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Introduction

To protect yourself and your contractor in a rehab project, there are six critical documents that you will
need to execute: Independent Contractor’s Agreement, Final Scope of Work, Payment Schedule, Insurance Indemnification Agreement, W-9s, and Final and Unconditional Waiver of Lien. We will go over the
function and importance of each of these documents in this system.
Even though samples of these documents are provided on our Mastery site, you will need to make your
own adjustments to them and have them reviewed by an attorney who is familiar with construction law
in your area. Please do not treat this as an optional component of your rehab project. These six documents are your only legal protection should a project go wrong.
6 Critical Documents
You Need

The timing of these documents is also critical. The first five documents will need to be signed before
you start construction, but after you have closed on the property. The last document, the Final and
Unconditional Waiver of Lien, should not be signed under any circumstances until the contractor has
finished work on the project.
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6 CRITICAL DOCUMENTS
Action Items
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r

Download the templates for each of the six critical documents from the
FortuneBuilders Mastery site.

r

Find and retain an attorney who specializes in construction law to review
your documents.

r

Complete the Independent Contractor Agreement Action Items.

r

Complete the Final Scope of Work Action Items.

r

Complete the Payment Schedule Action Items.

r

Complete the Insurance Indemnification Agreement Action Items.

r

Complete the W-9 Action Items.

r

Add a reminder to your calendar one week prior to anticipated contract
completion date to complete the Final and Unconditional Waiver of Lien
Action Items.

6 Critical Documents You Need

Independent Contractor
Agreement
The Independent Contractor Agreement (ICA), in a nutshell, states all of the rules that will legally govern
the project. It will be the contractor’s reference document for how things will be done and will cover
many different aspects of the project:
Permits: The ICA specifically states who (the contractor) is responsible for pulling permits and
scheduling building department inspections.

•

Materials: The ICA details who is responsible for selecting (the investor) and buying (the contractor) the materials to be used in the rehab.

•

Insurance: The ICA puts forth the specific insurance and workers compensation requirements that
the contractor will need to have in place for the project.

•

Subcontractors: The ICA needs to state that no subcontractors are to be hired without your approval. It should also specify that subcontractors are to be paid by the owner and that each subcontractor will also have to sign a lien waiver as applicable.

•

Work Schedule: The ICA gives the times that the contractor is allowed to work at the property.

•

Completion Schedule: The ICA states specific milestone completion dates as well as a final project
completion date. It also states the penalty for not completing the work on time.

•

Arbitration: The arbitration clause of the ICA
details how any disputes will be handled.

•

Responsibilities: The ICA lets the contractor
know your expectations for his or her behavior on the project site. The ICA should specifically state that the contractor is responsible for cleaning up the job site at the end
of EVERY DAY. You want to be able to walk
through the property with potential private
lenders and make a good impression.
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Independent Contractor Agreement
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INDEPENDENT CONTRACTOR AGREEMENT
Action Items
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r

Insert the date, the contractor’s name, your company name, your company
state, and the site address in the appropriate locations in the first paragraph
of the ICA.

r

Insert project start date and end date in the second paragraph.

r

Insert the estimated project cost per the contractor’s bid under Item 3,
Project Cost Estimate.

r

Determine the contractor’s grace period, if any, for completing the job and
insert it under Item 11, Penalties

r

Amend Items 15 (Arbitration) and 16 (Controlling Law) to reflect the
appropriate location-specific information.

r

Add special instructions such as special work hours, hiring and paying of
subcontractors, material selection, and purchase procedures under Item 20,
Special Stipulations.

r

Provide Exhibit A, Services Provided. This is your Final Scope of Work.

r

Provide Exhibit B, Payment Schedule. This item will be covered in more detail
later in this system.

r

Provide Exhibit C, Insurance Agreement. This item will be covered in more
detail later in this system.

r

Insert cost information from Item 3 in the last two lines of the agreement.

r

Ask your attorney to review the revised document for inconsistencies,
omissions, and legality in your state prior to use.

6 Critical Documents You Need

Final Scope of Work

The Final Scope of Work (SOW) is the agreement between
you and your contractor as to what work will be completed
on the property being renovated. It contains explicit instructions and calls out item numbers, SKU numbers, paint colors,
and specific materials. Having a detailed SOW allows your
contractor to work much more efficiently, which is passed on
to you as wholesale pricing and preferential treatment.

