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§ yy.mDSo Alaska Statutes Supplement § 39.30.090

Sec. 39.30.080. Definitions. In AS 39.30.010 — 39.30.080
1) "department” means the Department of Administration;
t ggi_”employee” includes an officer of a political subdivision of the
332_ "employment” means any service performed by an employee ofa
political subdivision of the state, except (Ag service which™in the
absence ofan aPreement entered into under AS 39.30.010 — 39.30.080
would constitute "employment” as defined in the Social Security Act;
or (B) service which undér the Social Security Act may not be included
In an agreement between the state and the Federal Security Admin-
istrator”entered into under AS 39.30.010 — 39.30.080;

(4) "Federal Insurance Contributions Act" means subchapter A of
chapter 9 of the Federal Internal Revenue Cede as amended:

) "Federal Security Administrator” includes an individual to
whom the Federal Security Administrator has delegated any of his
functions under the Social ecurlay Act with respect to coverage under
\t/rlmsza}gﬁ(s:t ofemployees of states and territories and their political subdi-

(6) "political subdivision” includes an instrumentality ofthe state or
of a political subdivision, or of the state and a political subdivision, but
only if the instrumentality is a juristic entity legally separate and
distinct from the state or the political subdivision and only if its
employees are not, by virtue of their relation to the juristic”entity,
em;z)loyees.ofthe state or the political subdivision;

) “Social Security Act” means the Act of Congress approved
August 14,1935, chapter 531,49 Stat. 620, cited as the "Social Security
Act," (including regulations and requirements issued under it), and its
amendments;

(8) "wages” means remuneration for employment, including the
cash value of remuneration paid in any medium other than cash, except
that "wages" does not include that part of remuneration which, even
if it were for "employment” within the meaning of the Federal Insur-
ance Contributions "Act, would not constitute "wages" within the
meaningofthatact. (§ 2ch 95 SLA 1951;am §? 82,83 ¢h 59 SLA 1982)

Effect of amendments. — The 1982 state, or" preceding "a political subdi*
amendment substituted "a" for "the state  vision" in paragraph (3L
or" in paragraph (2), and, deleted "the

Artiele 2. Group Life and Health Insurunce.

Section

90, Procurement of group insurance
95. Group health and life benefits fund

Sec. 39.30.090. Procurement of group insurance. The Depart-
ment. of Administration may obtain a policy or policies of group insur-
ance covering state employees, persons enfitled to coverage under AS

& 39.30.090 Public Officers and Employees & 39.30.090

14.25.168, AS 22.25.090, AS 39.35.535 or former AS 39.37.145, or
employees of other participating governmental units, subject to the
following conditions: _ _

(Il)A group insurance policy shall provide one or more of the
fol owmg benefits: life insurance, accidental death and
dismemberment insurance, weekly indemnit insurance, hospital
expense insurance, surgical expense insurance, dental expense insur-
ance, audiovisual insurance, or other medical care insurance.

(2) Each eligible employee of the state, the spouse and the
unmarried children chiefly dependent on the eligible employee for sup-
port, and each eligible emPonee ofanother participating %overnmental
unit shall be covered by the group policy, unless exempt under regu-
lations adopted by the commissioner of administration. o

3) A governmental unit may participate under a group policy if

A) its governing body adopts a resolution authorizing participation,
and payment of required premiums;

(Bf a certified co%y of the resolution is filed with the Department of
Administration; an| o o
~(c) the commissioner of administration approves the participation
in writing.

4) Repealed by 8 37 ch 137 SLA 1982.

5) Repealed by § 37 ch 137 SLA 1982. _ .

6) The Department of Adnrnistration shall obtain the insurance
policy from any insurer authorized to transact business in the state
under AS 21.09 and AS 21.90. _ _

(7). The Department of Administration shall make available bid
specifications for desired insurance benefits to all insurance carriers
licensed in the state and qualified to provide the desired benefits, The
specifications shall be made available on or before July 1, 1965, and at
least once every succeeding five years. The lowest responsible bid sub-
mitted by an insurance carrier with adequate servicing facilities shall
govern selection of a carrier under this section. _

QS) If the aggregate of dividends payable under the group insurance
policy exceeds the governmental unit’s share of the premium, the
excess shall be applied by the governmental unit for the sole benefit of
the employees. _

(9%A person receiving benefits under AS 14.25.110, AS 22.25, AS
39.35, or former AS 39.37 who is_not 65 years of age may continue the
life insurance coverage that was in effect under this section at the time
of termination of employment with the state or participating govern-
mental unit.

10) Repealed by § 37 ch 137 SLA 1982,

11) Repealed by§_37 ch 137 SLA 1982. o

12) A person electing to have insurance under (9) of this section
shall pay the cost of this insurance.




§ 39.30.095

Alaska Statutes Supplement § 39.30.095

(13) Repealed by § 37 ch 137 SLA 1982.

(14) For each permanent part-time employee electing coverage
under this section, the state shall contribute one-half the state
contribution rate for permanent full-time state employees, and the
permanent part-time employee shall contribute the other one-half.

(15) A person receiving benefits under AS 14.25, AS 22.25, AS 39.35,
or former AS 39.37 may obtain auditory, visual, and dental insurance
for that person and eligible dependents under this section. The level of
coverage for persons over 65 shall be the same as that available before
reaching age 65 except that the benefits payable shall be supplemental
to any benefits provided under the federal old age, survivors, and dis-
ability insurance program. A person electing to have insurance under
this paragraph shall pay the cost of the insurance. The commissioner
of administration shall adopt regulations implementing this para-
graph. (§ 2 ch 151 SLA 1955; am § 1ch 168 SLA 1959; am 8 1ch 105
SLA 1965; am § 1ch 70 SLA 1968; am § 66 ch 69 SLA 1970; am § 1
ch 123 SLA 1970;am § 1ch 159 SLA 1972;am 88 1,2 ch 46 SLA 1973;
am 88 13, 14 ch 47 SLA 1974; am § 2 ch 27 SLA 1976; am § 39 ch 177
SLA 1978; am § 1ch 55 SLA 1979; am § 1ch 62 SLA 1981: am 8 37
ch 137 SLA 1982)

Effect of amendments. — The [i>81
amendment substituted "AS 22.25" for
"or" preceding "AS and added "or
former AS 39.37” preceding "may obtain"
in paragraph 115).

The 1982 amendment, substituted
"persons entitled to coverage under AS
1-1.25.1G8, AS 22.25.090, AS 39.35.5115 or
former AS 39.37,1-15. or" for "nnd" in the
introductory paragraph; substituted "the"
for "his" preceding "spouse”  ami
"unmarried children" and substituted "the
eligible employee" for "him" in paragraph
i3>, deleted “"or following "AS 22.25",
inserted "or former AS 39,37" ami
"coverage that was in clTect," and substi-
tuted “"continue the" for "obtain major
medical and" and "at the lime of termina-
tion of employment with the stale or
ﬁarticipating governmental unit" far "for

imselfand any dependents who have not
reached the age of 65 years" in paragraph
(9); repealed paragraphs (10), till, and
<13., which read, respectively, "A person
receiving benefits under AS 1-125.11d, AS
22.25.010 — 22.25,090 or AS 39.35.010
09.05.090 who is 65 years of age or older
hut who has dependents who m punder 65

may obtain major medical insurance for
these dependents un lor this section,” "A
person recelvmg benefits under AS
1-1.25.110, AS 22.25.010 — 22.25.090 or
AS 39.35.010 — 39.35.690 may obtain
major medical and prescription drug insur-
ance under this section for himselfand any
dependents to cover costs which are not
covered by the federal old age survivor's
and disability insurance program," and
“Nu person may elect for coverage under
19), (10) or 111) of this section unless he
was or is presently eligible Ib" avera?e
under this section"; deleted "(10. or dII"
following "under i9>" in paragraph (12?;
substituted "that person and eligible
dependents” fur "himself in the first sen-
tence of paragraph (15); and substituted
"any benefits ~provided” for "those
allmdi-d" and deleted "if any" following
"disability insurance program" in the sec-
ond sentence of paragraph 115).

Editor’s notes. — As to the purpose of
the 1978 anieiidiitory act, see tt 1, ch. 177,
SI-A 1978 as amended by t 7, ch. -16, SLA
1982, in the 1118 Temporary and Special
Ads and Resolves.

Sec. 39.30.095. Group health and life benefits fund, (a>The com-
missioner of admi listration .shall establish the g” >up health and life
benefits fund as a special account in the general fund to provide for

\I

§ 39.30.153

§ 39.30.153 Public Officers and Employees

group life and health insurance under AS 39.30.090 and 39.30.160. The
commissioner shall maintain accounts and records for the fund. The
fund consists of employer contributions, employee contributions,
appropriations from the legislature, and interest earned on investment
of the fund as provided in (d) of this section.

(b) After obtaining the advice of an actuary, the commissioner of
administration shall determine the amount necessary to provide bene-
fits under AS 39.30.090 and 39.30.160 and shall set the rate of
employer contribution and employee contribution, ifany. The commis-
sioner ofadm inistration shall pay premiums an ' claims in accordance
with the insurance policies in effect under AS 39.30.090 and 39.30.160
with money in the fund.

(0) The commissioner of administration or the designee of the com-
missioner is administrator of the fund.

(d) Ifthe commissioner of administration determines tliat there is
more money in the fund than the amount needed to pay premiums or
benefits for the current fiscal year, the surplus, or so much of it as the
commissioner of administration considers advisable, may be invested
by the commissioner of revenue in the same manner as retirement
funds are invested under AS 39.35.110.

(e) In this section, "fund” means the group health and life benefits

fund. (8 38 ch 137 SLA 1982)

Article 4. Supplemental Employee Benefits on Withdrawal
from Social Security.

Section
153. Repayment of contribution*

See. 39.30.153. Repayment of contributions. Upon termination
ofemployment the amount held on behalfofa terminating employee
in the supplemental benefits account established under AS 39.30.160
shall hi paid to the employee under the terms of the State of Alaska
Supplemental Annuity Plan, A terminating employee may defer
receiptofpayment under this section at the employee's ption. (8 39 ch

137 SLA 1982)

Effective dates.  Seelion 78, ih. 137.
SLA 1982, prnviden: "AS 39.30.153
enacted in hoc. 39 of this Act ami sec, 7V of
tliia Art take effo' t nil the amendment id'
the plan by the plan iidminialralor alter
receipt, of a favorable ta> ruling by the
United Staten Internal Revenue Service."

