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The hearing was opened 011 S132}75: relnting to limitations 011 governing bodies rcq11iri11µ. 

directed surctyship bonds. 

SENATOR ESPl•:GARD: Sponsor of SB2}75 ulso i11trodw.:cd this hill. Tllis bill l!;is 11otlii11g to 

do with the requirements. It has nothing to do with the surctyship bonds that get the job right. 

You go to the bank to get the loan. The elw11gc 011 the bill is on Li111.' 1J, nmc11d this hill to incl:tdc 

insun11u:c producer, "specitkd''. I ri.:co11111H:nd n Do Pass fro111 the co1111ni11ec. Si.:c writt1.•11 

testimony. REPRESENTATIVE tv!ARAGOS: Cosponsor of tit is bill. asked 11!1.• co111mittL'L' lt,r 

support of the this bill. He urges a unanimous Do pass. \VAYNE LAUWERS: Spok,.: i11 ltt\'or or 

SB2375. Sec uttuched testimony, SENATOR COOK: Is this prnctkc in North Dakota isol.ited'.> 

WAYNE LAUWERS: Not here, SENATOR LYSON: We have bonding pcopk who bond 

people to get out ofjuil, where a judge only tH.:ccpts bond, Is this the same kind of case? 

WAYNE LAUWERS: Only on public prngrams, SENATOR POLOVITZ: ls it the responsibility 
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of the contractor to make sure he has bonds with a surctyship company'! \Vhat happens is he is 

not reputable'! WAYNE LAUWERS: Yes, that is possible, but not probabk. SENATOR 1.1:F: If 

public entities arc legislative surctyship bonds, arc then.: any kind of stundurds to allow to go on 

as it has? Docs the public entity has certain standilrds'? WAYNE LAUWERS: Surety companies 

have a certain rate. Surctyship compunics tlwt arc not reputable, they arc climim1tcd. They must 

be regulated through the State of North Dakota. SEN1\TOR LU:: Solt would be com111011, but 

not ull the time is a bid proposal'? SENATOR MATIIERN: l c,lll't inwgirw a contrnctor co111pa11y 

not reputable, we all want assurance when we build .. ll!IU{Y ll.lEl.ivlSTl:D: Norlh D:ikota 

League of Cities spoke in neutral of this bill, \Ve me just 1m>11itorl11g govcml11L'III body In rely 

011
1 

frw security pmposl!s, The penalty re fol'L'l1Cl' for go\'crnI1wnl bodies, though no! spL'ci lk 

penalties of government board. R1.:111ovc the specific penalty sel'lion or tile code also. SJ•:Ni\TOI{ 

ESl'ECi/\RD: Thct\! arc two issues here. O11e I.Ilks at specifying certain i11surn11rc: contracts 

reputable company insurance rntl! and bill only spccilh:s you lwve in that i11surn11L·c and lws 

nothing to do with the quality of the bond. Second, the penalty of tlw govcrni11g body insists you 

buy from a certain area. SENATOR LEE: Looking nt governnH.:nt agent as a dcclcd oflkiul. n,1 

office type thing. SENATOR ESPEGA RD: Th!.! cngincl!ring departments ready the bids to be bid 

oil and the surctyship bonds relate to those specs of the engineering depart1rn:nts l<.>r the projects. 

Hearing Closed on S132375. 

Committee discussion followed. 

Senator Polovitz moved a Do Puss us written 

Senator Lee 2nd, ulthough she shnn~s conccms with Unc I 0, as iuapprnpriatc1 IH)Wcvcr, she 

\'v'ould suppOl't bill if unwndcd. 

Scnutor Lyson motion to mnkc n ninendmc11t, otherwise IH.J would vote against this bill. 
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Senator Poiovitz withdrew hif, motion 

Senator Lee moved to amend, delete Linc l 0, change agent/broker to insurnncc pl'Oduccr 

Senator Lyson 2nd 

Senator Flakoll added that agent broker was a grammatical error and needed corrcc.:ting 

Acld "or" 

Senator Watne uddcd that" penalty" should remain, c:overcd elsewhere untkr the duties or the 

Legislative Cou11cil, they would've kL:pt it. 

Senator Lee moved Do Pass as amended 

Senator Polovitz 2nd 

Roll Call Vote: 8 yeas, 0 110 O nbs. 

Cmricr: Senator Mathern 

( These mi11utcs arc from the minutes of the committee clerk. The tilpc from 1-'ebrnmy 8,200 I, 

tape I, Side B, Meter II 5.8-22.2 did not record the minutes of' the hearing.) 
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REPORT OF STANDING COMMITTEE 
SB 2375: Political Subdivisions Committee (Sen. Cook, Chairman) recommends 

AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS 
(8 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). SB 2375 was placed on the Sixth 
order on the calendar. 

