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LITZANAL AUDIT - Monitaring ang Enforcament of Labor Standards
Region IX

[NTRODUCTION

We completed an audit of Monitoring and Enforcement of Labor Standards in
Region IX. OQur objectives were to detarmine if: monitoring and
entarcament was adequata to detect unreported and underpaid wages;
inspections were adequate to assure workmanship quality; management conzirol
systams were identifying repeat violators; prescribed monitoring procaauras
were followed; and willful violators were reported to management ror
appropriate sanctions.

Qur raview was perfaormed from November 7, 1933 to April 15, 1984 and
generally coversd the period November 1, 1981 through Octaber 31, 1933.
Adherz necassary to explain audit period activities, the review was extanded
to cover prior period actions. We reviewed monitoring activities in the
San Francisco, Los Angeles, Sacramento and Phoenix Officas. I[n addition,
~e made site visits to 21 insured projects and 4 program participants
(3Tock Grant and Public Housing Agencies).

The audit was made in accordancs with aoplicable portions of generally
dccantad governmental audit standards and included such auditing procadurss
as we considered necassary. £xcsot as nocad in the findings, our auagit
tasts and procedures showed that Labar Relations personnel generally
complied with prescrited orogram policies and proceduras, MHothing came ta
our attention that caused us to believe that untastad operations did not
cemoly with apolicadle poiicies and procadures.
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AT ARl
ne TOUNG Liler 2alaticng marsonnal I3 Se enthusiastic zng dadicatadg
EM0I0YReS. In Scme rassaces their affactivaness was hindarad and notad
seficienciss ageravazad Sy Taciors Seyona their control, Heverthelass,
anagement can jniciaca c3rraciive measursas tg addrass our ranorztad
dericienciss in menitaoring activitias and workmanship quality.

Tne government has los: substantial tax revenues becausa of undisclosed
lador wage payments. This occurred because of ineffective labor standards
anforcement and lack of staf? training. Becausa staff did not have
quantifiable measuraments of labor hours required tg complete phasaes ar
tvoes of project construction, they had no objective criteria to signal
11lagal wage undérrepor:ings. As a’resuit, nearly all underpayments wera
disclosad only aftar workars ccmplained or Filad for unpaid benefits. If
Lador Relations staff reczived training or assistancs in evaluating
construction labor hour requirements, they could more readily identify wage
underreoorting and cash payments indicative of labor law violations.

de faund inadequates HUD inspections whera there was d corralation between
labor violations and construction deficiencies. Inadequate inspections
Jccurrad because of insufficient management’ oversight anag 3 general
attitude that identification of poor construction is the awner's
rasponsibility. As a result, poor quality multifamily projects could be
overinsurad and excassive maintenance expenses incurrad correcting
deractive construction. Management needs to reemphasize the importancs
inspections play in protecting HUD's interest and increase monitaring of
inspector periormanca, .

3ecause thers was no system to identify repeat violators, contractors With
lador violation nistories continued ta work on HUD projects and underpay
workars. The Regional Labar Relations Office should establish d system to
identify rapeat violators. Then, Field Offices could more readily identify
vioiations early in construction and take prempt action to exclude
viotators from HUD program participation.

Proactive laoor standards monitaring and enforcement proceduras wers not
carried out. Wage interviews were not done or done inadequataly.
Aaditionally, wage intarviews and payroll discrepancies wera not identified
or actad on when found. Timely submission of weakly payrolls were not
being entorcad and, when submitted, reviews wera not always timely.
Finally, orogram participants were not obtaining evidence of apprenticeship
ragistrations. Responsible HUD starf should be raquired to obtain
ccmolete, accurate and surficient numbers of employee wage interviaws tg
avaluate payroll submission accuracies. Payralls should be promptly
axamined upon submission, compared to amployee interviews and discrspancies
rasalved. Appropriate actions should be taken against contractors wno ara
cardy or rafuse to submit payrolls. Finaliy, Program participants should
Je insiructad on apprenticaship registration raquirsments and mare closely
monicgred,
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niTiTul violatars wers 3

inacequataiy monitorag, 3us

r2farrals do not rasy’: r ions znd management's
cavelcp writian monitaring org - AS a rasult, wiliful v
ccniinued ta work on HUD arojecis and Litor Relations staf? naag i
sufficient infarmation cencerning refarral stacus or resultis., Fielg
fersonnel shouid be reminded of the importancs of rarerring willfyl
violators and management should develop formal procedures to monitor
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rafarral prograss.

Juring the audit we discussad the ahbave conditions with Labor Relaticns
staf?. In addition, we discussad our draft findings with the Ragionaj
Lzoor Ralations Officar on,dune 13, 1984 and providag 3 draft ranorz 3 sne
A2gidnal Offica cn August 23, 1984. ‘hers doorooriate verdal and writsen
<Smments arz2 included and addressed in the findings. The finaings inciugeq
in this report ara the conclusions of the HUD Office of Inspector sanerai
dased on the auditor's tasting of the augizae's operations. The fingings
dr2 subject o raview angd detarmination 2y your office, as %o carraciiva
actions needed in dccordaancs with procaduras in HUD Handboox 2000.5 35V an
the Audits Management Systam. -

FOLLOW-UP ON PRIOR AUDITS

This is the initial audit of monitoring and sniorcament of labor standards
2nd the effact of non-enforcement on war<manship quality., The Qffica of
inspectar General completaed a nationwide review of administration or lapor
sténdards March 21, 1975 to determine if lator standaras had gesn
implementad. There Wera five findings which have been closad; however
scme or the same praolems continue, as discussed in findings 3 and 4 of
this report.