Section 77. ch, 137, SLA 1982, makes
this section retroactive todunuury 1, 1980.

Editor’s notes.  Section 76. ch. 139.

SLA 1982, provides: "The plan administrn-

tor of the State of Alaska Supplemental
Annuity Plnii ahull apply to the United
Slates Internal Revenue Service for a
ruling that an anieiidmenl to the plan to
allow participaata * receive an annuity
hem-i'it iih provided i- * 39.30,153 at any
i.gc will mil adveraei,  cct the defect ll of
luxes mid, an receipt . . favorable ruling,
shin! amend " plan in accai dance with
>ie provisions of Ad 39.30.153 enacted in
mt-%* RAH[ ¥






STATE OF ALASKA 1984 LEGISLAl SESSION
FISCAL NOTE

|Revision~Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.:CSHB 540 (L&C) Agency Affected: Labor

Title: "..claims aaainsf a Program Category Affected:
contractor®s Payment. bnnH" __P.ublic_Protection

Sponsor: Rep. Bettisworth RU, Program or Subprogram(s) Affectea:

Requestor:House Labor & Comnorcp Labor Standards & Safety
Date of Request: 2/10/84

EXPENDITURES/REVENUES:  (Thousands of
FY 84 FY 85 FY 86 FY 87 FY 88 FY 89

OPERATING

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

<00 SUPPLIES

500 EQUIPMENT

600 LAND & STRUCTURES

700 CRANTS, CLAIMS

800 MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 n n
| CAPITAL |
L REVENUE

FUNDING:  (Thousands of DoV ars)

CENERAL FUND 0 0 0 0 0 n
FEDERAL FUND':

OTHER

TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF DILL:

Not Applicable

ANALYSIS: Attach a separate page for analysis

Prepared By: Robert j. Bacolas. £r 0 Phone: 465-4870
Division: Labor Standards & Safety/ Date: 2/13/84
Approved by Commilssioner; Jim Robison Date: 2/13/84

Agency: Labor

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 12/1/83

Fi Nol!l?



Bill No. Committee Substitute for House Rill No. 540 Date 5/21/84

(Ltc)

1 Itle "An Act relating to contractors®™ payment L,ontact: Eileen Plate
bonds." 465-2700

Bob Bacolas
465-4870

fin

Committee Substitute for House Bill No. 540 mokv s editorial changes to provisions in
Title 36 witji respect to action against a contractor"s payment bond by person: perform—
ing labor for subcontractors on public construction projects. In this regard, the bill
provides a sample form for a person performing labor for a subcontractor to notice the
contractor when a claim for payment of labor is filed against the contractor®s bond.

The sample form will assist por.uns performing labor in filing adequate notice as it
depicts the specific information which must be included.

The committee substitute also contains a number nf imfre significant changes to Title 36
with respect to action against a contractor®s payment bond by persons who suppiy mate—
rials, supplies, or equipment to subcontractors on public construction projects.
Inasmuch as persons who supply materials, supplies or equipment on public construction
projects fall outside of the department®s authority or responsibility as far as col—
lection of monies due them, we have no comments on these particular provisions.

Tfie Department®s position on Committee Substitute for House Bill 540 is neutral. It
will not have a fiscal impact on the Department.

APPROVED

C j*WTM .
Jini Robison
Commissioner

PO SITION P APIEM /Department of Labor
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N"COMMITTEE REPOfH®

SENATE
FURTHER:
Date
Mr. President
The Committee on considered

and (a majority of the committee) (the committee) reports it back with
the following recommendations:

do pass
do pass with attached amendment(s)
replace with/or adopt CS for

new title
same title and recommends

and attached a "LETTER OF INTENT" [ 1 NEW FISCAL NOTE

reports it back without recommendation

recommends referral to Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS
Chairman

Chairman recommendation






POSITION PAPER OF
ALASKA CHAPTER
THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA
TO THE
Senate labor and commerce committee
ON
VARYING THE NOTICE PROVISIONS TO PRIME CONTRACTORS

BY

SUBCONTRACTOR SUPPLIERS (HB 540)



The Alaska t - Associated General Contractors of
America represents more than 800 companies including most
of general contracting companies engaged in commercial con—
struction. We appreciate the opportunity to present A.G.C. %

view on HB 504.

The A.G.C. supports the inclusion of a "second tier

notice”™ provision in the Little Miller Act.

Under existing law, a person with no direirc contractual
relationship with a general contractor, hut who supplies
labor or material to a subcontractor, may make a claim
against the payment bond by giving the general contractor
written notice within 90 days from the last date on which
the person performed labor or furnished material. A general
contractor has no way of knowing who may have supplied labor
or materials to a subcontractor. Accordingly, a general
contractor has no easy way to assure that a subcontractor has
paid all his suppliers. Certification by a subcontractor
that all labor and materialmen have been paid is no assurance
if the certifying subcontractor is or becomes insolvent. The
only "iron clad” safeguard for a general ccntractor is to delay
payment to all subcontractors until 90 days after they have
supplied labor or materials. This solution would do little
to harmonize relations and increase cooperation between

general contractors and subcontractors.



Under existing law, a general contractor cannot
determine, 1in advance of a claim being filed, which
persons may be eligible to file a clainm. Timely notice
to the general contractor of the supplier®s status and
existence will allow a general contractor to assure that

a subcontractor has paid all suppliers.

In summary, the A.G.C. believes that the notice pro—
visions of HB 540 will ensure that commerce 1is conducted
in a more enlightened and commercially reasonable manner.
The A.G.C. urges th? s committee to pats IIB 540 on to the

next committee of referral.
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Maroh 8, 1984

The Honorable John J. Cowdery
Pouch V
Juneau, Alaska 99811

Dear Representative Cowdery:

I, in my capacity as Secretary/Treasurer and Controller for UNITED
LUMBER COMPANY, INC., have recently had the opportunity to review HB 540
which amends AS 36.25.020 (called the Little Miller Act). The proposed
amendment adds subsection (d) which imposes certain notice requirements
on suppliers of materials, equipment to be given to general contractors
in order to preserve a right of action under the Act.

I have discussed the ramifications of HB 540 with some of my colleagues
in the retail/wholesale lumber Industry, including representatives of
Spenard Builders Supply and SuperiorlMillwork, Inc. We are unanimous in
our view that the proposed amendment (copy attached) would increase the
cost of our business by placing additional account functionson suppliers.
Therefore, we would urge you to vote against the passage of HB 540.

By way of background, in recent years the burden of preserving
Mechanic®s Lien rights for material suppliers and subcontractor?’has, in
our view been unfairly shifted from those in the most logical and least
burdened position to protect everyone®s lien rights to the subcontractors
and material suppliers.

For example, the Mechanics Lien Law was amended in 1979 and 1980
which resulted in changing priority between a Mechanic®"s Lien and a Deed
of Trust securing the interim construction loan. The amendments further
created the burden upon subcontractors and material suppliers to obtain
an "aclmowledganent of right to lien”>from the owner i1f we were not
selling directly to the owner. It has generally been the view in t
retail/wholesale lumber industiy that the interim financing institutions
could easily monitor construction draws to insure proper disbursement to
subcontractors and material suppliers, yet this burden of notice was
shifted to us.

We view HB 540 as another example of such unfair and unnecessary
shliting of such burdens. Certainly the general contractor on a State
funded project is in the best position to determine with whom his I ibcontractors
are dealing with in the purchase of materials. Such could be a condition
of draws by the subcontractors, and checks can be made payable jointly.

MANUFACTURINO PLANT UNITED COMPONENT A BUILOINQ SYSTEMS PLANT SAWMILL
MILE 7Vt OLD SEWARD HWY PALMER INDUSTRIAL PARK 147Vi STERLINQ HWY

Q@MAUE AK 99502 ANCHORAOE. AK 89502 PALMER, AK 99645 STARISKY. AK 89039

L

| 144%7012 , ) 745+3052

i rfer of Oppo-siVQf)



lumbor Co., Inc

March 8, 1984
Page 2

Speaking from personal experience, the staff in our Credit Department
doubled in order to keep up with the new notice requirements of the
amended Mechanics Lien Law. Nov; we are faced with additional notice
requirements unuer AS 36.25.020 if HB 540 is passed in order to protect
our rights under the Little Miller Act. Additionally, the proposed
amendment under HB 540 requires that we give notice to the general
contractor by registered mail, a costly and time-consuming method.

We would urge consideration by you as to the effect of this unnecessary
and costly amendment. We would welcome the opportunity to meet with you
personally if you are in Anchorage during this current session. In the
alternative, please don"t hesitate to call me collect If you have any
questions or if I can further elaborate upon the position of the retail/wholesale
lumber suppliers.

Sincerely Yours

UNITED LUMBER COMPANY INC.

0. Ho3mstrom
Secretary/Treasurer

male
Attachment
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MEMORANDUM RE VARYING NOTICE PROVISION
TO PRIME CONTRACTORS BY SUBCONTRACTOR SUPPLIERS

A.S. 836.25.020 specifies the rights of recovery against

payment bond on public works (and hence against

prime contractor). It reads as follows:

Sec. 36.25.020. Rights of persons furnishing
labor or material. (a) A person who furnishes
labor or material in the prosecution of the work
provided for 1in the contract for which a payment
bond is furnished under AS J6.25.010 and who
is riot paid in full Dbefore the expiration of
90 days after the last day on which labor 1is
performed or material is Tfurnished for which
the claim 1is made, may sue on the payment bond
for the amount unpaid at the time of the suit-

(b) However, a person having direct contractual

the

relationships with a subcontractor but no contrac-—

tual relationship express or implied with the
contractor furnishing the payment bond has a
right of action on the payment bond upon giving
written notice to the contractor within 90 days

from the last dateon which the person performed
labor or furnished material for which the <claim
is made. The notice must state with substantial

. accuracy the amount <claimed and the name of the

person to whom the liU"terial was furnished or
for whom the labor was performed. The notice
shall be served by mailing i1t by registered nmail,
postage prepaid, in an envelope addressed to
the contractor at any place where the contractor
maintains an office or conducts business, or
the contractor”s residence, or in any manner
in which a peace officer is authorized to serve
summons.

