE: Alaska Power Authority Hydro-electric Insurance
""Wrap-Up" Program

Dear Mr. Moore,

The Alaska Independent Insurance Agents & Brokers Board of Directors held
their semi-annual board meeting in February. John Heywood, Risk Manager for
the State of Alaska was kind enough to briefly address our group.

Mr. Heywood gave us some background information on the insurance wrap-up pro—
gram for the hydro-electric projects under the direction of the Alaska Power
Authority. A question and answer period followed his coaments.

The board has several areas of concern dealing with the State becoming in—
volved with private enterprise. There were no public hearings held and there
were no requests for competitive bids from the insurance conmunity for this

program. The board strongly objects to these procedures and as a result of our ~
concern we resolve the following:

WE OBJECT TO THE HYDROELECTRIC INSURANCE WRAP UP PROGRAM AS PRESENTED BY RISK
MANAGER JOHN HEYWOOD ON THE BASIS OF IT BEING A POSSIBLE VIOLATION OF STATE
STATUES INVOLVING RESTRAINT OF TRADE; WE FURTHER OBJECT ON THE GROUNDS THAT THE
STATE 1S BECCMING INVOLVED IN PRIVATE ENTERPRISE IN DIRECT COMPETITION WITH

HE [INSURANCE INDUSTRY TO THE DETRIMENT OF THE ALASKAN INSURANCE BUYER.

We urge your office to conduct a complete investigation into this matter and
should you find that the State has wrongly involved itself in this project, issue
an order prohibiting further involvement by the State on this and future projects.

In advance, we thank you for your assistance and look forward to a reply at your
earliest convenience.

Dianne M. Leighton or
Executive Vice-President AIIAB



Copies to:

Mike Pate, Pres. AIIAB
Pate Ins. Agency

P.0. Box 257

Homer, Alaska 99603

Ken Murray

Ken Murray Ins. Agency
Box 1007

Fairbanks, AK 99707

Mr. Joe McLean

Ely, Guess & Rudd

Suite A Mendenhall Bldg.
Juneau, AK. 99801

Hon. Jay Hammond
Governor, State of Alaska
Pouch A

Juneau, AK. 99811

Hon. Terry Miller

Lt. Governor, State of Alaska
Pouch AA

Juneau, Alaska 99811

Mr. Charles R. Weber, Cannissioner
Dept. Carmerce & Economic Development
Pouch D

Juneau, Alaska 99811

Mr. Robert W. Ward, Commissioner

Dept. Transportation & Public Facilities
Pouch Z

Juneau, AK. 99811

Mr. Wilson L. Condon, Attorney General
Pouch K
Juneau, AK. 99811

Mr. John Heywood, Director
Division of Risk Management
Pouch C

Juneau, AK. 99811

Mr. Jeff Berry, Special Assistant
House Labor & Ccnmerce Committee
Pouch B

Juneau, AK. 99811

Mr. Terry Martin, Chairman

House Labor & Commerce Committee
Pouch B

Juneau, AK. 99811

Mr. Jalmar ICerttula, Senate President
Pouch B
Juneau, Alaska 99811

Mr. Joe Hayes, House Speaker
Pouch B
Juneau, AK. 99811

Mr. Gary Jenkins
NFIB

P.0. Box 194

Auke Bay, AK. 99821

Mr. Richard M. Pittenger
Associated General Contractors
Box 4-2500

Anchorage, AK. 99509

Mr. Tern Sewwney, Pres-Elect AIIAB
Sweeney Ins. Inc.

P.0. Box 1395

Kodiak, AK. 99615



EXHIBIT 11

PUBLIC AGENCY

OWNER-CONTROLLED COORDINATED

Owner

Bay Area Rapid Transit District

Metropolitan Atlanta Rapid Transit
Authority

Baltimore Rapid Transit System

Niagara Frontier Transportation
Authority

Dade County Metro

Washington Metropolitan Area Transit
Authority

Tri-County Metropolitan Transporta—
tion District

New York Housing Authority

New York Port Authority

New York Port Authority

New York Port Authority

New York Port Authority

New York Port Authority

Metropolitan Transit Authority

Metropolitan Wastewater Management
Commission

New Jersey Sports Complex

Federal Reserve Bank of San Francisco

New York University

Universit® of California

Province or Quebec

United Nations

Omaha Public Power District

South Carolina Public Services
Authority

City of New York

Sacramento Municipal

Societe d"Energie de

City of New York

Utility District
la Raie James

Location

San Francisco, CA
Atlanta, GA

Baltimore, MD
Buffalo, NY

Miami, FL
Washington, DC

Portland, OR

New York, NY
New York, NY
New York, NY
New York, NY
Buffalo, NY
Buffalo, NY
New York, NY
Eugene, OR

i
Hackensack, NJ
San Francisco, CA
New York, NY e
Berkeley, CA
Montreal, Quebec
New York, NY
Nebraska City, NB
South Carolina