Within 60 days, please provide this offics, for each recommendation cited
in the raport, a status regport on: (1) the clearancs action taken; (2) :he
proposed clearance action and the data to be comoletad; or (3) #hy aczion
i5 not considered necsssary. [f the initial status report does not rasul-
in closing of all recommendations, please provide us, within 30 days aftar
the initial report, a sacond renort of carrective action taken. Also,
2'ezse furnish us copias of any corraspondence or diractives issued ralatad
to the zudit. Findings and recommendations not cleared by 120 days aftar
r200r< issuance mus: De rerarrad to Headquartars with explanations as :o
any the findings cannat be rasolved in accordancs with procaguras contained
in the 3Audits lanagement Systam Handbook 2000.56 REY,
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&rv nas lader stzndards enfcrcament raspensipility for

a ation zdminisctarad by the Dapar=ment. Rearganization Plan
4 of 1950 (64 Stat.1257) made the secratary of Labdor rasponsiale 7or
riding appropriata standards, racuiations, and procsduras g be

wed by various Federal agencias in labor standards enforcament.

O 0O 7

10,
aras
fall

Title 29, Code of Fadera! Regulations, Parts 1, 3, and 5, aoplies to
canstruction financad by Federal loans or grants and mortgages guaranteed
by the Federal Government. HUD's labor standards monitaring and

antorcament requirsments addrass thrae labor laws:

Davis-3acon Act .

This 1931 Act was the first Tegislation raquiring pavment of minimum
#ages to amoiovees working on Federal or Faderalliy financad
construction projects. Minimum 43ges are detarmined by the Denarctment
of Labor based on pravailing ratas in the construction locality and
are applicadle to all contracts exceeding $2,000. 3

Copeland Anti-Kickback Act

Tnis Act was passad in 1934 to prevent contractors from Daying workers
raquired Government rates and taking back a portion. It also praovides
Tor weekly ceompliance stataments and payroll submissions.

Contract Work Hours and Sarety Standards Act

Stipulations of this 1962 Act require payment of not less than one and
one-nalf times basic rates for work in excass of eignht hours a day and
40 nours a week. This Act also established an ippeals procedure and
maces intantional violations a Federal criminal misdemeanor.
IfTactive labor standards viglations prevention and orogram enforcement
responsinility ultimately rests with HUD®s Office of the Assistant to the
Secretary for Labor Relations. HUD delegatas labor standards admini-
stration of Law Rent Public Housing and Community Development 8lock Grant
programs to local and state agencies but monitors, provides technical
support, and ratains overall rasponsibility.
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Fisld Qfficas

San Francisco
Specialisc
dage Assistant
Clark/Tyniss

Les Angelas
s308ci1ailst
dage Assistant

fonaiulu
Soecialist
Wage Assistant
dage Clerk

Phoenix
Soecialist
dage Assistant
dage Clerk

Sacramento
Specilaiist
dage Assistant

Indian Procrams
Speclaiisct
dage Assistant
TOTAL
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s22FTing in Qagisa 1Y was:
Faceral Fiscal Vear
1981 1382 1923 i3cd
i 13 1 3
3 2 2 2
3 3 2 2
2 2 2 2
3 3 3 2
I
L
! i 1
1 1 1
1 L 1 1
1
1 1 1 1
1 1 1 l
1 I 1 1
2 2 2 1
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[NTERNAL CCNTRCLS

4e raviewed administrative controls over racording and monitoring of lador
stanaards requirsments and, as sat forth in the report findings, found such
centrals nonexistant or inadequats.

Region IX vulnerability assessments had not been performed for Qfficas
below the Regional Tevel. Regional Office assessment risk ratings for
surveyed areas ara:

L3abor Standards Saforcement Moderata
Monitaring and Review of 2YAs and 3rantsaes Low
PHA Maintanancs Wage Ratas Law

In our opinion, the above assassments are inaccurate and labor standards
anvarcement should be ratad as highly suscantible to fraud, wasta, and
mismanagement.



FINDINGS ~AND RSCCMMENDATICNS

Finging 1 - Nead z2 icentify Unranorteag Wages

An underground econcmy of cash and unreportad wages for construction
workars Flourishes. This accurs because centractors are falsifying payrol}
racords sutmitted to HUD in an effort to concaal noncompliance with
pravailing wage requirements. Lack of procadures and training to analyza
WOr< hour requiraments of various canstruction trades allows this
uncarground eccnomy to continue, This rasults in a substantial loss of
Faderal and State tax ravenues.

U.S. Criminal Code, Section 1010, Title 13, U.S.C. "Faderal dousing
Administraticn Transactions", pravides tha: conviction may rasult in not
Tor2 then 33,200 fine or imprisonment for not mora than two years, or both,
for macing F2lse stataments on payrolls. Also, the sixtaenth amendment o
the Unitaa States Constitution reaquires citizans to pay Faderal inczme tax.
Tax rates are progressive, therefaore, when income is not reported, ravenue
is 10s: and tax computad on rsported income is at a lesser rata.

Ouring our audit period, Region IX Labor Relations staff collected gross
worker underpayments of about $1,125,000. We believe this is only the "tip
of the icaberg” because nearly all caollections resulted from workar
ccmolaints aftar project completion. By accepting unrecorded or cash
-Jayments, workars become accomplices in an unlawful act and are relyctant
to ccmplain. Additional reluctance exists sinca future emplovment with the
violating contractor would be jeopardized by a complaint,

Underpayments ars made in a variety of ways. One is dgreement to accant
piece wark which is unlawful under the labor standard Acts. Another is tg
agrae to cash payments, or some other method whereby wages are
misraprasentad.

Numerous methods are used to falsify payroll records. Probably, the mos:
common is to show correct total wages but decrease hours worked by dividing
total wages by the orevailing wage rate. This becomes fairly obvious to
raviewers because nours ara sometimes shaown in tenths and nundaraths,
Another method is direct cash Qr check payments to certain employees who
then share the money with other workers. Some employess are then omittad
from weekly payrolls. Other transactions such as payments for equipment
rantal, matarials, or sub-tier contracters, may be used to disquise waga
underpayments.