(c) A suit brought wunder this section shall be
brought j.n the narie of the state or the political
subdivision of tlv state for the use of the" person
suing in the superior court. No suit may be
started after the -expiration of one year after
the date of final settlement of the contract.
The state or political subdivision O the state
is not liable for costs or expenses of the suit.

Subsoction (a) rexates to those who furnish

or material directly to the contractor.

m BbcL-Ujp Pfovjided A- 5 _.C

labor



Subsection (b)relates to those who furnish labor
or materials directly to the subcontractor. It is with
subsection (b) that this memorandum concerns itself.

A reading of that subsection discloses that people
furnishing subcontractors materials (which 1includes equip—
ment) even at someremote site which are ultimately on
the projecteare entitled to recover against the bor.d if
notice of claim 1is given to the prime contractor within
90 days from the last date on v/hich the Jlabor or material
was furnished.*with this provisionthe situation often
arises that the first notice 1is received long after the
time when the prime contractor could have done the npcocaaiy
to protect itself.

A common, more enlightened provision 1is .included 1in
the Wgshington Public,Works Statgt%t_it pr&viding for notice
within ton days of first furnishing such materials, it

reading as follows:

39.00.065 Notice to contractor condition to
suit on bond when supplies are fucnJ.slud to subcon—
tractor. Every person, firm or corporation fur—
nishing materials, supplies or provisions to

be used in the construction, performance, carrying
on, prosecution or doing of any wo.rk for the
state, or any county, city, town, district, munici—
pality or other public body, shall, not later
than tondays after the date of the first delivery

of such materials, supplies or provisions to
any subcontractor or agent of any person, firm
or corporation having a subcontract for the con-—
struction, performance, carrying on, prosecution
or doing of such work, deliver or mail to the
contractor a notice in writing stating in substance
and effect that such person, firm or corporation

has commenced to deliver materials, supplies
or provisions for wuse thereon, with the name
of the subcontractor or agent ordering or to

-2-



wuom the same is furnished and that such contractor
ana his bond will be held for the payment of
the same* and no suit or action shall be maintained
in any court against the contractor or his bond
to recover for such material, supplies or provi—
sions or any part thereof wunless tho provisions
of this section have been complied with.

RECOMMENDATION: The Washington statute ROW 39.03.065
could replace subsection (b) of A.S. 36.25.020.

Alternatively, probably the easiest modification to
subsection (b) would be to merely strike out a few words

or the first sentence and add a few as follows:

- 1-S
Jj (bj However, a person having direct contractual
relationships with a subcontractor but no contrac—
tual relationship express or implied with the
contractor furnishing the payment bond has a
right of action on the payment bend, only upon
giving written notice to the contractor within
-96 10 days from the lasfe- first date on which
the person performed Ulabor CI furnished material

for which the claim is ma" e.

KOTE: You will note that this section applies to clainm
against the payment bond. It says nothing about claim
against the prime contractor. Under subsection (a) the

supplier always has a claim against the prime contractor
if it is dealing directly. ?£ it is dealing 1indirectly
as through a subcontractor (subsection (b)) it never would
have and does not now have a claim against the prrme contrac—
tor directly -- only the surety, -which 1in essence 1is tho
same if the prime 1is solvent. A form of notice wused in
Washington IS at.taohed .

DATED this 1st day of December. 1983.

Druce T. Rinker
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O ffered: 5/7/8 o .

Referred: Rules
Original sponsor: Furnace /" 0
e ou 7 com pare.-r ~ |
IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 610 (Finance)
IN THE LEGISLATURE OF THE STATE ofF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
A BILL

For an Act entitled: "An Act relating to construction contractors; and

providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATZ OF ALASKA:
* Section 1. AS 08.18.011 is amended by adding a new subsection to
read:

(b) A general contractor may not allow a person required to be
registered under this chapter to begin work for the general contractor
as a specialty contractor unless the person is registered under this
chapter.

* Sec. 2. AS 08.18.031 1is amended by adding a new subsection to readi

(b) The commissioner may not issue a certificate of registration
or renew the registration of an applicant whose registration has been
revoked or suspended or against whom a fine has been imposed under
this chapter until the period of revocation or suspension has expired
and any fine has been paid.

* Sec. 3. AS 08.18.051 1is amended to read:

Sec. 08.18.051. IDENTTF1C/fION REQUIREMENTS [REGISTERED NAME],
(a) Except as provided otherwise by [STATE] law, a [NO] person who
has registered inder one name as required by this chapter may not act
in the capacity of a contractor under any other name unless that name
also is registered.

(b) All advertising, contracts, correspondence, cards, signs,
posters, papers and documents prepared by a contractor for the con—

tracting business shall [WHICH] show the —contractor®s name, mailing

-1- CSHB 610(Fin)
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[AND] address, and address of the contractor”®s pi“incipal place of
busi.ness. Advertising and contracts shall also include the contrac—
tor"s registration number [SHALL SHOW THE NAME AND ADDRESS AS REGIS —
TERED UNDER THIS CHAPTER].

(c) Individual contractors and partners, associates, agents,
salesmen, solicitors, officers and employees of contractors shall use
their true names and addresses at all times while acting in the capac—
ity of a contractor or performing related activities.

See. 6. AS 08.18.071(b) 1is amended to read:

(b) If the applicant is a general contractor the amount of the
bond shall be $10,000 [$5,000]; if the applicant is a specialty con—
tractor the amount of the bond shall be $5.000 [$2,000]. In lieu of
the surety bond the applicant may file with the commissioner a cash
deposit or other negotiable security acceptable to the commissioner
[OF COMMERCE] 1in the amount specified for bonds.

Sec. 5. AS 08.18 1is amended by adding new sections to Article 3 to

Sec. 08.18.117. INVESTIGATIONS AND ISSUANCE OF CITATIONS. (a)
The department shall provide investigative services to enforce the
provisions of this chapter. An employee of the department designated
by the commissioner to conduct 1investigations under this subsection
may issue a citation for a violation of this chapter if the employee
has probable cause to believe a person has violated this chapter.
Each day a violation continues after a citation for the violation has
been issued constitutes a separate violation.

(b) A person cited under this section for falling to possess a
license may provide the prosecutor proof that the license has been
obtained. The prosecutor shall void the citation and notify the court

if the proof 1is provided.

610(Fin) -2-
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Sec. 08.18.118. PROCEDURE AND FORM OF CITATION ISSUANCE AND
PROCEDURE. (a) A citation issued under this chapter shall be in
writing. A person receiving the citation may not be required to
endorse it.

(b) The time specified in the notice to appear . on a ci:a,tion

. _ _ not incfud\n<-A
issued under this chaptei shall be at least five daysj after .the

alleged violation or issuance of the citation,n whichever is blgt!rri,
unless the person cited requests an earlier hearing.

(c) The commissioner is responsible for the issuance of books
containing appropriate citations, and shall maintain a record of each
book and each citation contained in it. The commissioner shall re-
quire and retain a receipt for every book issued to an employee of the
department designated by the commissioner to provide investigative
service to enforce provisions olf this chapter.

(d) An employee who issues a citation under this chapter shall
deposit the original or a copy ol the citation with a court having
jurisdiction over thealleged offense. Upon its deposit with the
Lonrt, the citation may be disposed of only by triul in the court or
other o fficial action taken by the magistrate, judge, or prosecutor.
The employee who issued the citation may not dispose of it or copies
of it or of the record of its issuance except as required under this
subsection and (e) of this section.

(e) The commissioner shall require the return of u copy of every

citation issued under this chapter and of all copies of every citation
that, has been spoiled or upon which anentry has been made and not
issued to an alleged violator. The commissioner shall also maintain

in connection with every citation issued a record of the disposition
of the charge by the court in which the original or copy of the cita-

tion was deposited.

-3- CSHB 610(Fin)
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(f) If the form of citation issued under this chapter includes
information and is sworn to as required under the laws of this state
in respect to a complaint charging commission of the offense alleged
in the citation, then the citation when filed with a court having
jurisdiction is considered to be a lawful complaint for the purpose of
prosecution.

See. 08.18.119. FAILURE TO OBEY CITATION. Unless the citation
lias been voided or otherwise dismissed by the magistrate, judge, or
prosecutor, a person who fails to appear in court to answ»r a citation
issued under this chapter, regardless of the disposition of the charge
for which the citation was issued, is guilty of a class D misdemeanor.
Sec. 6. AS 08.18.121(f) is amended to read:

(i) If tile commissioner of labor or the commissioner of commerce
and economic development determines that a person is acting as a
contractor in violation of this chapter, the commissioner oj: commerce
and economic development shall give written notice prohibiting further
action by the person as n contractor. The prohibition continues until
I'In* person has submitted evidence acceptable to the commissioner of
commerce and economic development (Oi* LABOR] showing that the viola-
tion has been corrected.

Sec. 7. AS (18.18.121(g) is amended to read:

(9) A person affected by an order issued under this chapter may
seek equitable relief preventing the commissioner of commerce and
economic development: [OF LABOR] from enforcing the order.

Sec. 8. AS 08.18.111 is amended to read:

Sec. 08.18.131. INJUNCTION. In an action instituted in the
superior court by the commissioner [OF LABOR OR THE COMMISSIONER'S
REPRESENTATIVE], a person acting in the capacity of a <contractor in

violation of this chapter may he enjoined from doing so. In addition

610(Fin) -
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to other relief, a civil penalty not to exceeS $250 may be imposed for
each violation. Each day that an unlawful act continues constitutes a
separate violation.

Sec. 9. AS 08.18.141 is amended to read:

Sec. 08.18.141. MISDEMEANOR. A person acting in the capacity of
a contractor in violation of this chapter is guilty of a class A
misdemeanor.