New York, NY
Sacramento, CA
Montreal, Quebec
New York, NY

INSURANCE PROGRAMS

Project

Rapid Transit System
Rapid Transit System

Rapid Transit System
Rapid Transit System

Rapid Transit System
Rapid Transit System

Rapid Transit System

Housing Construction
.Verrazano Narrows Bridge
World Trade Center

3rd Tube Holland Tunnel
Niagara Power Project

St. Lawrence Seaway Project
Subway Construction
Wastewater Treatment Plant

Construction of Stadium
Construction of Building
Various Construction Projects
Various Construction Projects
Olympic Stadium & Subway
United Nations Building

Power Generating Project

Coal Burning Power Project

New York Power Project
Nuclear Power Plant
Hydro Electric Project
Lincoln Center



COORDINATED INSURANCE PROGRAMS

ACTUAL COST SAVINGS

BART - San Francisco, California

WMATA - Washington, D. C.

MARTA - Atlanta, Georgia

MTA - Baltimore, Maryland

NFTA - Buffalo, New York

Gulf States Utilities

Arizona Public Service Co.

Palo Verde Power - Arizona
Tri-Met - Oregon
Southern California Edison

Societe d"Energie de la Baie James Montreal,
Canada

¥ U.S. Department of Transportation Insurance Study

2 Warren, McVeigh fj Griffin Inc. 3/2/82
3 Business Insurance 9/7/81

4 The Wyatt Company 3/15/82

5 Warren, McVeigh G Griffin 3/15/82

Savings

35. 7%
($16.3 Million)

36.8%
($36.2 Million)

34.9%
($21.4 Million)

40.3%
($18.6 Million)

30. 4%
($ 8.4 Mill ion)

1

1

2

$ 7.8 Million A

39 2%
($ 6.2 Million)

50.0%
30% - 40%
25% - 30%

$22.0 Million

4
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Drilling- Cable Transmission
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Godfrey

Southcoas t

Berg Const.

Dyad. Const.

Es1imate

Wayne Const

South Ulrange LI
IFB R10-81-54

Do llars

Roads

610



South Wrangell Roads
IFB R10- 81- 54

GQdfrey



North Birchwood Interchange
F-042-1 (77)

S B fr 4. 135. 381
R i( B 4. 176, 909
:I\r
Est imate 4. 536, 438

Eas tw irid

Heri."on Bros. nfciil

>SS A PP e

M - B 4. 824. 009
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Godfrey

Southc oast

Berg Const.

Dyad. Const.

Eszlimate

Wayne Const.

South Wrangell Roads
IFB R10-81-54

610



South Ulrarigell Roads
IFB R10-81-54

e@6InBuLanoe —.
d< Southeoast

Godfrey



North

Estimate

Eas tw irid

Herman Bros.

Birchwood Interchange
F-042-1 (77)



North Birchwood Interchange
F-042-1(77)



Northern L ights
X-1L4604

Baugh Const,

Eas tw ind

Uchitel

Uilder

Estinate

0 1, 000, 000 3, 000, 000

Dol lors

Blvd.

5. 134. S30

5. 151. 442

5 000, 000

5. 563, 733

5, 828, 934

5, 852. 934



Northern Lights Blvd
X-14604

6%Insurance

0. Eastwind

Baugh Const



McLee Const

C.J. M Cons

Est imate

Wick Const.

J. B, Warrac

Valdez Communlty
And itor i1un

3, 000,000

Dol Lars

5, 000,000

5,.990, 000

5, 999, 999

6, 000, 000

6, 034, 396

7.102. 000

7,000,000
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Valdez Communi ty
Aud 1t or 1un

I uran —,
J M onst

McLee



Dawson

Wick

Contractors

Coo gan

Pac, Ventrs.

Est imate

Harborv 1ew
Elementary School

930, 000



Harborv 1ew
Elementary School

Insurance

Wick

Dawson



Soldatna Sports center

Centur vy
Andr3n/Colp

Preferred
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