To detact fraud, reviewers must constantly be alert and usa innovative
Tethods. For axample, caomparison between percantage of work compietion and
reportad labor to total contract amount may disclose variances large
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ncucn T2 investiga:za, A'S3,

2stadiished construction astimating
s2canigues ara avaijania td meas:

)
rs the rsasonanlaness of naurs needeq for
pecific canstruction work, We found only gne Field Office used thesa
stimatas to tes:t -labor ccsts claimed but only on a limitad hasis. Beczyse
U0 Lacor Reiatiens has 10 procaduras or craining to estimata or ccmpara
WOrk raquirements, improper payment practicas and unrenortad wages wers not
idantifiedq,
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Aan exampls of work raguiraments analysis and the magnitude of wage
unasrra2ooriing was contained in a May 12, 1981 report tg USSE
Reorasentative Tom Lantos orepared by the Carpenter Trust Funds of Norzhern
CaliTarnia (sae Aopendix 1 for remort excarots). The report arssantad a
Study oT the Undarcround Cash Econemy as it is ralatad to saiectaq
AUD-insurad orojescs. Primarily throuan analysis of waork nour raquiremen:s
anag ccmoariscn ta payrolls submittad to HUD, the Carpenters Trug: Funas
claimed that 15 tq 75 percant ¢f required cargentry labor hours were not
r2portad for sight projects develogped by one orime cantractor.

w2 Taund nd 8videnca that HUD's monitoring disclosed any carpentry labor
violations an thesa same projects. Review of projects built auring our
3udit period by the same prime contractor showed extensive use of
sdbcentractars in many trades with r2peated histories of documentad Tabor
violations. Again violations were disclosed through warker cemplaincs and
a0t as a rasult of Labor Standards monitoring or analyses.

A.study of the underground economy was also done by the Califarnia ASSemDi y
Committae on Labor and Employment in late 1983 and early 1984, Tastimony
01 the axtant of the cash eéconamy was given by various Tegeral, state, city
ana labor officials rasponsible for monitoring and antorcing libor
svindaras. At a November 29, 1933 hearing the Committae Chairman stacea:

"ATter talking to hundreds of individuals throughout the state --
Workars contractors, labor representatives, and government
anvorcament personnel -- we are now finding out that the 4age and tax
law violations are routine and are occurring everywhers, on avery
type of construction work, both public and privata.

“Special tax audit investigations by the IRS and state agencies
ingicata that as many as 50% of the contractors are now engaging in
some form orf illagal activity -- paying workers in cash withcut
#ithholding faderal and state income taxes, social security payments
and unemployment premiums is one of the ways.,

"This systamatic cheating is costing the public treasury hunarads of
miliions of dallars, reducing warkers earnings, and driving the
honest contractor out of business or underground. "

Ci



juring aur auait cerica, Region IX Labor Relations collectad and disyursadg
©J war<ars about 31,125,000 in underpaid wages on construction of
=U0-insuraa arojects. Generally, taxes wera ccmoutad and sucmitted g zqe
acsiicanla tax coilecting agencies arior to workar disbursements. e
astimatad taxas on wages when HUD staf+ failea to do this. Taxes on the
$1,125,000 wage undergayment recoveries wera:

Faderal inccme tax §198,415

Fica 71,790

Stata inccme tax 56,683

Total . 3326,2359

Although 31,125,000 in callections is substantial, we believe this is only
3 miner portion of actual ¥age underpayments and does not aven start to
measure the axtent of tix free wages paid on HUD-insurad prajects. for
2xamole, auring an inspection of d& project under construction, a
subcontractor told us and a Labor Relations emploves that he pays all his
workars in cash. He statad the workers prerer this practics since the
ccmoany's bank is out of town. He claimed to be paying Davis-3acon ractas.
Subsequent to our sits raview, Labor Relations told us of recent workar
underpayment caomplaints for the subcontractor on this and other HUD-insursdg
praojects. Thesa comolaints, however, had not as yet been pursued or had
possibla underpayments been noted by Labor Relations staff until the
workars' cnarges were filed.

In another instance, Labor Relations refsrrad d case to the Regional
Inspector General for Investigation (RIGI) in July 1979 for a project
ccmpletad in April 1979. An investigation complated in April 1981 rayvealed
nearly every prime contractar employes was paid in cash, but none nag
raportad this. In fact, the prime contractor violations were only
disclosed during investigation of underpayment ccmplaints by a
subconirictor's workars. Oespite falsified payroll submissions by the
orime and one subcontractor, the Assistant U.S. Attorney declined
prosecution. Reasons given for the declination were that: the Labor
Reiations supervisor sided with the contractors; the Supervisory
Construction Analyst did not agree with prevailing wage rates and only
~antad to compieta the project; the referral was not timely; and, the
Sovernment did not sustain a loss. The investigation disclosed 36
emolayeas wers underpaid $264,490. Hot enough maney (3128,000) was
ascrowed at final endorsement tg pay that amount. Not only were warkers
underpaid, but the Government lost taxes on approximately $136,000. In
adaition, we beliave it highly probable that prime contreactor employees gid
Nt r200rt Or pay taxes on cash wages paid. A Temporary Denial of
Participation for the prime contractor was issued March 2, 1933.
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~Acther raason Yar work hour raquirzments analysis is the 13CK of Jdayrs,
T2CJrds wnen casn payments ara invaiveda. Zven if 3 violatar is igentitiza,
it is difficult for Lator Reiaticns to detarmine what snould hava pean
Jaid. For instanca, we interviawed various union Trus< Fund officizls :ng
the State Deputy Lador Ccmmissioner. They cited casas Of racant zash
underdayment disciosures. In same instances, HUD was unania ar unwililing

L2 sursue the casas. For example, the Trust Fund officars statad they
caliectad $200,000 in unpaid fringe benefits from ane contrzaczor warxing on
HUD projects. Yet, HUD would not pursue this matter sincz ng cash pavment
racaords existed. Likewise, a Department of Labor investigation of fnis
contractar disclosed only $5,000 in underpayments because nayrol] racspag
and waorkars' names were unavailabla.