Sec. 10. AS 08.18 is amended by adding a new section to read:

Sec. 08.18.163. PROHIBITION ON STATE LOANS. A state agency,
corporation, or authority may not lend money for construction of a
project or building that is constructed in violation of AS 08.18.011.
The state agency, corporation, or authority shall make reasonable
efforts to determine whether construction is proceeding in accordance
with AS 08.18.011 before releasing money under a construction loan.
Sec. 11. AS 08.18.171 is amended by adding a new paragraph to read*

(4) "department” means the Department of Commerce and
Economic Development.

Sec. 12. Sections 1, 2 and 4 - 11 of this Act take effect July 1,

Sec. 13. Section 3 of this Act takes effect July 1, 1985.

-5* CSHB 610(Fin)



Bill N o.

Title

#

CSHB 610 (Finance) D ate May 15, 198’
"An Act relating to construction Contact: Eileen Plate
contractors. , 465-2700

t <

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
Bill 610.

This bill 1is not expected to have any fiscal impact upon the Department.

APPROVED:

Jim Robison
Coinini ssioner

PO SITION P A PER / Department of Labor



E OF ALASKA 1984 LEGISLATIVE 3KSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.: CSHB 610 (Fin)Agency Affected: Labor

Title: "An Act relating to Program Category Affected: Public
construction contractors . . Protection

Sponsor; Representative Furnace BRU, Program or Subprogram(s) Affected:
Requestor: Senate~Labor & Commerce Labor Standards R Safety
Date of Request: May 14, 1984

EXPENDITURES/REVENUES:  (Thousands of Dollars)
FY 84 FY 85 FY 86 FY 87 FYy 88 FY 89
OPERATING

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL

<*00 SUPPLIES

500 EQUIPMENT

600 LAND 4 STRUCTURES
700 GRANTS, CLAIMS

800 MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 f)
1 CAPITAL
1 REVENUE

FUNDING:  (Thousands of Doll ars)
GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL 0 . _0 .Q 0 R O BN n
POSITIONS:

FULL-TIME 0 0 0 0 ¢ n
PART-TIME

TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attachrate page for analysis

Prepared By: Phone: 465-4870
Division:— i7ar_standar.ris Safety-- - Date; -

Approved by Commissioner® ?2 ~ £~ "~ fn pate:

Agencj : _uhnr U / /A
LEG:B:15

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies) 12/° >,?
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SENATE

FURTHER:

Date:

Mr. President:

. o 111
The Committee on has had

under consideration and (a majority of the committee) (the committee)
reports it bac* with the following recommendations:

[ 1 do puss [ ] do not pass

[ 1 do pass with attached amendments(s)

[ -1 same title
[ ] replace with CS for f ] new title

and recommends

[ 1 AND attaches a "Letter of Intent"” ( 1 New Fiscal Note
[ 1 reports it back without recommendation

[ 1 referred to the Committee

MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS :
* /

CHAIRMAN



SIGN-IN SHEET Proposed Legislation y 3 14

Testify?? Phone
Name (please print) Address Representing (YES or NO) Number
~3 V- VT R Jivotr 1 (<tx i (3 Crw \rri\infto 1 Lie Jvi®inr,
1 t r V]
1.1 r~r RfAY?. Filvn®ne ¢
SENATE LABOR AND COMMERCE COMMITTEE HEARING DATE A jZi.Z VALY =

X
Con sir u<L~hon






STEV ENSON T RUCKTINGEG

LOADING and HAULING CONTRACTORS

P.O. Box 516
CORDOVA, ALASKA 99574
Phone: (907) 424-3562

March 8f 1984

State of Alaska
Department of labor and. Commerce
Pouch V

Juneau, Ak. 99311
Re: H.B. 610

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 1is 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,

voienn criner



THE FOREMAN S. INC.
P. O. BOX 4-1576
ANCHORAGE, ALASKA 09508-1576
(907) 270-1736

Alaska Construction Contractor
Electrical - License No. AA 484

Nay 19, 1984

The Honorable Richard L. Eliason, Chairman
Alaska Senate Lab&r and Commerce Committee

The Honorable Bob Mulcahy, Vice-Chairman
The Honorable Don Bennett, Member

The Honorable Patrick Rodey, Member

The Honorable John C. Sackett, Member
Alaska State Legislature

Pouch V (MS 3100)
Juneau, Alaska 99811

Gentlemen:

Representative Walt Furnace's Labor and Commerce Committee and
the House of Representatives have done a good job with House
Bill No. 610 (L&C) relating to Construction Contractors.

Please don't let tre Legislature adjourn until the Senate pass-
es this legislation and sends it to the Governorl

Respectfully yours,

THE FOREMAN'S, INC.

Helen G. Foreman

Secretary'-Treasurer

hgf/s

cc Representative Walter Furnace



THE FOREMAN S. INC.
P. O. BOX 4*1576
ANCHORAGE. ALASKA 00500-1076

(007) 279-1736

Alaska Construction Contractor
Electrical - License No. AA

May 19, 19#+

The Honorable William Sheffield, Governor
Third Floor, State Capital

Pouch A

Juneau, Alaska 9981!

0ir:

Please recoiniso the "nod work of the Legislature and
especially Representative Walt Furnace's House Labor
and Commerce Committee.

We respectfully request that you support and sitfn

House Bill No. 610 (L&C) relating to Construction
Contractors.

Respectfully yours,

nejen u. roreman
Secretary-Treasurer

cos Representative Walter Furnace
/""'Tienator Richard 1-. Elia son
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POUCHY STATE CARITCL
_ JUNEAU ALASKA9981I
¥ K ] [ | [ L | I O m \] T M 90/ 465 JflOO

LEGISLATIVE AFFAIRS AGENCY

MEMORANDU M May 7, 1984

SUBJECT: Construction Contractors
(CSHB 610(Fin))

TO: Representative Walt Furnace

FROM: Tamara Brandt Cook/ACS
Deputy Director I
Division of Legal Services

Here 1is the section by section analysis that your requested
of CSHB 610(Fin).

Section 1 prohibits a general contractor from allowing a
person required to be registered to-begin work as a
specialty contractor unless he 1is registered.

Section 2 prohibits the issuance of a certificate of regis—
tration or renewal of the registration of an applicant whose
registration has been revoked or suspended or against whom a
fine has been imposed until the period of revocation or sus—
pension has expired and the fine paid.

Section 3 requires a contractor to include a mailing address
and address of principal place of business on documents pre—
pared for the contracting business, as well as information
required under existing law. Advertising and contracts are
also required to include the registration number of the con—
tractor.

Section 4 increases the amount of a bond for a general con-—
tractor to $10,000 and the amount of a bond for a specialty
contractor to $5,000.

Section 5 requires the Department of Commerce and Economic
Uevelopment to provide investigative services to enforce AS
08.18. Certain department employees are authorized to is—
sue a citation for a violation of that chapter. A person
cited for failing to possess a license may provide the pros—
ecutor proof that the license has been obtained and the



Representativd”®alt Furnace
Page 2
May 7, 1984

prosecutor shall void the citation. The procedure for
issuance of a citation and its disposition is set out. A
person who fails to appear in court to answer a citation 1is
guilty of a class B misdemeanor.

Section 6 requires the commissioner of commerce and economic
development to give written notice prohibiting further

action by a person as a contractor if either the commission—
er of labor or the commissioner of commerce and economic
development determines that a person 1is violating AS 08.18.

Section 7 replaces a reference to the commissioner of labor
with the commissioner of commerce and economic development
in an enforcement provision.

Section 8 replaces a reference to the commissioner of labor
with the commissioner of commerce and economic development
in an enforcement provision. "Commissioner™ 1is defined for
the chapter as the commissioner of commerce and economic
development. A civil penalty of $250 is authorized for each
violation.

Section 9 provides a person acting in the capacity of a
contractor 1in violation of AS 08.18 1is guilty of a class A
misdemeanor.

Section 10 prohibits a state agency from lending money for
construction of a project that is constructed in violation
of the requirement that construction contractors be
registered.

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

Section 12 ties the effective date uo the beginning of the
next fiscal year for most of the bill.

Section 13 makes the section dealing with identification
requix-ements effective July 1, 1985.

TBC:ojb
J7/033



THE ALASKA SMALL & SPECIALTY CONTRACTORS SUPPORT GROUP
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
rosc/a /] Tst
X
d/a* . *
THE ALASKA SMALL & SPECIALTY CONTRACTORS SUPPORT GROUP
Dear Legislator, v X

He request that you do everything possible to get
House Bill »lc. 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 ,rs”
legislators who work for our cause. Give us reason to .
support you.

[l Signatures Addresses
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FROM: KEN HELEM, SITKA ELECTRIC |INC.
« BOX 1607
SITKA, AX 99335

I SUPPMTfITirTroT) DEALING WITH CONTRACTING

iixSITKA LIO, 5/8,
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April 17, 1984
MEMORANDUM

T0: House Finance Committee Members
Rep. Al Adams, Chairman

FROM: Karla Forsythe VIV / -/ .

General CounselA
Alaska Court Systenm

SUBJECT: CSHB 610, relating to construction contractors

The Alaska Court System requests that the committee
consider an amendment to CSHB 610.

Background

The intent of this measure 1is to provide an effec—
tive means of requiring unlicensed contractors to obtain a
license. The bonding and insurance requirements of the
licensing procedure are in turn designed to protect the
public in dealing with contractors.

The committee substitute adopted by the Labor .and
Commerce committee amends the original bill by authorizing
issuance of citations and adoption of a bail forfeiture
schedule by the supreme court.

The ultimate goal of this legislation is to require
contractors to obtain licenses. A bail schedule may not
provide the best mechanism for reaching this goal.

At present, the legislature has authorized the
supreme court to adopt a bail schedule only 1in the area of
traffic and motor vehicle violations, although legislation
introduced this session would also authorize a fish and game
bail forfeiture schedule. The i1dea behind adoption of a
traffic bail schedule was to reduce the volume of traffic
prosecution through the district court, at the same time
providing effective enforcement of traffic laws by permitting
defendants to plead guilty and mail in a bail forfeiture
amount, while persons who plead not guilty would still stand
trial.

