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Licensed or Not, Which Contractor is Cheaper?

August 14, 2013

Since I occasionally hire contractors, I sometimes
read the ads for various trades in the local newspapers. Here
in Arizona, the contractors are required to say if they are li-
censed or not in their ads. The majority of the ads say “Not a
licensed contractor.” One that has particularly caught my eye
says, “Not licensed by choice.” I find this a very interesting
marketing choice. When I have spoken to other contractors
who work without a license by the state, and asked them why
they choose to do so, they say, “If I got licensed, I’d have to
charge more.” I think this is a red herring excuse used only to
justify not doing the work to get licensed.

Let’s look at the arguments for and against a contrac-
tor being licensed.

The basic argument against being licensed is that
state licensing involves considerable paperwork, proof of in-
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surance, a bond, a fi-

nancial statement, plus

the expenditure of

money. Completing

all that paperwork, in

addition to requiring

the ability to read and

comprehend detailed

instructions, requires a

considerable time

commitment during

which, the contractor

is not actually in-

volved in activities

that generate income

or additional custom-

ers. For example, the

11 documents required

to be a licensed con-

tractor in Arizona, include proof of a business formation (such
as LLC, partnership, sole proprietor, etc.), a financial statement,
a background check, proof of a bond, and test scores. The actual
application form for a new contractor in Arizona is 10 pages
long, with an additional 33 pages of instructions on how to fill
out the application.

After the paperwork is all completed, now there are the
fees for the license. Licensed contractors need to be bonded and
insured and provide proof of that bonding and insurance. The
actual license fees range from $650 to $1,555 depending on the
type of work to be done, residential or commercial, classifica-
tions, etc. Bonding costs approximately $200 per year for a
$5,000 bond, the minimum bond amount acceptable in Ari-
zona. Those fees can add up quickly. A license applicant is
looking at a minimum of $850, assuming the contractor has
good credit and an acceptable financial statement, in addition to
obtaining an Employer Identification Number from the IRS
(there’s no cost for that) and having a licensed business (there
are fees for this one). I found similar requirements in other
states where the contractor’s license requirements are available
online.

One item on the checklist that intrigued me was
“Original test scores.” I certainly can’t speak to the reliability of

Continued on page 3
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the contractor tests; how-
ever, it appears that these
exams require at least
some basic knowledge of
business and trade. The
required exams include a
“Business Management
Exam” and a “Trade
Exam.” Proving basic
knowledge of these two
subjects sounds like an
acceptable expecta-
tion. Can’t pass the test? Hmmm... Given these criteria, |
can understand why someone would be “Not licensed by
choice” if he had questionable business ethics or couldn’t
read.

What does any of that have to do with the person
who hires a contractor, though? The reasons for not being
licensed are all about the contractor, not the property owner or
manager, which brings us to the possible arguments for hiring
a licensed contractor. There is no guarantee that a licensed
contractor will do better work than an unlicensed one, so that
isn’t the issue. Obviously, you need to check references on
anyone you hire, including looking at previous and current
jobs, checking for Better Business Bureau complaints or Con-
tractors’ Board complaints, and maybe checking Angie’s List
reviews. The issue really at stake is our, the property owners’,
financial and legal responsibility and well-being.

For example, if an unlicensed, un-bonded contractor
gets hurt while working at our property, we are financially
responsible for that injury. If he’s insured, the injury is cov-
ered by their insurance, and we are likely off the hook. If the
contractor is uninsured, or under-insured, we may be finan-
cially responsible. Think this doesn’t apply to you and your
properties? Contact your attorney and ask their opinion.

Another scenario could be if a contractor does
sloppy, inadequate or dangerous work. If the contractor is
unlicensed, we have no legal recourse except to try to track
him down and sue him personally. Chances are not good for
that to be a pleasant experience. Also consider that if some-
one, a tenant or a guest, is injured as a result of that work, we
are financially responsible for that injury as well. Now, if the

contractor is licensed, we can file a claim against their bond and
insurance. With an unlicensed contractor, again we find our-
selves left with only the prospect of personal litigation to mitigate
those costs.

The final piece to look at is the excuse that the contrac-
tor can offer cheaper work when unlicensed rather than li-
censed. This boils down to the difference between price and
cost. The price is what the contractor charges for the labor and
materials; the cost is the dollar amount paid at the end. Things do
go wrong sometimes, even with licensed contractors. The differ-
ence is, with a licensed contractor, there is most likely no extra
cost to us. With an unlicensed contractor, we end up paying twice
for sloppy, inadequate, or even dangerous work. Once to the
original unlicensed contractor, and again to fix the problem they
have caused.