Angtner case citad was a 560,000 underpayment that HUD settiad feor 321,2C0
J8Cause workars who accented cash Adyments were unwilling %3 pravide
underpayment avidenca,

Similarly, the State Deputy Labor Commissioner statad the inv .
orodiem with cash payments is Jack of recaras. To investigat £
73S £9 <ncw wno is AOr<ing on the groject fram such SQurcas 3is zmoinve
intarviaws, an informer, or “plants". For example, on one HUD prajac:
Laoor Commissioner® plantad” g worker with a tape recorder aftar the
Commission received a warkar's complaint. As a rasult, gver 345,200 in
dnderpayments wera disclosed for ane subcontractor. In this casa, =UD
#ithheid underpaid wages from construction advances and transmitieq cthem to
- the State Department of Labor for workar payment. HUD s=3f® A4as unawars of
the underzayments until advisad by the State because it naa no metnog ta
detarmine the amount of wages the contractor shouid nave been raperIing.
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HUD Labor Relations personnel told us they beliave most underpayments ara
not identified. This occurs, in our opinion, because of:

- lack of time and traihing to estimata what hours shouid e ranartag
Oy the various trades (subcontractors);

- inadequate empioyee wage interviews and payrall raviews (Finding
4);

- No systam to identify repeat offenders (Finding 3); and

- failure to refar willfuyl violators (Finding 5) or take other
administrative sanction actions,

aczmmendatiansg

Ae racsmmend you:

1. Provide Labor Relatians personnel training in estimating work hour
r2quiraments or make HUD rersonnel with such cost astimating axpertisa
2vailabie for use by Labor Relations; :



2. Requirs 1or= thrcougn analysis of <stal subcontract cost to
2portad labor costs when aa/roix submissions ars raviewed; and

-
~

3. Have staff preparas work nour requirsment astimatas for orime/
ydbcontractors with prior violations or wnere ccntract and labor cost
cmparisaons indicata passible underrenorting and underpayment of wages.

- 11 -

P N APFT memsesay



< - [y
'12ing 2 - Naen

ot

4 : - T -
C_:mQrcva Araiact Inscactions

w2 Tound inadsquats HUD insoecticns in those instancas whera there was a
correlation betwean laoor violations and construction deficiencies.,
inadequate inspections occurrea, in our opinion, because of insufficiant
managemant oversignt zing a general attitude that identification of paaor
constructiion is the owner's rasponsibility. As a result, poor guaiity
srojects could be overinsurad and excassive maintenance expenses incurrad
correcting defective construction.

Inspectors ares HUD's main defense against contractors who deviats from
contract requirements. Chapotar 3, Section 2, of HUD Handbook 1340, 2A,
L3abor Standards, sets Farth inspection procaduras and statas, in part,
aroject inspecticns snall be made as soan as teasible artar start of
construction, and lapor standards surveillanca of all orojects shall he a7
a continuing nature. Paragraon 3.29(§)(i) states inspectors shall rengr-
any discrapencies or questionable itams ancountarad,

HUD Handbook 4480.1, Architectural Analysis and Inspection for Project
“erzzace Insurancs, aeals with inspections. Paragrapn 1-15 provides the
Secratary will not insure martgages ...unless... all laborers and mechanics
znoloyed on construction of the project have been paid not less than wages
prevailing... in thé locality of the project. Also, paragrapn 4.1b

states:

“Inspections of multitamily housing projects are made tg protac: tne
interest of HUD. Inspections are made to evaluata the arcnitsco's
partormancs, to obtain construction in accordancs with thre con:irzc:
documents, and to report on conformance with the pravailing wage ang
other raquiraments.®

Parzigraph 4.3 designates the Chief Architact resgonsiole for preoer
performance of inspection functions. Paragrach .33 states the HUD
inspector detarmines that construction conforms ta drawings,
scecirications, ana sound building practices within the scage of the
contract. Paragrach 4.51 requirss reporting of errars, cmissions, and
unsatisvactory construction.

Project inspection file raviews showed inspections werz2 regularly perfaormeq
but rarely identified unsatisfactory construction. None of the reports we
raviewed identified labor violations. Alsa, despita numerous cases of
nonpayment of pravailing wages, we found no mortgage insurances denials.
Gzneral contractor construction estimatas incluge labor cos*s basad on
pravailing wages. [f thosa wagas are not paid, projects couid be
agverinsursd.

-
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°r~2j2cts may have 50 or mors subcentractars en various czansiruction irzgas,
<cmpetitive Didaing Traquently rasults in use of less s<illed warkars J3ig
selow pravailing wage ratas and shortcut construction methods leading to
sgor quality work. Subsaquent cost certifications may show understatzad
orafit margins and overstatad development costs to disguisa Tow
syccontractor b0ids and hide labor standards violations., HUD uses these
invalid certifications for project insurancs purposes.

Oiract correlation between labar violations and poor quality cecnstruction
on 17 projects are shown in Appendix 3. On these 17 projects, we found
violations and coanstruc:tion deficiencies in the same construction trades.

J90r workmanship qualitv, in our opinion, results frcm use of inexoeriancza

or unskilled waorkars and short cut cons:ruction methods. Roofing short

cuts result in leaks and costly raof and ceiling repairs. %hile short cucs

in gainting may not be as serious, it does require futurs maintanance

axpenses 0y requiring repainting sooner than anticipatad. ESlactrical snor:

cut deficiencies are not as readily detected but may lead tg serious :
problems such as firas and shocks.

Ccnversaly, some Cirpentry short cut deficiencies can be easily identitied
and may aiso rasult in extensive maintenance expenses. Carpentry short cut
metnods we observed wera “short" nailing and air-pressura nailing. “"Short"
nailing refers to use of fewer nails spaced further apart, wnile
dir-grassura nailing refars to machine nailing with an air-pressura qun,

if too much pressura is used, nail heads will go completely througn siaging
panels. Loose panels leave buildings exposed to elements, rasulting in
leaks and warping. Also, if panels are usad for “shear" dracing, the
Suilding will be inadequately supoorted it panels are not prooerly sacurad,
In addition to poor quality rough carpentry work, we noted short cut
deticiencies in finish carpentry. Examples of this included improperly
ittached door frames and kitchen cabinets.

Poor quality work leads to excassive maintanance costs and incraasad ris
of defaults and foraclosuras. If overinsured, HUD may be unadblzs to discosa
of poor quality projects for insured amounts. As shown in ADpendix 5 and
discussad below, HUD could be vulnerable for 388,914,300 in insured
mortgages.