Under the bail schedule approach to contractor
licensing violations, a contractor would be cited, and would
then plead guilty and pay a bail schedule amount, or plead
not guilty and go to trial. Although a bail forfeiture

Support -AN T7 oioosed Arnold men!
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schedule would not 1impact judicial resources beyond the time
required for the supreme court to develop and adopt it, addi—
tional clerical staff would be vrequired to process the
numerous citations and payments, especially during the summer
months.

In contrast, the suggested amendment set forth
below would require the contractor to obtain a license. If
the contractor failed to do so, the violation would then be
handled as a misdemeanor.

Harry Traeger, Director of the Occupational
Licensing Division of the Department of Commerce and Economic
Development, anticipates that almost all contractors who are

cited will obtain a license. Trials as a result of a not
guilty plea or further criminal proceedings as a result of
failure to obtain a license would be few iIn number. Thus,

the proposed amendment would Ilessen the impact on the court
system, while promoting the intent of the legislature.

Proposed amendment
The court system®"s amendment would eliminate para-—

graphs (b) through (¢) of section J>, and would 1insert the
following language:

A person who vioxates a provision of\ 1 = J
this chapter by failing to obtain a \ vv>e*uT
license may provide a-pea-ce-offi-eei-or-a, v, \\ Jocy
de-s-ig-Ra-ted—- employee— Omim the department J
proof that a license has been obtained. \pf()posc:.o.

If the proof is provided within 5 working
days after: the. issuance of a citation,
the er&f-i-ee r oiffil> ne- shall void the
citation and notify the <court of the,
action taken.

This language 1is analogous to the provisions of
AP 28.15.131, which permits dismissal of citations for
failure to produce a drivers license upon proof of a license,
and 13 AAC 06.050, which permits dismissal of a citation for
a motor vehicle equipment violation upon proof of correction.

Thank you for your consideration of this amendment.
The court system will be glad to provide any additional
information required.

cc: Rep. Furnace
Rep. Cowdery
Harry Traeger



ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Houch V. Stale Capito
Juneau. Alaska 99811
(907)465-3991

January 10, 1984
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 1is 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 all 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 1in 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.



V

Representative McBride
January ID, 1984
Page 2

In some instances, we have included license applications and printed
regulations supplied by the states" trade boards. Please let us know
ifyou 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:

e pass a written or oral examination;
e submit a financial statement;
submit references from material suppliers and/or bank;

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

e report an in-state business address;
e report personal or corporate bankruptcies;
e obtain bonding; or

e obtain 1insurance 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.



Representative McBride
January 10, 1984
Page 3

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 Ili—
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 1is usually handled by a licensing
board. Typically, this board 1is 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 \

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", 1is 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.

~bid
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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 iIn 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, iIn 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



Cali formal

Colorado

Idaho

Michigan

Montana

Ohio5

Oregon

Washington

Footnotes:

Electrical work
license

bond ($5,000)
license

license

license

bond**

license

license

license
bond ($3,000)

See Next Page

Attachment A
Table 1

LICENSING AND BONDING OF CONTRACTORS IN EIGHT STATES

Plumbing

license

bond ($5,000)

license

license

licens

license

license

icense

General Building
Contracting*

license

bond ($5,000)

Incense for public works

license for residential builders

license for public works

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

license
bond ($4,000)

Speciality
Contracting

license
bond ($5,000)

license for public works
license5
bond ($2,000-$10,000)

license for public works

icense
bond ($4,000)

license
bond ($2,000)



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.

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.

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

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

Contractors in the Ffields 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.

ORC 3781.102 delegates the [licensing ofcontractors in Ohio to local governments. However, legislation 1is now
pending before the Ohio General Assembly to establish requirements for state licensing of electrical contractors.
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By PAUL LAIRD
AJC Editor

Earl Carlyle is a painting
tontractor who's mud as hell
and isn't going to take any
more.

Alicensed painting contrac-
torwho's mad aB hell nd isn't
going to take any more.

The owner of Earl's Custom
Home Painting in Anchorage,
this uncaped crusader is con-
ducting a one-man campaign
to mobilize licensed specialty
contractors throughoutAlaska
and force the state to crack
down on unlicensed contrac-
tors in all trades.

"l don't know about doing
research," he said. “I do know

aboutraising alot of lielL I'm -

tired of living in atrailer and
not being able to prosper even
aftersevenyearsin business."

What he lacks in research
expertise he compensates for
in ability to match namesin a
state directory oflicensed con-
tractors against names of con-
tractors listed in the Yellow
Pages of the Greater Anchor-
age telephone directory.

State law prohibits unli-
censed contractors from adver-
tising. Nonetheless, Carlyle
jays he's found neurly 500 con-
Jactorswithoutlicensesadver-
tised in the phone book.

State Rep. Walt Furnace, R-
Anchorage and chairman of
the House Labor & Commerce
Committee, said many contrac-
torsdon’tbhotherto secure state
menses because the process is
time-consuming.

"The process isn't cumber-
iome,butitisrime-consuming,”
ic said. "We all have a thing
ibout filling out forms."

While requirements for con-
ractors’ licenses aren't that
tringer.L, they dorequire some-
vhat of a commitment from
he applicants. To secure li-
mensea, contractors must have
monding, insurance and
workers' compensation pro-
grams.

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.

He Baid his investigation of
the problem through classified
advertising in dnily newspap-
*rs nnd bidding fo rma pub-
lished by general contractors
for their projects leads him to
lelieve the 500 unlicensed con-
tactors in the Yellow Pages
tre only the tip of the iceberg.

During the suimmer, there
sould be as many as 2,000 un-
icens id contractors operating
athe Munijcipniity ofAnchor-
ge, he said.

Furnace said mostunlicensed
ontraciors in the Anchorage
rea seem to be subcontrac-
ts, It's licensed companies
peraring in a subcontractor
s-ance that seem to be injured
'Btt At OourriQ |

Or >\
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tra ctors

Carlyle said some licensed
contracts in Alaska have
been forced out of business by
price undercutting from unli-
censed competition, both from
within Alaska and Outside.
OtherB have been forced to live
indefinitely from onejob to the
next.

"Fly by nighters"who "gua-
rantee their work right up to
the time when the plane leaves”
costhis business aboutS500.000
in jobs during his first five
Kears.ofpainting contracting,
,he said. Now he’sheginningto
live off referrals.

“These fly by nighters bring
"their out-of-state prices with
them, and a licensed contrac-
stor can't compete,” he said.
“They don't keep books, they
-don't pay taxeB and they don't
incur the expenses of doing
_business hereduring the winter,

“Theyju8tcomein thespring

and split in the fall when ft
gets cold. They don't have to

eat their mistakes; the consu-

mer does."

Earlier this year he engi-
neered a write-in campaign of
more than 1,000 of the state’s
specialty contractors to the
governor, key legislators and
other state officials. Goul of
the campaign was to build
awarcnesB of the problem and
to promptstricterenforcement
ofstate law barring unlicensed
contractors from working in
Alaska.

Onelegislatorreportedreceiv-
ing more than 1,000 letters from
specialty contractors through-
out Alaska.

‘T must mean there are
1,000specialty contractors who
are as mad as | am," Carlyle
said. “I think we're starting to
get some attention now."

Although' the Anchorage
painting contractor said he's
contemplating anothermoiling
blitz, the first one apparently
found its mark.

Furnnce said his committee

is studying the problems of
- local hire and unlicensed con-
tractors before the next legis-
. Intive session begins in Janu-
ary, and public her ngs will
be scheduled for Anchorage,
Fairbanks, Ketchikan or
Juneau and possibly Bethel or
Kotzebue sometime this month.
"At this pointwe don’tknow
what the overall effect of unli-
censed contractors operating

in the state is, we don't
know how severe the income
lossis to licensed contractors,”
Furnace said. "That's what
i we hope to determine from tes-
timony at these hearings."
Carlyle blames the unli-
censed contractor Broblem on
spotty enforcement by the state,
and Fumnce agrees. The Anch-
orage legislator said the Depart-
mentofCommerce SEconomic
Development division respon-
sible forenforcement—the Divi-
sion of Occupational Licens-
ing—has been stymied by man-

responsible for keeping track
of toomany thingB in the div-
ision." Furnace said. He added
he believes the problem isnota
lack of money in the depart-
ment'sbudget, butratherques-
tionable priorities of how the
money is spent.

“There's never been a shor-
tage of money (in the depart-
ment)," he said. “The shortages
in enforcementmanpowerhave
been the result of the way the
money is allocated.”

A number of approaches to
the problem are being consi-
dered, and notification of this
month’shearings willbe mailed
to nearly 2,000 specialty con-
tractors statewide to generate
responses to existing propos-

.als and otherideas.

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.

He said he's encountered a
handful of subcontractors
afraid to become active in the
involvement for fear general
contractors will refuse them
work.

Established contractors’orga-
nizations won'tresistthe move,
he said, but some individual
general contractors who use
unlicensed subcontractors will
lobby against it.

“We're going to need strong

organization hefore the legis-
lative session starts ifwewant
to accomplish unything," he
said.
« Though shoddy workman-
ship and lack of accountahbil-
ity are major problems with
unlicensed contractors, Carlyle
«said the state should notinstate
written examinations toaBsure
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.

Carlyle received an assur-
ance from a special assistant
to Gov. Bill Sheffield late in
the spring thatthe Division of
Occupational Licensing has
been working with the Depart-
ment of Law to develop a cit-
ation program fo enforce regu-
lations restricting unlicensed
contractors.

Tne special assistant wrote
Carlyle that some names he"
supplied to the division indeed
are practicing withoutlicenses,
and those violators were sent
warning letters.

“The list of names will be
monitored for compliance and
are potentially the first to be
cited when the program begins
if they are not licensed," the
special assistant wrote.

Furnace said he believes
:many of the violators simply
don't know they're not comp-
lying with state regulations,
and he hopes to avoid an en-
forcement approach that will
be punitive.

“Some contractors think all
they needis abusinesslicense,”
he said. "It's one of the prob-
lems of the easy entrance and

Alaska. -

He added he hopes the prob-
lem can be addressed at least
partially without adding to
state statutes.

“The mam thing is that we
have to preventunlicensed peo-
ple from posing as expens by
advertising," he said.