A contractor choosing to be unlicensed is SOLELY a
benefit to the contractor, not the person who hired them; even if
the initial price is cheap. A contractor choosing to be licensed is
a benefit to BOTH the contractor us. It is a benefit to the contrac-
tor since it shows they are serious about their business and have
done what it takes to take financial responsibility for their
work. It is a benefit to us because we are more adequately pro-
tected financially and legally, than we are if the contractor is unli-
censed. Www.rentalpropertyreporter.com
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Changes to SB 179—WI Act 76—Parking On Private Property, Towing & Abandoned Property
Signed Into Law 12-12-2013 Published 12-13-2013
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A Look Ahead At Meecting Topics:

Feb—Political Form
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Other Topics In Months Ahead

e Sheriff Department

e Keith Olsen With Emergency

. Fire & Restoration

e Social Media

o Legislative Day
Update

SB 179

Attention Landlords and
Flooring Contractors!
Cut the cost of
re-carpeting!
We now offer a special selection of rental quality carpet
at incredible low "material only" prices. This is your

opportunity to upgrade the floors in your rental proper-
ties. Visit us this week and save!
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“"GET TO KNOW uUs!"
Including attached back,

12 and 15 foot rolls www.carpetsplusoutiet.com

1241-22nd Avenue, Kenosha, WI * Phone 262-883-9494
Hours: Mon. 10-8/ Tues., Weds., Thurs. 10-6 / Fri. 10-8/ Sat. 10-5/ Sun. 11-4




PAGE 8 KENOSHA LANDLORD ASSOCIATION NEWS

VOLUME 24, ISSUE 9

Tenant Screening Solutions:
D1Y vs. Hiring a Property

Manager vs.
Online Software

When it comes to choosing tenants, most landlords recognize the impor-
tance of screening potential renters before accepting them. If you don’t
take your time determining whether or not the tenants are right for you,
you risk having a bad situation that could result in a lengthy, expensive
eviction battle. Gathering as much information as possible about your
potential tenants can mean the difference between having a harmonious
living situation and a tumultuous one. There are multiple different ap-
proaches that landlords can take when screening tenants. Understanding
how the different tenant screening solutions work, the steps required to
follow through with each, and the potential benefits that each can offer
will allow you to choose the best option for your rental units. Here is a
step-by-step guide to the three main forms of tenant screenings: Do-it-
Yourself, Hiring a Property Manager, and Using Online Tenant Screen-
ing Software. Each has its costs and benefits.

Do-It-Yourself

Running your own tenant screening is definitely possible, but it just may
take you a bit more time. Of course, this means it will likely turn out to
save you some money in the long run. Just be sure you know what
you’re doing (and the amount of responsibility you’re taking on) before
diving into it yourself. To give yourself an idea, this quick guide will
give you an overview of the different aspects of a typical tenant screen-
ing and the steps required to screen your tenants yourself. If you follow
these steps, you’ll have found the right tenant for your unit in no time.
1) Personality/Soft Skills

The first thing you will want to do is evaluate the potential tenant based

Milwaukee Lead/Asbestos
Information Center, Inc.

Rocky Everly, President

MLAIC
3495 N. 124th St
Brookfield, WI 53005

800.720.5323
414.747.0700
414.481..1859 fax

on your
first im-

pression.

You will

want a

tenant that

is respect-

ful and

polite.

Make sure

they are

the kind

of person

you will

want to

or, at the

very least,

be willing

to interact

with on a

regular

basis. Although simply having a conversation with them when you
show them around the unit can easily be the first step in your evalua-
tion, it makes more sense to have the first “meeting” over phone or
email. You can let them know your baseline standards for a tenant
upfront (minimum income, must have a clean background/good ref-
erences, etc.) so you don’t waste your time with any tenants that
won’t qualify. If they meet those standards, allow them to see the
unit. And when you do see them in person, pay attention to how
punctual they are, and if their clothes and car are clean and well
kempt. This may give some insight into how well they will take care
of your unit, and how likely they are to take care of things like pay-
ing rent on time.