1. ?rime Cenztractaor No. 4 (page 25)

Thera was a correlation between poor construction and labor
vialations on projects built in the Jurisdiction of three Fiald
0ffices by ?rime Contractor Ng. 4. [nspection renorts did not
disclose sither the poor construction or laoor vialations. The
only inaication that management raviewead inspection activitiss was
initials oy the supervisor on some inspection raparts.

MNDATT MmeAam™



Sacrzmen:a

Wers Seing raviswed on Fiva sudcaniractars gn
-dniractar Ho. 4 grojecis.  Yarious T2IcCs wers
used Jy subcantracicrs o avoid payrail geductions zng Javmens
Tawful wages. For example, to avoia paying tringe Senerizs, t
carpentry subdcontractor claimed workars wers sub-tier contrac-;
while the electrical subcontractor listad all Warkars as gener:
Partners. Lapor Relations sita visits found concrate
subcontractor emplovees warking artar dark by truck headlicgnzs ang
on weekends. No payrolls had been submitted bv the cancrat
subcontractor. we Taund .poor quality waork performed Sy 311 taraa
subcontractors an twa arojec:s:

Wage undarpaymen
saveral ?rims

-
o

(1) Project No. 136-35652., FHA Insuranca (uocn czmpletiasn)

oo
—t
33,332.2C0

2o.s9c, oLl

de Tound a corralation between constructign defacts and :por
viglations in framing, finish carpentry, electrical ang
cancrete work,

(a). Framing Subcontractor. This project was under
construction auring our inspection, The on-site construczign
superintandent confirmed siding was used for “shear" bracing.
de saw nail heads completely througn siding panels from tag
much air gun pressure. This carpentry subdbcontractor (=
Appendix 3) was under labor standards investigation for worc
done on three other Prime Contracter YNo. 4 projects bhuils
during our audit period. Also, arior to our audit perioaq,
wage restitutions to underpaid Subcontractor £ carpentars gn
two other projects were 3139,238. Inspection resorts for
these six projects did not report any labor viglations or
construction deficiencies.

(b). Finisned Cargentry Subcontractor. We Tound prcolems
wWilh goor trames and Kitcnen caoinets. The County Labor
Standaras Compliance Officer, (former carpentry centractor)
accamoanying us on qur inspection, stated extarigr door
frames should be shimmed (ra-enforcad) behind each of thrae
hinges and shouid have at least six nails on hinge sides and
three on door knob sides. We found missing shims, thrae
nails an hinge sides, and no nails on knob sides ar many
nails on knob sides. The latter condition, according tg the
County Compliance Officer, was an attampt to force a frame =3
it an opening of improper siza. 4e Tound no consistsancy in
door frame nailing. Also, many kitchen cabinets were
attachea improperly and woad nad solit. It was the County
Compliance Officer's ooinion, that door frames and caoniners
werea not installed by skilled carpentars and may cause futura
maintenance problems. Eight underpayment comolaincs nad ceen
filed against this subcaontractor on this aroject.




(2}, CTingrata Supczatractor. Racenily scursc zzncraza
#3:XW&YS #&r2 20,y 20Ul w0 inches thick hrzughous tne
Aralact. AU Minimum Yragarty Stanaaras Tar My s famiy
Zcusing <anabock 4812.1 2aragragn 3.3 stazas WA:1XWavs sncu.g
t2 at laas:t tarse incnes. GCur inspecctisn raveziad many cracs
in concrata ¥locrs :nd one unic had a larze noia (adout 3" 3v
") in the bedrocn fliagcr axiznading under the wall in:3 na
living racm.

(d). Qther, There werz also exposad elacirica! Wwiras in
savarai gining areas,

Tntarviews by the Labor Relations Specialist, who also
accomoanied us on our inspection, disclosad: (1) an
slectirician aporentice, working without supervision, statad
ne Wwas paid by piecawork; (2) another warkar wno ratusaa 9
give empioyer or wage information; and (3) a lanascaoing
subcontractor who admitted paying all employees in casn.

AUD inscection rzports did not disclose the aogve
deticiencies.

t No. 136-35851. FHA Insurad’ (upbon ccmpie

«t

ion)

This 128 unit praoject was in rent-up process but had nat Seen
finally endorsed. Mdst of the subcontractors on this projec
Were the same as used on Project No. 126-35632 above. We
tound a corralation between construction defects ana labor

viglations.

(a). Framing, Finished Carnentry, and flectrical
Supcontractors. AS 1n Project No. 136-35632, nall neads
were driven ccmoletaly througn siding panels. One panel was
secured with only one nail and another with only two.
Inspection of vacant units revealad bent door ninges and
split wocd 1n kitchen caoinets. Two kitchens had missing
baseboards. As with Project No. 136-35652, scme dining ar=ass
nad 2xposed wiring and one chandelier was nanging by 2xposad
electrical wires.

(9). Concrets Subcontractar. Ouring our insgection, workars
Aer2 on sit2 raplacing severai sactions of concrate. Discarded
concrata chunks pilad nearoy were of irreqular and uneven
tickness ranging from less cthan one inch to apporoximataly faur
inches, and containea too great an amount of aeboles and
racks. A great amount of sand and mud was with the discarzad
concrate. The rasident manager said the mud rasultad wnen :the
subcontractor pumoed fill matarial under some sunken ceoncerara
ara3s atismpting to repair them, but

- 15 -
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tne coacrats still arcks. Inspeczian of 2ther zsncrata zrazg
raveziad "Jcckag" sections, satches of r2013Csq conerate, zng
Cne 2ra22 wn2rsa csncreta csulsd 3e =ar: away with the bara
Néng. w~e ceiiave the concrata will causa futira maintznanca
orcolems. Page 1 of Apgendix 4 shaws discarded concrats
sampi2 photograons.

AUD inszection ragor:zs did not disclose the 13dove
deficisncies.