A possible solution, the Anch-
orage legislator said, is solicit-
ing voluntary cooperation from
newspapers of general circula-
tion and from the people who
compile the Yellow Pages.

By screening unlicensed con-
tractors from advertising, those
sources could prevent unli-
censed contractors from pos-
ing as experts. Furnace said.
One Anchorage daily already
operates under that policy, he
added, but the other doesn't

"We'd like notto have to put
that kind ofthing into statute
form, but we do need the help
of the private sectorin attack-
ing the problem." Furnace said.

He added he doesn't believe
the licensing process on the
books now isin need ofxevnmp-
ing.

An aide to Furnace said the
following list of solutions is
being studied, but some are
believed unworkable. The leg-
islator's office is soliciting reac-
tions to and suggestions about
these proposals:

« Require all contractors to
include contracting license num-
bersin all advertising.

« Require contractors tc place
isigns on both sides of their
vehicles stating company
nameB and contracting license
numbers.

+ Increase bonds forspecialty
dnntractors to 55,000 and for
generalcontractors t0oS15,000.

« Give enforcement inspec-
tors authority to check identi-
fication and issue citations.

« Establish a state division

for policing contracting laws.

« Mandate thatenforcement
officers to police newspapers.
Yellow Pages, television and
radio for violators.

+ Adoptlegislation requiring
telephone utilities todisconnect
service for unlicensed contrac-
tors.

« Impose stiffcrpenalties for
violators.

«Prohibitstate agenciesfrom
contracting with unlicensed con
tractors and licensed contrac-
tors who subcontract to unli-
censed subcontractors.Prohibit
projects UBing unlicensed con-
tractors orsubcontractors from
taking advantage of state
financing or refinancing for
one year.

+Haveacomputerized listof
contractors available on de-
mand that would include the
kind ofcontractor, license num -
ber, company name and ad-
dress.

Propos ils for ensuring com-
pliance *rith local hire law*
include requiring the submis-
sion and monitoring ofa state-
ment of the percent of work
force to be hired locally when
state fundsareinvolved, requir-
ing quarterly filings of com-
plianceitatementsand the use
of bpot audits and penalfces.



LICENSED AND BONDED CONTRACTORS MEETING
NOVEMBER 29, 1983
2:00 PM

The meeting was called to order my Rep. Furnace. Persons
present at the meeting were:

Rep. Furnace
Rep. Cowdery
Rep. Uehling
Allairy

Ken Johnson
Steve Levi
Dianna 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
made :

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 iIn 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 Occupa—
tional Licensing which is a more reasonable, supervi—
sory governmental unit. It was noted that we should
give the 1inspectors more ability of checking for
violations. Concern was also expressed with the regard
to the ability of the enforcing agency to issue cita—
tions with "teeth". For further information, staff was

advised to contact, Ron Watts with the Municipality at
786-8307.



10.

11.

Establishment of a statewide Board of Builders which
shall meet on a monthly basis and sha:dll 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

This statement is already covered in number one.

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 1is 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.

It was noted that the laws for violators are there and
the problem we are having 1is 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 law).

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

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.

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. 1t 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

laws.

13. It was recommended that we restate this in whatever 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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Pouch Y, Siate Capiicl
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 Hlicence 1is required; requirements for obtaining a
license; and the consequences of Tfailure 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.



appendix IX

U.S.. SMALL BU5INESS ADMINISTRATION
Washinc.on, D.C. 20416

OrriCCOplhe administrator

JULY 2, 1974

Mr. Victor L. Lowe J

Lirector

United States General Accounting Office
Washington, D. C. 20S48

<4 <,Dear Mr. Lowe: 7 *

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.ll =

[See CAO note 1, p. 40.]

Operation of the Program

Before we get into the specific areas listed, we must bear inmind 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 SBA. 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.

Jf 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 itwith 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, iffavorable, 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 ofwhich 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" Th . 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 $68,00Q 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.

.-nNr-*?>« rrmpnte th-Ir loss ratios on an earned premium basi*. rather
tthp-n rnrnm 7~ -» -*%a An a.ve«»rag» contract of S68. 000 would ¢ :rrv a 1 -percent
prmmMOT. T h ~'nrp, the industry loss ratio, ba M on earned premiums.
would be 124 percent versus 1.24 percent on comnibnei.”.

* «
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. We 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



APPENDIX 1IX

One factor which makes rtdifficult 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 1to 5 ratio. There are other cases where
another surety may go 1to 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.
Ifwe were to establish a standard of, say 1 to 15, a.ratio of less would
automatically trigger a decline by the surety industry. Itwould become
too complex to establish these types of standards. The industry itself

has general guidelines in their normal underwriting: we expect them t
use their guidelines, consider that these are marginal contractors, and
thet- the SBA wi"l 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 notwrite 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 1is that, if there is no activity in

a particular file for 6 months to a year, we can assume that the contractor,
It he has not gone into claim, has gone into the surety"s normal business.
We 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 iIs 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.
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There are many factors to consider. Why are the major companies
%illing 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 itmost.

We are not prepared to adjust either the fees or percentages of guarantee
at this time. We 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 surcKv listed that are national companies but
have written very few bonds th: aour program in the almost 3 year
period since Its inception.

I
The report also states that the maximum allowable premium rate that SBA
permits was $20.00 a thousand and a change to $15.00 a thousand under
contemplation. Our maximum allowable-rate as of March 1973 is $15.00
P<;r ‘housand fn<- the ftrst 950.000 and gl0.00 per thousand on amounts iIn
excess of $50. 000. Therefore, we only allow the additional 1/2 percent
on the first $50. 000. 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 1t 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, ifkept within
reasonable bounds, 1is 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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MEMORANDUM * o, July 1, 1980
TO: Representative Patrick 0"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. |1 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
Briefly, there are three major findings from this research:

r', ; 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 i1t would expose the State to financial losses
on defaulted contracts.

The availability of bonding i1s 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,
necessaril
for other

those contractors who have no trouble obtaining bonds do not
y see their interests enhanced by measures making it easier
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”:

The State:

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, 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 ,1is 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:

IT 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 corporat%lsur-cy-

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 i1s 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-I Contracts of this description include those geneially
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 iIs issued:

a completed application

a registration fee of &I09 for a general contractor and 80
for a specialty contractor

a surety bond of 85,000 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
820,000 for property damage, 50,003 for injury or death to
one person and 8100,000 for injury or death to more than one
person.
The surety bond, also termed a "license bond”, 1is 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, iIn 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 i1s 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 1is 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 iInterest 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 normal underwriting practice
after a period of too-loose underwriting, lieMotea that the market in

Alaska is "coning back™. The current narket has been characterised as

the best one iIn 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, i1t is found that
there iIs some significant pattern of discrimination against a particular
type or class"of contractor, the State has two ~/pes of approaches to
relieve their dilemma:



Representative Patrick O'Connell
July 1, 1980
Page No. 15

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, themaximum premium is 1.5% on amounts less
than $250,000 and 1.0% on tnebalance 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 thebond is
less than $250,000). The SBAassumes 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 1t receives. Table 3 i1llustrates the cost of this reinsurance
program tothe SM. Table 3 assumes a 1.25% loss rate on each bond;
this i1s the loss experience for the Pacific Northwest over the life of
the SBA program. This loss is divided between the surety and tx; SBA
and then compared to the premium income each received. For instance, o.
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 i1s 86.2%. This compares unfavorably
with the national average of 5% to 10% and the most recent Alaskan
performance of 4%. Table 3 also i1llustrates 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.
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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 togrow 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
thecapabilities of existing sureties. Itwould 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 1ts 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,



COMPARISON OF LOSS/PREHIUM RAUV?; I-QR THE SPECIALTY SURETY AND THE SM

BOND AMOUNTS

$249,999 $250,000 $500,000 $750,000 $1,000,000
SPECIALTY SURETY
-|.05a 312 625 1,250 1,875 2,500
-Premium 3,000 3,000 5,000 7,000 9,000
-Losa/Prcmiuo 10.4% 20.0X 25. OX 26.0X 27.8%
| «
SBA
-Lor.fl 2,812 2,500 5.000 7.500 10,000
-Premium 750 750 1.250 1,750 2.250
-Service Charge 500 , 500 1.000 1.500 2,000
-Premium + Service Charge 1,250 1,250 2.250 3,250 4.250
-Lo33/?remiutii + Service Charge 225.0X 200.0X 222.2% 230.8X 235.3%
OVERALL
-Lous/Preraiura + Service Charge 73.5% 73.5% 06.2% 91.5% 94.3%

House Research Agency

July 1, 1980
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MEMORANDUM July 16, 1980
TO: Representative Patrick O0"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 1ts ownself insurer. Inaddition,
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 1 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. | do not know much about this beyond the NBC news story. However,

IT the State does consider a SBA-like program, this potential type of abuse
may need to be examined more closely.

ALID/bF
Enclosure
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could develrP the necessary caoabilirgs,'it would probably =
prove costlv to the Government. *

Although we do not recommend elim inating the current
bonding system, we feel that the Government is not benefiting
as-much as it could from surety bonds. Chapter 5 discusses
those areas where the Federal construction agencies" can. im-
prove their participation in the svstem. '

CLAIMS OF SUBCONTRACTORS. " om - *7
SUPPLIERS , AND LA3O0RZRS ‘ * K

The basic purpose of the 14iller Act is to provide a
means of recourse for subcontractors, suppliers; and laborers
on Federal construction projects. Payment bonds provide the
means by which subcontractors, suppliers, and laborers can
submit claims against contractors, even in the absence-of*
defaults. . - ’ * EE e

" . . « o Vi ¥ ***,E

Vle examined selected project files at 9 Federal con--'
stractj.cn agencies, includir.5 files relating to '75 defaulted
contracts. For 17 of the defaults, v/ie examined the project
files at both the Federal agency and the cognisant surety
company. In many instances, subcontractors, suppliers, or
laborers submitted claims or voiced complaints directly 'to
the Federal agencies. Because these projects were bonded,
the Federal agencies simply referred the complaints to the
appropriate surety company. The fact that sureties ‘handled
the claims removed potentially major legal and adm inistrative
problems from the Federal construction agencies.