6 Critical Documents
You Need

Take the time to walk through the project with your contractor before signing off on the Final Scope of Work. Your contractor will see the project with a different eye and may have
some good feedback for additional work that you did not
think of.

FINAL SCOPE OF WORK
Action Items

r

Download the “Scope of Work” system from the Documents & Resources,
Business Systems and Manuals area of the Mastery site.

r

Prepare your Scope of Work as detailed in the system.

r

Ask your attorney to review your Scope of Work for inconsistencies,
omissions, and legality in your state prior to use.

r

Attach your Final Scope of Work as Exhibit A to your Independent Contractor
Agreement.
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Payment Schedule

6 Critical Documents
You Need

The Payment Schedule sets milestones that need to be reached (based on the SOW) before your contractor will get paid for work completed on your renovation. Using the completion of items as a basis for
payment keeps your contractor motivated to stay on schedule. If you set up a weekly pay schedule, the
contractor may not have the motivation to complete the work within the allotted timeframe, and eventually you will end up in a situation where you have paid out 80% of the fee, and only 30% of the work is complete.
The payment schedule should be set up so that a contractor can reach the first payment milestone relatively soon after the project starts. If you are paying your contractor a percentage of the total fee at each
milestone, you should start with lower percentages at the beginning and increase the percentage as the
project nears completion.
For example, here is what a payment schedule for your
carpenter may look like using this rule of thumb:
1st PMT = Demo and Frame out = 15%
2nd PMT = Insulation, Sheetrock, Doors & Trim = 20%
3rd PMT = Install Kitchen and Bath Cabinets = 20%
4th PMT = Countertops and Flooring = 20%
Final PMT = Punch List and Final Closeout = 25%
The contractor will need to agree to this payment schedule before the project gets started. Do not let a
contractor talk you into putting down money up front to “get the project started.” This could be a warning
sign that the contractor has some sort of financial irregularity in his past that keeps him from establishing
credit accounts with suppliers. It could also just be caution on the contractor’s part if he has not worked
with you before. In this case, setting up a payment schedule that starts out with smaller, more frequent
payments will help establish trust and set a track record. It is also critical that you pay contractors promptly
upon completion of milestones.
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Payment Schedule

PAYMENT SCHEDULE
Action Items
Insert your company information into the header.

r

Insert project address and contractor information.

r

Determine milestones and benchmarks for each payment and determine the
associated amount of money for each item, based on the contractor’s bid.

r

Determine reasonable completion dates for each milestone. Make sure that
your individual completion dates work well with your start and end dates.

r

Fill in the information that you decided on in steps 3 and 4.

r

In the TOTAL line at the bottom, the date should be the project end date, and
the amount should be the full contract amount.

r

Under the total section is a space where you can add extra items such as any
incentives you would be willing to pay for early completion.

r

Have your attorney review the revised document for inconsistencies,
omissions, and legality in your state prior to use.

r

Attach as Exhibit B to your Independent Contractor Agreement.
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Insurance Indemnification
Agreement
The Insurance Indemnification Agreement is a stand-alone document that clearly states the insurance
that you will require the contractor to carry. Even though this is also spelled out in the ICA, it is prudent to
have the contractor acknowledge multiple times in writing that he will meet our insurance requirements
and keep his insurance current for the duration of the job. On your end, you need to make sure that the
requirements in both documents match identically. We suggest that any contractor you hire carry a minimum of $1 million in liability insurance. To support the Insurance Indemnification Agreement, the contractor will also need to supply the following three documents:

6 Critical Documents
You Need

1. Proof of liability insurance
2. Proof of workers compensation insurance
3. Certificate of insurance from his carrier adding you as an additional insured and including the property
address

Insurance YOU Need For Residential Redevelopment Projects
For your rehab properties, you need two specialized types of higher-risk insurance:
1. Builder’s Risk and Vacant Dwelling Insurance insures against the property and its replacement cost should
anything happen to it, such as the electrician accidentally starting a fire and burning the house down.
With this type of policy in place, you would be compensated for the replacement cost of the structure.
2. General Liability Insurance will protect you against lawsuits filed by someone who gets hurt on the
property; for example, a curious neighbor who trips over a pile of lumber and sprains his ankle while
peeking in the window. Even though you will require your contractors to also carry insurance, you need to
have a back up plan in place.
Since both of these types of insurance pose a higher risk to the insuring agency, you will need to purchase
them through an insurance broker rather than your agent down the street. These policies are typically paid
for upfront with a minimum coverage period. Depending on the policy, a portion of the purchase may be
refundable if you sell the house before the term of the insurance has expired. For instance, if you bought a
six-month Builders Risk/Vacant Dwelling Policy for $1200 that had a 50% minimum earned stipulation, the
most you could get refunded would be $600 (3 months), regardless of how soon you sold the property.
We have only found one insurance carrier that issues these types of insurance on a month-to-month basis. It
took us many years to track them down, so you don’t have to!
www.fbrealestateinsurance.com
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Insurance Indemnification Agreement

