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ASSEMBLY COMMITTEE ON APPROPRIATIONS 

Buffy Wicks, Chair 

SB 1205 (Valladares) – As Amended April 9, 2026 

Policy Committee: Governmental Organization    Vote: 18 - 0 

      

      

Urgency:  No State Mandated Local Program:  No Reimbursable:  No 

SUMMARY: 

This bill imposes requirements for a retention payment between a public entity and an 

architecture or engineering firm. 

Specifically, this bill:  

1) Prohibits a retention payment from exceeding 5% of the payment for a design-bid-build 

architecture or engineering services contract, or amendment thereto, entered into on or after 

January 1, 2027, between a public entity and a firm. 

2) Requires a withheld retention payment be released no later than 60 days upon completion of 

the firm’s contractual services, regardless of whether the project for which architecture or 

engineering services were provided has been completed. 

3) Defines a “public entity” to mean a list of state entities, including each state agency, 

department, or commission, the California State University, the University of California, and 

a list of local entities, such as a city, special district, or public authority. 

FISCAL EFFECT: 

1) Likely absorbable costs to impacted state and local entities to adjust retention payment rules.   

2) Costs of an unknown amount, potentially in excess of $150,000, across impacted state and 

local entities to the extent limiting retention proceeds for design-bid-build architecture or 

engineering services contracts and requiring the release of payments within a certain 

timeframe increases the risk of design delays, disputes, litigation, or the need for additional 

administrative oversight over contracts (General Fund, special funds, or local funds).  Actual 

costs may range from absorbable to significant, depending on the scope of each design 

project and each public entity’s existing retention payment policy for such contracts. 

 

COMMENTS: 

1) Purpose.  According to the author: 

California relies on architects to design safe, resilient, and innovative 

public infrastructure.  Yet under current practice, many architects are 

forced to wait years to receive full payment for work they completed 

long before construction is finished.  SB 1205 ensures that payment 
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practices reflect the realities of professional services, not construction 

risk.  This bill supports small businesses, improves cash flow, and 

promotes a more efficient and equitable public contracting system. 

This bill is sponsored by the American Institute of Architects, California, and supported by 

the American Council of Engineering Companies of California. 

2) Retention Proceeds.  For a construction project, retention proceeds are monies a contractor 

has already earned, but does not receive, until final completion of a project after all work is 

accepted.  Existing law generally limits the allowable retention proceeds that a public entity 

may withhold on a public works project to 5% of the payment, but allows a higher retention 

rate if the public entity determines prior to the bid that the project is substantially complex 

and requires a higher retention rate.  Lower retention rates benefit contractors, as increased 

payments improve cash flow and financial flexibility, but diminish the ability of the 

contracting agency to use retention as leverage to incentivize completion of difficult projects 

or remedy defective or non-conforming work, potentially affecting the agency’s ability to 

complete the project in a timely manner.   

While this 5% cap on retention proceeds applies to public works construction projects, there 

is no equivalent statutory cap on retention proceeds applicable to professional services 

contracts, such as contracts for architecture or engineering services.  As a result, public 

entities retain broad discretion in setting retention payment amounts and dates for design 

services.  This bill similarly establishes a 5% cap on retention proceeds for architecture or 

engineering services provided under a design-bid-build contract and requires such payments 

be released no later than 60 days upon completion of the firm’s contractual services, 

regardless of whether subsequent project construction is complete.  However, this bill does 

not provide a similar mechanism for a public entity to set a higher retention rate if the public 

entity deems the design project to be substantially complex. 

3) Related Legislation.  AB 1885 (Carrillo) reduces the amount of retention proceeds certain 

state agencies may withhold, from 5% to 3.5%, from a progress payment to certain 

contractors on a public works project.  AB 1885 was held on this committee’s suspense file. 
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