The surety industry has said that it does not keep over-

all statistics on the amount of claims submitted and paid on
Federal construction projects. To ascertain 'the prevalence
of claim s, we reviewed selected surety companies. Presented

below are examples of the situations we found.

mxamole # . .

t -

On a $35,000 Navy contract, a subcontractor submitted a
claim -for $25,000 to the surety company, citing non-|
payment by the contractor. The surety maintains that.



'‘provide in~“fcpuse technical assistan”~pto a contractor. How- m
ever, the agencies currently have no legal means, adm inistra- '
tive machinery, or resources to provide financial aid to con-'
tractors in trouble'.

As shown in the following examples, the surety companies
can and do provide financial assistance to contractors.

Example 1

A contractor involved in a Federal dam project for the
Corps of Engineers, Department of the Army, experienced
a serious cash shortage that threatened its ab ility to

continue operations. The surety elected to support the
contractor and secured a $! million Inc of credit for
the contractor at a commercial bank. -The surety guar-
anteed advances under the line of credit. As a result
of the surety's aid, the contractor avoided default and
ecompleted the project. ' -

Example 2

The contractor exhausted its capital at the time it was

involved with nine bonded projects, including eight
Federal jobs. The surety provided the contractor with
enough capital to pay construction costs and to satisfy
outstanding bonded job obligations. Surety payments on
the Federal jobs totaled $.138,500, plus legal and other”*
expenses of over $5,000. The' surety eventually was re -
imbursed.

It was evident from our study that the decision to pro-
vide financial aid to contractors was generally based strictly
on sureties' concern for minimising potential losses, if the
surety determined that immediate financial aid would be le ss’
costly thar the loss from default, the aid was provided. '’

However, if the surety felt that it would be 'potentiallv less
costly to take’ over the contract, the contractor was allowed
to default. - *

DEFAULTS ON FEDERAL CONSTRUCTION' ' o1

From the nine Federal agencies reviewed, we tried to
obtain detailed data on the default history for a [0-vear

17



Ni"pproach does not consic #
it %€
The costs related to the other services provided
by sureties, particularly peeing claims and pro-
viding financial aid to co#ntract_ors. *
L ] L] |

2 - What the default ratio would be if surety bonds

were eliminated. .- ; e o

If bonds were eliminated, these two issues would be-
cc-ie particularly important. Unless some substitute method
y/as devised to handle claims and -provide contractors with
financial aid, defaults would increase.

Other factors affect the ratio of losses to pir'inns
earned. When a default occurs, sureties try to minimise
th eir losses through various legal sanctions against the
defaulting contractor, such as attachment and subsequent
liguidation of the contractor's equipment and personal
assets. If the Government became a self-insurer, it would
have to take sim ilar actions o* face the prospect of higher
‘ 1¢

loss ratios.

Most agencies expressed satisfaction .~ith suretiesl e f-
forts on defaulted contracts. Our review of defaulted con-
tracts at both the Federal agencies and the surety companies
generally supported the agencies' observations." 'Sureties
were usually prompt in attempting to reach' agreements with
the agencies regarding arrangements for completing the pro-
je cts. Generally the sureties (1) cooperated w ith the
agencies in completing the projects and (2) honored the
agencies!l claims for reimbursement of additional contract
costs incurred in completing the projects. As discussed in
chapter 5, we believe the agencies, besides being reimbursed
for increased contract costs, should also be reimbursed for
the administrative costs incurred in handling defaults.

CONCLUSIONS
Because of the unavailability of cost -data and .the Gov-

ernment's inexperience in providing certain surety-type
services, we could not guantitatively determine:



CHAPTER 6
SBA BOND GUARANTEE PROGRAM

As part of our study, we examined"SBA"S. bond guarantee
program. The progr™n"t; objectives are to "t.Vp—ur-rlda
bonds for small and minority contractors who aacnct gc;Xain
bonds 1in the open market and (2) increase the viiabilitr or

these contractors so thev can make the transiiiar.t «"rr-a-.iiu-
atell) to the regular* bonding svstem. We believe- irar t.rg
program would be more effective if SBA developed:

criteria for graduating participating contratUrr s t-ifa-
.lished a monitoring svstem to insure that suradi~a e-r-e non-
plvinc with such criteria.

PROGRAM OPERATION

The bond guarantee program, established pursuant, tm;
Public Law 91-609 (15 U .S.C. 694a-b), allows S?A tm gparnxrhee
for a fee, any surety company against up to 9® jerrsr.t ac
its losses resulting from a small contractor’s- hoaeada or tie
terms of a bid, performance, or payment bond. To OTXEuirrrya. a
contractor must be a small business \:ith annual salass Xoser
$750,000 and be able to show than a surety boro is rerxirec
and could not be obtained on reasonable terms and! rrrditicn s
w ithout an SBA guarantee. The-guarantee is |I|im ited tvo/ sura
bonds on contracts up to $500,000.

SBA stated that, as of May 20, 1974, it bad gxecnzrrfceed
bonds on 15,093 contracts having a total value ad shared $1
b illio n . As of that date. 99 sureties were pertiiipeating 5*

the program.

To obtain a bond, a contractor applies ta a hand; broke
of its choice. The contractor furnished the broker wridh id
necessary financial data, work history, and other iixdornair
If -the broker decides that the contractor may be bendable,
he refers the application to surety companies be rialprasent
until he finds a surety”willirg to bond the contm xtm x-

A surety company which is interested in the cooiracti
application decides whether to (l) bond the coatra'cdor wi-
out an SBA guarantee, (2) bond with an SBA guaramre's. or
(3) not bond under any circum stances. If the s'arady d-exe
mines an SBA guarantee is necessary, it sends a ladder wi
supporting data to the appropriate SBA regional odimce
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surettes«.rticipating in the pro”KIm incur only a 10-percent
risk for. 90 percent.of the bond premiums collected.

The authorizing legislation stated that S3A could guaran-
tee up to 90 percent of the penal amount of the bond in re-
turn for a reasonable portion of the perminns collected from
the contractors. The disparity in the relationship or risk
to premiums resulted from the uncompromising position taken
by the surety industry during negotiations. According to S3A
o fficials, the surety industry dictated the terms under
w hich it would participate in the program. One condition
the industry insisted on was that SBA had to agree to accept
90 percent of any loss for no more than 10 percent of the
premiums collected. SBA agreed, and the industry indicated
a willingness to reassess the adequacy of SBA's 10-percent
share after 2 years of experience. oo ‘.

In February 1974, SBA met with surety representatives
to reassess .the "90-10" ratio . No change resulted from the
m eeting. -

SBA's apparent lack of forcefulness in dealing with the
industry waseexplained as being the result of the industry's
take it or leave it proposition for SBA. S3A o fficia ls made
the following observations.

— If SBA had not been w illing to accept 90 percent of
the risk, the industry would not have been w illin g to
mp articipate in the program.

— The surety's premium on the average guaranteed bond
is not large and has to be shared with SBA and the
broker.

— The 10-percent risk the surety faces makes it more
responsible than it would be if it bore no risk
w hatsoever.

Sureties are allowed to charge higher premium rates
for guaranteed bonds. Normally, bonds cost contractors
$10 per $1,000 for contracts up to $100,000. However, for
bonds issued under the SBA program, .sureties were allw ed to
charge a rate up to $20 per S1,000. In March 1973, the rate
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After receiving its comments, we asked S3A to provide
us with a copy of the established criteria. SBA officials
stated that there was no written criteria, just an under—I
standing among SBA"s"field offices to review a contractor S
file when a surety applies for a guarantee.

The officials acknowledged that SBA has no systematic
method for determining whether a contractor has, in fact,
graduated. It should be recognized,that "marketplace condi —
tions™ could produce results other "than graduation, such as
a contractor no longer being in business or maybe being in—
volved in projects that do not require bonds.

Ue still believe the program would be more effective 1if
our recommendation were implemented. Following are comments
from those Federal construction agencies- GSA, Transporta-

tion (DOT), and NASA- that discussed the SBA section of the
report. * . - - .

GSA-— "Since the recommendations directed primarily to-*
ward SEA would generate certain benefits for the
procuring agencies participating in the small
business programs, we also support those recom—
mendations.™

. f ¥

DOT- "Ue do not object to the recommendations concern—
ing the Small Business Administration®s involve—
ment in the Surety Bond Guarantee Program.”

NASA- "Ue believe the GAO findings to be accurate ancl
their recommendations sound.™

Our report was also reviewed by representatives from
the Surety Association of America, the American Insurance
Association, the Reinsurance Association of America, the Na-—
tional Association of Surety Bond Producers, and several
surety companies. All the representatives stated that the
SBA section of the report was an accurate description of the
SBA program amg how it is currently operating.

After carefully considering SBA®"s informative response,
we still believe our report accurately reflects the current
“state of the bond guarantee program, a view supported by the
Federal construction agencies and the surety industry. Ue
believe that implementation of cur recommendations will make
the program more effective and Its goals more readily
attainable.
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Date: September 21, 1983

RE: Licensed/Bonded Contractors

Enclosed please find a selection -of materials you may find
informative for the meetings on September 26 and October 3.
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Protection Office can intervene legally on the consumer-®s
behalf. Often when the consumer finds out:this is not the
case, he/she may file directly in court or go to Occupational
Licensing or the Department of Labor without filing a written
complaint with Consumer Protection. In fact, the more serious
or leaallv urcrent the contractor complaint, the more-stror.clv
we urce seernc a private attorney and then we often do nor cet
a written consumer comolint on those cases.

In reviewing our phone logs, our information officer
estimates that at least 55-60 additional contractor complaints
were received by the Consumer Protection Office 1in 1981. These
complaints are not reflected in the previously discussed charts
because written complaints were not formally processed in these
phone-in cases. Total estimated contractor complaints (not
including plumbers, electricians, etc.) for 1981 alone could
be 87-92.

There 1is a high percentage of contracting businesses
which shut down, enter bankruptcy, or simply disappear after a
consumer complaint is filed, making any kind of resolution of a
complaint pretty impossible.