Page 1 , line 2, replace "; and to" with a period 

Page 1 , remove line 3 

Page 1 , line 7, remove 11
- Penalty" 

Page 1, line 91 remove 11
, agent/ and replace "broker" with "insurance producer" 

Page 11 remove line 1 O 

Renumber accordingly 

(2) Ot:St<, (3) COMM Page No. 1 ________ _.,.,. _____________________________ _ 
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Minutes: Clrnir Froscth opened the hearing on SB2375 relating to li1nit,1tions on governing 

bodies requiring directed sun:tyship bonds. 

s~m. Duain Espcgmd. Dist 4\ C,rnnd hirks: tl'slilicd in support uf'SB2:\75. I\ go,·crning body 

may not require any person that has to pro,'ith.~ a surety bond under this litlc to rurnislt linam:ial 

datn or obtain a surety bond from a ~pcdlicd insurnncc cumpa11y or surdy company. This Iii\\ 

would stop any practice that would require n contractor doing busincss with a govl'rninµ body tu 

purchase ,l surety bond fro111 n party that the go\'crni11g body dirrcts. If th~: city suys yr u \1:1,·I.' 

buy your bond from :1 ccrtu111 ugrnL This takes awuy the possible conl1ict of' interest thut may 

arise from this prw:tice, Simple bill ol' litirness. 

Rep. Ekstrom :(280) Have there been incidl.'tHs of this being done'!This is why we ha\'c SB~:\7:'i'.' 

Sen, Espcgard : This has IH1Plk't1..·d in other purls of the county and seems to bl.! a trend. I las not 

happened in 'i'J D yl.!t. Proactiv1.~ bill. 

Wuync l .. amvcrs. Forgo : t,~:-.lllkd in support of bill. (SEE ATTACII ED) 
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Rg_p, Ekstrom : (610) Do you own a construction company'? 

Wayne: No. 

Rep. Niemeier: (690) You say that the project owner has the right to have bonds from a 

reputable and financially sound company. Docs this mean that the project owner has approv,il 

rights'? 

Wayne: No. 

Chair rroscth :Can they use this as a method of rejecting a bid'? 

Wayne: As long as the bonding company involved is licc11s1.~d within the state of ND and meets 

the rcquirc,ncnts or the insurance co111111issi01wrs orticc, I don't believe the owner has the right to 

say no or yes. 

Chair Froscth : Any further testimony !'or or against'! I !caring tHlllC, the hearing is closed. 

Tape 2, side A 0300--1600) Chajr Frosctll: What docs committee wish? 

Rep, Ekstrom : I move a l>O PASS, 

VOTE: __Ll_ YES and .J.LNO with 2 uhsl'nt. PASSl~D. Rep, Maru~os will carry Che hill, 
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Mr. Chulrmun und members of the committee. My name Is Wayne Luuwcrs. I live in Furgo, 

I um in fuvor of Senate Bill No. '?3 75 that would prohibit directed surctyship on public projects. 

UHdcr directed suretyship (or an owner~controllcd bond progrum) the required surety bonds must 

be executed by ,l surety company designated by the public owner through an insurance or 

bonding agency ulso designated by the owner. Limiting a contractor's ability to use its regular 

surety pro<lucer und surety company interferes with competitive bidding nnd runs contrary to the 

existence of a free and open marketplace. 

With surntyship a surety stands behind its contractor, acting as u silent partner, representing to an 

owner that the contractor is qualified to do the work and has the expertise, organization, and 

financial resources to complete the project uccording to the specifications and within the 

tirneframe and price bid, 

This qualification process requires a relationship between the contractor, surety agent, and surety 

company. This relationship is built over time and has as its foundation, trust and confidentiality. 

In this relationship a contractor provides the surety with confidential information regarding the 

financial and operational condition of the firm. This may include personal financial information 

as well. This relationship is based on mutual confidence and respect and is vitally important to 

the contractor's growth and success. 1t is comparable to the contractor's relationship with their 

bankers or attorneys. 



.. 

Requiring con~ractors to obtain bonds from a particular ugent and surety presunts un untenublc 

situation for contructors. Jt Is unfair to usk contractors to provide this kind of detailed 

lnformutlon to a surety ugent or company other than the contructor's own. Contructors ure 

concerned that a surety selected by und working for the public owner would not be uble to handle 

disputes h, a fair and unbiased manner. 

Directed surety can also have the effect of limiting competition, Experience shows that mar,y 

contractors refuse to bid projects that involve directed surety. This reduces the number of 

bidders and possibly eliminates the contractor who mny huve been the lowest or most qualified 

bidder. 

I recognize the project owner's right to require that only bonds issued by reputable and 

financially sound surety companies be provided on its projects. Beyond that, the public owners 

should allow the contru~tots to choose an agent and surety company with whom the contractor 

m&intuins an established relationship. 
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DUAINE ESPEOARD, SENATOR DISTRICT 43 

Good morning Senator Cook and members of the Politkal Subs C 'ommittl'C. 

I come today to Sponsor SB 2375. 

Senate Bill 2375 is a bill relating to limitations on governing bodies 
requiring directed surctyship bonds: und to provide n penalty. 

The bill simply says thnt a governing body may not require any person that 
has to provide a surety bond under this title to furnish financial data or 
obtain a surely bond from a ~pcdficd insurance company or surely company, 
agent, or broker, and states that anyone the violates this section is guilty of a 
class B misdemeanor. 

It's a simple bill aud seems as if it one of fairness and as the sponsor uf the 
bill I ask for a "Do Pass" 

Mr. Chairmen there arc others who would like to speak in favor of this bill 
and I would yield to thetn at this time. 

Thank you 