INSURANCE INDEMNIFICATION AGREEMENT
Action Items
Insert your company information into the header.

r

Insert project address and contractor information.

r

Insert contractor’s name and your name into section A, INDEMNIFICATION
AND HOLD HARMLESS.

r

Verify minimum amount of liability coverage desired as stated under section
B, Insurance. We recommend $1,000,000 as a minimum amount, but consult
with your attorney for standard practice in your area.

r

Have your attorney review the revised document for inconsistencies,
omissions, and legality in your state prior to use.

r

Attach as Exhibit C to your Independent Contractor Agreement.
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W-9
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As real estate investors and business owners, the IRS requires us to issue a 1099 form to every contractor
we pay more than $600 in a calendar year. To be able to issue the 1099, you need to have the contractor
fill out and sign a new W-9 form each year. It is important to have this form completed at the beginning
of the project so that you don’t have to try to track the contractor down when your CPA or accountant
is in a crunch trying to prepare 1099s. This is especially important in cases where you may end up on
bad terms with a contractor for some reason. In cases like this, it would be virtually impossible to obtain
the contractor’s social security or tax ID number to issue them a 1099 reporting income that they would
need to pay taxes on.

W-9
Action Items
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r

Insert your company information into the header.

r

Download Form W-9 from the IRS website

r

Fill in the box labeled “Requester’s name and address (optional)”.

r

Provide form to your contractor and emphasize that you will not be able to
start work on the project until he has completed the form and returned it to
you.

r

Attach as Exhibit C to your Independent Contractor Agreement.

6 Critical Documents You Need

Final and Unconditional
Lien Waiver
Every city, county and state has different laws on how someone can attach a mechanics lien to your
property. A mechanics lien is attached to a property when someone, such as a contractor, makes a claim
that he provided work and services at the subject property but did not get paid in full for said work and
services. The mechanics lien clouds and encumbers the title to the property, making it impossible for
you to sell. To clear the title to be able to sell the house, you will need to pay off, fight, or negotiate with
the contractor to release the lien.

6 Critical Documents
You Need

How do you prevent this? Become intimately familiar with the mechanics lien law in your area and get a
Final and Unconditional Lien Waiver signed before you make the final payment. This waiver states that
all work and services at the subject property have been completed and that the contractor has been
paid IN FULL for said work and services. Have the check ready to go so that the contractor knows that
the payment will be made. It’s important that you never, never, never make a final payment until you
get the Final and Unconditional Lien Waiver signed.

FINAL AND UNCONDITIONAL WAIVER OF LIEN
Action Items

r
r
r

Insert your company information into the header.

r
r
r
r

Insert your state in the last paragraph.

Insert project address and contractor information.
Insert the date, your name, the property address, and the contractor’s name
into the first paragraph.

Insert exceptions, if any.
Insert date again at bottom of document.
Have your attorney review the revised document for inconsistencies,
omissions, and legality in your state prior to use.
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Wrap Up

#1

Independent Contractor
Agreement

#6

This is the main binding contract between
you and the contractor. It sets out all expectations and stipulations as well as the
agreed upon price.

6 Critical Documents
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Final & Unconditional
Lien Waiver

#2

Final Scope of Work
A well-executed Scope of Work
will go a long way to establishing your credibility as an
investor and rehabber.

Never, under any circumstances,
make final payment before all
of the work has been
completed and this document
has been signed.

6 Critical
Documents
You Need
#5

#3

W-9

Payment
Schedule

It is always a good idea to
get your contractor’s information and get this document
signed before starting the
work.

This is a schedule of when
you will make payments to
your contractor based on
specific milestones completed.

#4

Insurance Indemnification
Agreement

This clearly states the insurance requirements needed by the contractor,
both liability and workers compensation.
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