Complaints About Quality of Contractor®s Work
(1979-1982 sample from 97 total
number of written complaints)

Major delays 12
<& Deviation from Original Plan 6
¢ Extra Charge/Cost Overruns 5
& Defective Work/Major/ 35

Structural
& Defective Work/Finish/

Cosmetic 22
& Defective Work/Code

Violation 6
& Defective Work/Operational 11
< Incomplete Work/Major 9
<& Incomplete Work/Finish/

Cosmetic 26
& Incomplete Work/Operational 4
& Clean-Up 4

Total 140
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The figures available for 1982 reflect that 8
complaints have already been filed with the Consumer Protection
Section. Projected over the course of the year the 1982 total
could be 48 complaints, a 33% increase over the next highest
year, 1980. This would seem to be a conservative projection,
as there will be approximately 4,500 housing starts in
Anchorage alone this year. With this increased building

activity it is likely that there will be a substantial increase
over the year. "

A breakdown by area is as follows:

Anchorage 76
Outlying arers (Willow,

Wasilla, Palmer) 8
Kenail area 8
Bush 4
Fairbanks 1
Total 97

The following is a list of dwelling unit starts 1in
Anchorage for 1980 and 1981. Also listed is the projected
number of starts for 1982. v

Dwelling Unit Starts

1980 1,071
1981 2,601
1982 (projected) 4,000-4,500
The figures almost speak for themselves. The

"projected growth in dwelling unit starts for the Anchorage ara
will be between 35% and 43%.

The impact of this increased activity upon the
consumer 1s obvious. Morecontractors wili be competing for
this new business and our experience with the oil pipeline boonm
indicates that many, of thesenew contractors will be "take the
money and run"™ types.
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Speaker of the House of Representatives Ster Caitol
Juneau. AL'ka V9BII
fWicial Dumpcu Q7) 465-3720
FEBRUARY 11, 1984 Contact: Rep. Joe Hayes or
FOR IMMEDIATE RELEASE Jeff Day
465-3721

HAYES PROPOSES STATE OFFICE IN KOREA

House Speaker Joe Hayes will introduce legislation
Monday that would establish an Alaskan office in Seoul,
Korea. The Korean office would operate in a similar fashion
to the state office established in Tokyo.

Hayes noted that 1in October of 1983 the Governor neaded
a trade delegation to Korea and Japan. The Governor later
stated that Alaska desired more Korean participation in
developing Alaska’s natural re"sources. "Korean business and
government leaders have expressed desires to assist in such
enterprises as road building, pipeline and steel tower
construction and natural gas development. Establishment of
an Alaskan office in Korea would facilitate a stronger
working relationship,”™ Hayes said.

Hayes also noted the exchange of trade delegations in

1981 , 1982 and 1983 and that efforts have also been Jlaunched
to establish at least two free trade zones in Alaska by the
Alaska-Korea Business Council toward a goal of encouraging
development of steel rolling and fabricating facilities for

pipelines and refineries.



"There have been ongoing discussions between
Alaska Legislators and Koreans regarding 1increased tourism
and exportation of Alaskan crude oil, natural gas, coal and

other minerals,” Hayes said. Korea Electric Power Corpor —
ation plans to begin export of about 800,000 tons per year of
Usibeili coal later this year.

"The purpose of the state®s Asian office: has been to
encourage a closer working relationship with Pacific Rim
countries, primarily with Japan. The concerns of Japan and
Korea are similar regarding investment in Alaska. While
Korea has demonstrated a desire to invest in Alaska, no such
effort at establishing closer ties via a permanent state

office in Korea has been undertaken,"” Hayes said. "While the
Asian office"s duties include encouraging our Korean
interests, I think the time has come to devote specific and
greater attention to Korea than is currently possible through
the Tokyo office."

A recent report from the House Research agency noted
that not one state has established a state office in Korea.
"Alaska was the first state t >open an official state office
in Japan in 1965. | think we should follow tradition and be
the first stai—* to open an office in Korea. Such an office
will clearly demonstrate to Koreans that we believe their
country has much to offer us, and we have many resources fronm

which they can benefit as well,"” Hayes added.



The Department of Commerce and Economic Development
recently noted that $1.3 billion worth ot Alaskan resources
were sold in 1982 1in East Asia and Pacific Rim countries.
Host of that was sold 1in Japan, particularly in the areas of
liquified natural gas, seafood and timber. About $96 million
worth of resources were sold to Koi.ta with fertilizer, timber
and seafood dominating the list.

"While the Asian Office has had it"s share of
controversies over the years, 1t is now proving to be an
effective link between Alaska and Japan as evidenced by
increased trade. The potential for increased trade with
Korea 1s as great, and establishment of an office in Seoul

would help bring that potential about,” Hayes said.
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t ATE OF ALASKA 1984 LEGISLATIf t SESSION
FISCAL NOTE

[Revision Date: 2/24/84
Page 1 of 3

REQUEST FISCAL DETAIL
Bill/Resolution No.: HB Agency AffectedCom, and Econ Dvo.
Title: An acC relating to Program Category Affected:
Alaska Foreign Offices
Sponsor ; Hayes BRU, Program or Subprogram(s) Affected:
Requestor: Economic Development Advocates BRU
Date of Request: International Trade Component
EXPENDITURES/REVENUES: (Thousands of Dollars)
FYy 84 FY 85 FY 86 Fy 87 FYy 88 Fy 89
OPERATING

100 PERSONAL SERVICES 125. 3 131.5 138.1 145. 1 152. 4
200 TRAVEL 15. 0 15.8 16. 6 17.4 18. 3
300 CONTRACTUAL 180. 7 189.7 199.2 209.2 219.7
<*00 SUPPLIES 14 .0 14 .7 15.4 16.2 17.0
500 EQUIPMENT
600 LAND & STRUCTURES
700 CRANTS, CLAIMS
800 MISCELLANEOUS

TOTAL OPERATING 335.0 351.7 369. 3 387.9 407, 4
| CAPITAL
| REVENUE |

FUNDING: (Thousands of Dol ars)

CENERAL FUND 335.0 351.7 369. 3 387.9 407 .4
FEDERAL FUNDS

OTHER

TOTAL

POSITIONS:

FULL-TIME 2.0 2.0 2.0 2.0 2.0
PART-TIME

TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:
In FY 85 funds to offset the establishment of the
office could come from the 750.0 the administration
has proposed for a luxury cruise to show Alaska to
Pacific Rim Officials. The establishment of a Korean

office would have greater and longer lasting effect.
ANALYSIS: Attach a separate page for analysis

Prepared By: Jeff Day Phone: 465-3720
Division: House Speaker®s Office Date: 2/24/84
Approved by Commissioner: Date: 2/24/84
Agency: Speaker

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) ; -

fiscal VNOTe



ANALYSIS HB 654 - Page 2 of 3

The Labor and Commerce fiscal note anticipates only one
state employee as the director. Based on several studies
regarding our Asian office, it has been suggested that here
be a second in command available so as not to interrupt the
continuity of the office when the director 1is away.

Proposed changes 1in the fiscal note reflect the following.

PERSONAL SERVICES

Director Range 26 A $4961/ mo x 12
Dep. Director Range 19 A $3193/ mo x 12
SUBTOTAL $97,848/ year
benefits  287. 27,400
TOTAL $125,248/ year
TRAVEL

reduce from 25.0 to 15.0

This will allow quarterly returns to the state for either
the director or deputy and travel within Korea. There will
be little if any need for staff to travel in other countries
outside of Korea as the Asian office is currently doing
since the Korean office is only concerned with Korea. The
Asian office staff has been traveling to Korea and China
since the responsibilities are supposed to include those
countries.

CONTRACTUAL

Reduce Space Expense from 90.0 to 50.0. This covers expense
for office space but not for staff apartment.

Reduce Funds for contract nationals from 78.0 to 40.0. This
should provide for a bilingual executive secretary and a
translator/ research analyst. This should be quite adequate
in view that a deputy director 1is proposed as well.

It should also be noted that there are active university
programs teaching students about Pacific Rim countries and
these students might be available for internship use through
cooperation with Alasxan universities. This would be added
staff potential for the office.



HB 654 - Page 3 of 3

Eliminate other contractual funds in the amount of 17.9
unless there 1is adequate justification.

Reduce Hospitality from 37.3 to 20.0. This may be reduced
further. It s inconceivable that this expense should equal
the current hospitality activities of the Asian Office.
TOTAL REDUCTION IN CONTRACTUAL

from 293.9 to 180.7

Fiscal note for succeeding years assumes a 5% inflat n rate
at continuing leval of service.



STATE OF ALASKA 1984 LEGIS ARAVE SESSI0ON
FISCAL NOTE

Revision Date:
(Page 1 of 2)

REQUEST FISCAL DETAIL

Bill/Resolution No.: HB 654 Agency Affected: Commerce & Economic Development
Title: "An Act relating to Alaska Program Category Affected:

Foreinn Offices ...." Economic Development

Sponsor: Haves BRU, Program or Subprogram(s) Affected:
Requestor: House Labor/Commerce Economic Development Advocates BRU

Date of Request: International Trade Component

EXPENDITURES/REVENUES:  (Thousands of Dollars)

FYy 84 FY 85 FY 86 Fy 87 FY 88 Fy 89
OPERATING
100 PERSONAL SERVICES 101.1 106.2 111.5 117.1 123.0
200 TRAVEL 25.0 26.3 27.6 29.0 30.5
300 CONTRACTUAL 222.9 308.6 324.0 340.2 357.2
400 SUPPLIES 14.0 14.7 15.4 16.2 17.0
500 EQUIPMENT
600 UNO & STRUCTURES
700 CRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 434.0 455.8 478.5 502.5 527.7
CAPITAL
| REVENUE |

FUNDING: (Thousands of Doll ars)
GENERAL FUND 434.0 455.8 478.5 502.5 527.7

FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:

FULL-TIME 1.0 1.0 1.0 1.0 1.0
PART-TIME
TEMPORARY

SOURCE OF FUNDS tq OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach a separate page for analysis

Prepared By: Lois Cook, Director Phone: 465-2505
Division: Administrative Services Date:

Approved by Cominiss loner: Richard A/Lyon - Date: N

Agency: Commerce & Economic Development

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget n
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