2) Rental Application

Here, you will ask the potential tenants for most of the information
you will need. You’ll need their full name, their current address,
contact information, birthdate, and their social security number.
You’ll also want details on their employment history, their landlord
history, and their legal history. Finally, ask for their signature author-

izing the release of their information .
Continued on page 9
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when you run a credit report and background check on them. All of this
information will help you make an informed decision, and is important
to keep on file for legal purposes.

3) Credit Report/Background Check

A credit report can give you a whole host of information. Outside of
whether or not the potential tenant has filed for bankruptcy, it can let
you know if they have been late on any past bills, including car and
student loans. It can also tell you if they have ever been convicted of a
crime, evicted, or involved in a lawsuit. What’s more, it allows you to
look at their overall credit history. This allows you to see how long the
potential tenants have been financially active, how positive their finan-
cial situation has been over the years, and provide income verification.
In order to run a credit report check, you’ll have to ask for certain infor-
mation from the potential tenant on their application. The check re-
quires the tenant’s name, address, and Social Security number. You will
have to make sure that the tenants know you are running a credit check,
and they will have to authorize you to do so, especially because they
will likely have to pay the fee for the credit report check.

4) Reference Checks/Recommendations

Finally, your potential tenant should supply you with a few references,
most likely including former landlords or employers. You should fol-
low up with them and see what they have to say about the tenant. And
believe what they tell you. You don’t want to deal with a troublesome
tenant if you don’t have to, and even people who make the best first
impressions aren’t always fantastic. If everything else about them
checks out, but they have poor references, still think twice about letting
them into your rental unit. Everyone deserves a second chance, but
taking these types of gambles with your business is a bad move.

Hire a Property Manager

After all that, if it just seems like too much work to run a tenant screen-
ing on your own, consider hiring a private property manager to help
you run the requisite background checks and give out the proper appli-
cations to your potential tenants. This person will be sure that all of the
information you are collecting will be accurate and sufficient to deter-
mine if they would be a high-quality tenant. If you have a large number
of rental units, or have money to spare when it comes to running your
business, this may be a good option for you. Consider speaking to other
landlords to see if they use a property manager, and if so, who they use.
It can also help to look at review websites such as Yelp in order to de-
termine whether or not any particular property manager is worth paying
for. Also, don’t be afraid to ask to meet with them prior to hiring them.
They will be more than willing to answer any questions that you may
have about their services.

Generally, people seem to be moving away from hiring property manag-
ers in favor of maintaining total autonomy over their rental units. Be-
cause property managers can take relatively large cuts from your rent
(oftentimes to the tune of 10% a month), there is a significant amount of
your income that is lost. If you would prefer to collect that rent and
spend it elsewhere, you should avoid hiring a property manager. If the
security you feel from knowing that your finances are in order is worth
the 10% cut, then hiring a property manager may be for you.

Using Online Tenant Screening Software

Online Tenant Screening Software, like the Rentalutions offers, gives
you the best of both worlds. Less expensive than hiring a property man-
ager, it still gives you some good guidance that can help you to effec-
tively screen your tenants. It is easier than going it alone, but still helps
you maintain your independence. For a small fee, plus having your po-
tential tenants pay for their own background checks, you can take care of
everything at once. It helps to make sure that everything was done thor-
oughly and completely. You’ll want to be sure to have all of the impor-
tant information before deciding whether or not to accept a potential
tenant, and online software can help you to determine what is most im-
portant. Additionally, when you use an online service, all of the informa-
tion will be kept in one place. The likelihood of misplacing documents
goes way down, and electronic copies of all important documents will be
available at all times.

What’s more, once your business has moved online and you’ve begun
using tenant screening software, it’s easy to transition to other online
solutions for everything from lease drafting and signing to rent collec-
tion. Your tenants will already understand the way your do business, and
it may be easier to transition to those types of online solutions if your
tenants are familiar with the platform.

The Bottom Line

At the end of the day, it’s up to you to decide which option is best for
your business. Depending on if you value your time or your money
more, or whether you hope to strike a balance between both of them, one
option might be significantly better than another. Still be sure to weigh
all of your options equally, and don’t be swayed too much by what you
see in online forums or what was given as advice from friends both in-
side and outside of the business. What may be ideal for one person or
situation may not be ideal for another.

About Rentalutions

Rentalutions’ online rental software helps do-it-yourself landlords be the
best they can be by providing tools to screen tenants, create leases and
collect rent, all online. Learn more by visiting Rentalutions.com. Plans
start at just $5 per month

Www.rentalpropertyreporter.com
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