Los Anageles QFffica

The Los Angeies Offica was alertad to labor viglations and
Joor quality werk by a workar ccomolaint on Prime Contraczor
do. 4's ogrojsct discussad belaw. Subsaquent rayiaw dv the
Regional 0fTice Landscaoe Architact and the Civil Enginear
cantirmed worker allagations against a landscape
subcontractor. DOuring our raview over $100,000 in undearaaid
Wages had ceen identified. Other project suocentracters ars
Currantiy under investigation for lanor violations. B3asaa on
Lacor Relations raviews of ather Prime Contractor No. 4
rejects, we anticipate labor violations and poor quality
AOrk will be found in other construction trades.

(3} Project No. 129-35077, FHA Insurancs $13,200,000

Construction startad on this 500 unit project on Fabruary 22,

1683. Construction deficiencies from labor violations in
landscaping wera found.

Ragional Qffice review disclosad deficiencias leaving the
project with present and future prodblams. Inspeczion reports
disclosad deficiencies in almost every aspect of landscapoing
work. For examole, thers was inadequata trenching, fauity
sprinkler plumbing and 2lacirical systems, poor soil and
imoraoper planting,

The Regional Landscape Architact concluded:

"an extrzmely poor installation and inspection job has
takan place on this project in reqards to fine grading,
irrigation, nardscape, and ldnascaping. Ffor whatever
reason, timely and knowledgeable installatisng and
insgeczions as raquirad by contract documents did not
tika place. . . .

"i7 allowed to ramain as is, the landscaping and

irrigation 'systams will present future risk to the

Jepartment in the farm of increased watar usage,

2xcessive landscape and Irrigation maintenance and rangir

costs."

r—=
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ragquiraments,

San Francisca 0fFica

We inspactag two Prime Contractor No. 4 Projecis. Physica:
d0pearance was good but maintanancs expenses gxcassive,
leading us tg beliave cansruction defects Wwera deing
cdrractad by on-site maintanance crews. Corralations between
Tabor violations and construction deficiencies notad wera:

(3) Preiact No. 125-35107, FHYA Insurancs

(V)

(4]

7.

i)

50,200

Flickering slectrical lights may be the rasult of imoroper
installation by the same sudbcontractor as on Proiect MNa.
125-35095 discussad below.

(3) Project Ho. 125-35095. Fup Insuranca $5.520.200

Carcentrv and Landscapina Subcontractors. We “sunc

€d Qut, Ccrdickad, and crooked wood trim throughout the

praject. Also, nails had gone throuan sidin as on adove
a g

praojects. Some trees had died and had to be ranlaced.

(b). Electrical Subcontractar. We found circuit braakers
tripping, nower surges, tlickering lights, and imoraperly
installed light sensors and smoke alarms,

Lador Relations staff found the electrical subcaontractor
reported labor costs at only 21 percant of the total
subcontract amount. Also, there were unlicansed electricians
and incensistent ratio of laborars to journevmen. ‘Workars
dlleged they wers paid by piecework and that diuenrint jtams
Wer2 changed. For examole, under sized wires Were usead and
tan or twelve racentacies were installed on a cirzuit ins®zad
of the maximum signt.

This subcontractor has done electrical work on five 2rime
Contractar MNo. 4 orojects in three Fisid Offices. We baliave
thesa projects may also have electrical problems. Labor
violations were found on three of the projects and prooanls
viglations are being pursued on the fourth, Although no
violations for this subcontractor wera disclecsed 5y Field
Qffice staff on the fifth, submittad payrolls wers cInsistan-
with the other four to indicats violations may have

gczurrad,

Prime Contractor No. 4 dengsitad 529,975 pending labor
/iolation investigations on the above chAree subcontractars.
AUD Inssection renorts qig not discinse the 2bgve
derici=ncies.
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(1) Profect Yo. 136-35600, FHA Insurznca $4.078.:170

This project consists of 12 commercial and 92 rasidential uni-s
compietad on Cctster 5, 1982. Review disclosed construczicn
defects correlating with labor violations in aspnalt paving,
Tandscaping, carpentry, concrete decking, and roofing.

sonalt paving and landscaping wers poor throughout the

cme sprinklers wera inooerable wnile others snot watar

welve feet into the air. VYarious individuals told us o
quaiity carpentry work. We could not varify this by aur
insoection, however, because it was mostTiy caverad 2y masonrv.

Qur insgection aid disclose a loose dgor frame (causea oy imorcoer
nailing) as shown on page 2 or Appendix 4.

v e

cr (/Y s
Hhoat L

L3aks frcm cracked concrate decking abave commerciai units
resulted in a 53 percent vacancy rate as watar damage made ira:zs
unusable. (See page 2 of Appendix 4)

Tne project was finally inspected on October 5, 1282, but the tils
roar was still not completed February 1, 1984, as shown an nage 3
of Appendix 4. Some tiles, Wweighing aporoximataly 15 Joundas, nead
Fallen to the ground because of inadequate nailing. [n manv
cases, only one nail held tiles, rather than the requirsq gthrae
nails. (See page 3 of Appendix 4) Flashing was imoraperiy
installed and did not cover nail holes and tile tops. This causad
interior watar damage. (See page S of Appendix 4) Also, imoraper
roof drainage causad -water pools from rain and air canditicning
conaensation. This, in turn, caused detarioration of the rcov
pipe entry flanges.

Thrse HUD inspectors made 40 sits insoections and 21 worker
intarviews during construction. The only indication of imorocer
constiruction was noted by an inspector wna renartad a minor roor
probiem on July 29, 1982. No inspection reports disciosed laoor
vialations.

The argject was sold in August 1983. Shortly aftar transfar,
commercial tanants complained to the new management agent ar wacar
damage from c2iling leaks. When leaks weras first ragortad T3 the
NeWw owner the project was still under quarantae inad should have
deen Fixed by the original owner (prime contractor) or the
dporopriate subcontractor. Insteaq, the former owner's
construction company submitted a 522,963 bid to the new owner )
r2oair concrats decking leaks.

