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How to Register as a Contractor 

•Register your business with the Department of Revenue 

•Obtain a surety bond or an assignment of savings.

•Obtain general liability insurance policy.

•Complete your Application for Contractor Registration.

•Pay the required application fee of $132.60.
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Type of Contractors 

 General Contractor, 50,839

 Specialty Contractor, 16,728

 67,567 Registered Contractors 
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Monitoring Compliance

 26 Compliance Inspectors

 Avg 1,050 jobsite visits per month

 Close to 270 referrals a month
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Underground Construction 
Economy Task Force 

12/2/24 – Fraud Section and (some) 2008 UETF Recommendations
Scott Nielsen – Labor and Industries



Areas to cover in this section of the presentation

Fraud section:
• How do we determine “independent contractors”?

• How do we identify sole proprietor general contractors who use subcontractors who 
are actually employees?

• How do we investigate?

• Trades with the highest violations?

Results from last Underground Economy Task Force section:
• What recommendations were acted upon



How Does An Auditor Check for Reported Workers 
in Construction (independent contractor test)
• White Case

• Provide Substantial Equipment (cranes, backhoes, dump trucks – beyond ordinary hand tools)
• Provide the Labor of Others

• For an individual providing their own labor, in construction we use the 
Independent contractor or “worker” test to see if they are covered or exempt.  In 
2008, the test was clarified and strengthened under RCW 51.08.181.

• Someone must meet ALL 7 parts of the test to be considered exempt from Industrial 
Insurance coverage

• This new law requires that the individual have a contractors license as 1 of the 7 tests

• Auditors check all expenditures for possible covered work and determine if the 
work is performed by covered workers or exempt independent contractors



Where do Auditors get assignments

• Audit Referrals come in from a variety of sources
• Internal Referrals (most common)

• Claims Managers, Safety Inspectors, Construction Compliance Inspectors, etc.
• External Referrals

• General Public (Ex-Spouses, Employees, Competitors, Labor Organizations, etc.)
• Other Agencies (DOR, ESD, etc.)

• Data runs
• Random Audit Program
• Other cross-matches

• Referrals are screened by the Detection & Tracking Unit and then 
assigned to Audit to be worked



What Does A Construction Compliance 
Inspector Check For On Site Visits
• Compliance with Contractor / Electrical / Plumbing registration and 

supervision requirements and writing Infractions / Citations
• Look for firms that have outstanding debt and make referrals to 

Revenue Agents to help collect that debt
• Look for Industrial Insurance Premium misreporting and making 

referrals to Audit
• Unregistered Employers
• Unreported Workers (including covered sub-contractors)
• Underreported hours
• Risk Class misreporting (misclassification)



Detection & Tracking Unit (DTU)

• In 2004, L&I created a Detection & Tracking Unit.  Part of the purpose 
of this Unit is to screen Audit Referrals for quality

• “Debit Percentage” is a measure of the percentage of time an Audit 
results in an Assessment (vs a Credit or No-Change Audit) 
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Fraud – Trades with Highest Violations - CAVEATS

• Data from FY2016 only
• Not a report we generally run
• This is a very limited sample and could vary considerably between years

• Referrals are generally not made on an Industry/NAICS basis
• It is rare that we do Industry focused audits without a specific violation

• There have been some in the past (Framing / Drywall) but we generally don’t do audits 
without a specific indication of misreporting

• What is “Highest”
• It might be the number of assignments (one of the better indicators)
• It could be the rate of non-compliance (Debit Percentage – although pretty high 

across the board as we have indications of misreporting in order to make the 
assignments)

• It might be the average (mean / median) dollars assessed – can vary greatly



Fraud – Trades with Highest Violations - FY2016



Recommendations from the last Underground Economy Taskforce



UE 2008 Recommendations – Contractor Penalties

• In general it was recommended that penalties be increased

• It was recommended that there be penalties for falsifying a contractor registration form.
• Penalties for falsification were added to 18.27.100(7)

• Penalties for hiring a registered contractor hiring an unregistered contractor were added to 18.27.200(1)(e)

• Based on very recent law changes, penalty amounts are also being increased



UE 2008 Recommendations – Independent Contractor

• Recommended that UBI be required
• Definitions for independent contractor be blended into one 

consistent definition

• The Industrial Insurance definition of “Worker” (Independent 
Contractor test) for was strengthened in 2008 for the construction 
industry with the addition of RCW 51.08.181

• This required that for a worker to be exempt from coverage, assuming they 
did not provide workers or substantial equipment, that they must have an 
active contractor license (also requires a UBI)



IC / unreported worker misreporting percentage
• This measures the percentage of firms that don’t report covered 

workers as a percentage of total audits:
• Unregistered firms with no industrial insurance account (who have covered 

workers)
• Firms with an active industrial insurance account who don’t report covered 

workers
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UE 2008 Recommendations – Expand FAIR Team
• It was recommended that the Construction Compliance Fraud / Audit 

/ Infraction / Revenue (FAIR) Team be expanded from 3 to 6 members
• A working supervisor was hired in late 2008 and the additional members were 

added in January 2009

• In July 2011 – The FAIR Team model was adopted statewide by all L&I 
Construction Compliance Inspectors essentially expanding the group 
even more.
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UE 2008 Recommendations – Increase 
Number of Auditors
• It was recommended that additional Auditors be added

• 4 Audit positions were added
• Construction Compliance referrals were also increased in prioritization
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Construction Percentage
• The percentage of Audits each year in the Construction Industry (from 

all referral sources)
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Education and Outreach

• Verify System

• DTU
• Expanded social marketing
• Contractor Training Days, etc.



IRS Data Sharing Agreements

• In 2008, it was recommended that L&I continue to look at data 
sharing agreements with the IRS

• Data sharing with IRS presented significant issues and attempts were 
discontinued:

• Significant cost of securing and accessing data
• Data from IRS was 2 years old:

• Placed it outside our 1 year standard audit period for most firms with an active industrial 
insurance account 

• Made it minimally useful for other firms given our absolute 3 year Statute of Limitations 
restriction 



Questions
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