. DRAXT re



Cwnar-iaveigser was awars of leaks gricr =g aras

Tre farear rajac:
S&lz. A Juiy 12, 1983 guarantas inspec=icn reoort shcwad gacx zng
roof lezs. A Sestemoer 22, 1953 inspection rasortsd no laaks.
~nother January 13, 1924 guarantces inspection, however, raengrrcag
avidenca of laaks, unnailed tilas, axposed tila holes, and cracxaq
and missing tiles.

Tne new owner's maintanance crew corractad sprinkler nroblems and
are working on landscaping deficiencies. Aspnalt renair bids ara
averaging 57,000 and repairs were to take place shortly. Dec< znd
roo? leak rapairs had not been done because of the =axorpitant
egxpanse involvad,

Ae beiiave Dettar monitoring by HUD insgectors during construcszion
ccuid have praventad or carractad the abgve deficiencias. Pcor
construction has led to excessive maintanance expensas and may
rasult in mortgage default.

(2}  Project No. 135-35601. FHA Insurance 35,867,200

This 120 unit alderly and disabled oroject was comolated an
Faoruary 15, 193832, Three inspectors made 39 field inspections >ut
found no construction deficiencies. Our audit disclosed
dericiencies in carpentry, asphalt paving, roofing and iron work
correlating to labor standards noncomplianca.

- dood window trim was warped and twisted due to improper
installation, allowing rain s@spage between stuczo and &trim.

- Aspnalt paving was in poor condition with scme parking araas
sunken gbout six inches.

- Roof leaks rasultad in drywali damage in two units. In a
third vacant unit, a water damagea ceiling coilapsed.

- Rough edges on ornamental wrougnt iron frames causad awning
damage.

3ecause of raviews aftar worker ccemplaints, Labor Relations stars
found incorrect ratae, hour, and overtime payments; uncertified
apprantices; improper ratios of apprentices ta journeymen; and
unidentified payroll deductions for carpentry, asphalt, rooring
and iron work subcontractor workers. After construction
comalation, $70,357 was disbursad to workers for undernaia wages,

The management agent was unable to tall us what it cost to nave
maintanance crews ranair constructian defects. 3asad on 21ds ¢
Praject Ho. 126-35600 above, however, we estimata cos:cs w~il! e
detween 15,000 and $7,000 for only asohalt rapairs.
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rime Contracisr Ne. 12

-

3ecause 9T major prcblems optaining payrolls, San Frzncisca Lagor
Relations starT suggestad we inspect this prime contractor's
arov’e
» Jd

n

Projact No. 125-35096, FHA Insurance $2,455,400

s 62 unit project with 20 percent Section 38 was finally
dorsed May 7, 1984. Final endorsement was delayed because
ils reaguested August 1982 did not arrive at SUO until Mawv: 2,
. A 3100,000 deposit was raquirad due to insufficien: wage
rting and cossidle violations on payralls not raviawed
gravious ta the May 7, 1984 final andorsament.

< O s

42 vauna 37 raviews performed hy a fea inspector rom April 13,
1382 to May 31, 1983, which did not adequataiy identify poor
construction., Only & May—12,—10882—inspection was made dy HUD
drcnitactural starf. The June 17, 1983, final insoection r=ngr-
iistad seven incomplate itams totaling £5,900. These inciuagea
missing tile eave caps, still missing when we did our Aoril 3,
1984 inspection. Other poor construction defects, corralating ta
labor violations were roofing, landscaping, carpenszry, plumoing,
concrata work, and air conditioning.

None of these deficisncies wera notad by inspectors until a
orougnt the defects to the attention of the Architectural
gnginearing Chier. '

v

3
b3
1

Qs
3 -t
Coor

AS notad abaove and shown on page 6 of Appendix 4, tile =ave caps
were never installed.on six sactions of the roof. Accarding ta
the rasident manager, seven or eight units developed leaks beczusa
of missing esave caps and ceilings nad to be rapairad. In 1adi-ion
Lo missing eave caps, there were numerous roof sections wi:th
missing, loose, or cracked tiles. (Appendix 4, pagas &, 7)

Lack of sail amendments and incomoleta landscaping caused piants
to die prior to on-sita management. Because the soil did not
a0soro moisture, raplantad shurbs, ground cover, and grass wera in
poor candition. (Appendix 4, page 3)

400den trallisas over upper walkways were improperly fittad and
nailed. (Aopendix 4, page 9) There were also cracked, uneven
facia boards. Imoroperlv assembled plumbing pipes cantinuousiy
seoaratad and flooded various arzas damaging ceilings ana ¥lcer
tiles.



Ccncrete waliways wara crackad and one carner never comolatac,
(fopencix 4, sage 1J) We also notad improoper drainage from 2
csncrata grainage ditcsh and a crzackad Srick Waikway sucocrz,

In our coinion, instaliation of 20 year old 1963 model air
cenaitioners, was ane of the most seriaus prodblems. Thrae air
conaitigner drands werz installed by two subcontractors. I'n .
units, 1963 models were installed. Also, some wera improperty
installed. For example, one was installed backward with the cao:
air vent facing outside wnile another coaled only the Xitchen.

Tne management agent correctad the first, but ceilings may have :23
be openeg to corract the second.

(93]

In addition, 3 third air conditioner suoplier sued ane of the
instailation subcontractors for nonpayment. This rasultzd in
adaizional maintenancs problems hecause the suopiiar wouid mot
furnisn repair parts for the 1963 air conditioners Sut the
instalizar was heonoring a labor warranty. Caonsaquenzly, a foursh
cimoeny sometimes was called to perform renairs.

or Relations staff recaived no payroll recards from one air
ditioning subcontractor and were unawars of it invoivemen:
1 we informed them. We do not know if other subtcontrictars
2d on the project and did not submit payrolls because only
2 emplovee intarviews were performed. Interview information
ined did not agree with submitted payrolls.

#e discussed the above deficiencies with the Cnhier, Architac=ural
ind Ingineering 3ranch, who subsequently made a ninth month
guarantze inspection. His report addressed trellis work
deficiencies, cracked Walkways, and minor latant defects. The
renort ilso noted landscaping problems but determined they wer=a
maintanance relatad.. Roof tile eave C3ps were considerad an izzm
of delayed complation and $4,000 was to be escrowed for this
purpose. Tne raport did not mention air condizioner or plumoing
proolems. The Chiaf said these deficiencies wera the gwner's
resgonsibility; therefore, he did not verity the infaormation
concarning plumbing and air conditioners. He also said it is not
AlD's problem if subcontractors are not naid.

42 do not agree with the architectural and Engineering Chiaf. we
axpect =axcassive maintenance expensas ta continue due to nnor
construction and use of 20 year old air conditioning models. The
management agent said he had never had nroblems of this magnitude
on ather managed projects. He blamed axcessive maintenanca
problems on construction deficiencies. The project was in dafau:
prior o occupancy and excessive maintenanca axpenses may caiuse
derault again with subsequent foraclosura. In its prasent
condition, it is our opinion HUD may be unable to recaver its
coss if foraclosurs occurs.
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cirrzlzzicn selseen lacer violaticns and poor construction was not cen
13 =UD srofacts. We zlsa founa the ralaticnship on HUD monitaraq ora’
Fir zxamale, Sacrazmento Housing ang Redevelocment Agency inszecticn r
Tirakey Projact No. CA-30-PC0-7C0 identified numerous canszructis
ancies and rsguirad corractions. On the other hand, RUD's insp
S of the same project ravealed little. The Acting Chisf of
nitaciura and Ingineering said the Housing Agency inspector was "oicky?
but agrzea the HUD inspector should nave reported the construc=ion
propbiems. He was of the opinion that they probably were not raportad
decause HUD has no-control over the agency. We do not agree. Sinca 4UD

funas Turncay Projects it shouid assurz prooer construct:on occurs.,

v
]

c cticn
ar
i

s 7Y €6)
L L O

v 4y

2ccmmandaticns

de raccmmend vou:

i. Qiract inspec:tion personnel to mora tharouanly =sxznine workmansais

. Requirs management monitoring of inspector's perfaormanca and
Jocument such manitoring;

3. Advise inspection personnel to racord notaed canstruction
deficiencies on inspection resorts for carrective follow-up ac:tion;

i, 'Instruct inspectors to perform an adequata number of emploves
intarviaws and report known aor suspected piacework payment practices &9
Ladbor Relations staff; and,

5. Emonasize the importancs of inspections ta orotect HUD's intares:
0y assyring construction in accordance with contract: documents and quality
sor<mensnip standards.
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Finging I - Svsism Yeedsd to Identifv Recurrant Labor Stencaras Viglazors

cdrrent procaduras were not effective in identifying contractors wicth ador
violation histories. Zecause no systam existad to identify rapeat
vioiators at the Regionai Office level, contractors with labor violazicn
nistories cantinued to work on HUD projects.

Piragraph 4.la of HUD Hancbook 1340.3A, Labor Standards, statas in part:

A #ell-administared labor standards enforcement pragram depends uocn
the accuracy of recorded information and the smooth flow of such
information from fiald agency to the Region to the Central Offica.
The aczuracy ana flow of information is not only necassary for zcoc
agministration, it is raquirad for legal prosacutive afforts, premoc
rastituticn to underpaid workers, fair traatment of centractars, ang
the data requiraments of the Denartment of Labor.

The ibove critaria were not adhered to. We Found existing renorting
raquiraments inadequate to identify repeat violators at the Regional Jrfica
level. Also, at the Field Of*ices we reviewed, we found poar or s
incsnsistent record Xeeping practices. For example, the Sacraments Jffica
29T numerous logs and records but most were incomplete or inconsistent.
shera2as, the Phoenix Offics only maintained a complaint log and check
ledger.

The San Francisco Office had a check ledger and voucher log but mos: other
r2cords nad deen destroyed. Yet, none of the records were designed or usag
‘Lo identity contractors repeatadly violating labor standards.

The proolem was magnified at the Regionai Office level since it was not
ipprised of who violators are. Therefore, haditual offenders under one gr
more Field Office jurisdictions were not identified.

The Regional Labor Relations Officer-is apprised of labor violations at the
Field Offica level by two statistical reports. The firs: is a monthly
statistical workload regort which summarized Field Qffice work unit
ictivities. This reoort, however, does not provide usaful control data to
identify rapeat violators. The report does not indicate the number of
violations found or names of applicable prime or subcontractors. It also
does aot indicate the nature of the violation, if it was confirmed, or the
amount. Reports were submitted sporadically prior to our audit, but
currantly were up to date.

The sacond means used by the Regional Labor Relations Officer to track
Fiald Office activities is a semiannual Labor Standards Enforcement Renort,
Tnis re=oort shows such information as: number of prime contract awards on
JUD-assisted projects subjact to labor 13ws: number of orime/
sydconiraciors against whom complaints were received; numeber of labor
standara investigations initiated by Labor Relations starr; number of

E , T
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-ions ccmolietaa 3y Labor Relations star?; znd
ntractars Tound in vioiaticn as result of

i in, however, the raport does not identiTy the natura of
aticn, if was contirmed or names of violators. Therafara,
ngither the Regional Labor Relations Qfficer or Field Q0fFica personnaj
couid raadily identify repeat labor violators. Information should te
availadle so that reviewers are awars of previous contractor violations
r2quiring increased monitoring effort.

?

in additvion to the above two statistical raports, Title 29, Part 5.7 ang
Chaoter 5 of Handbock 1340.2A require submission of a Final gnrorcament
Resort for a project/orogram participant if violations ars in excass ot
$3C0 or willful. The report is supposa to be routed from riela Officas
<arcugn the Ragion and Headquartars to the Oepartment of Labar. The raoor:
s 2isg supposa tg identify: project; arime contractar ang violation, if
iny; sudcencractor(s) in vinlatieon; and names of underpaid warkars zang
~astituticn amcunts. In our opinion, these 3.7 Znforcament Renorts wou.d
Se an excallent source of data for establishing a system to identify rapeat
violators, The reports, however, were not being prepared by Field OfFica
staffs.

decause there was no control system at the Regional OfTica level, willful
repeat violators in Reqion IX were not always identified. For examola,
using available Sacramenty Qffica records, we identified six subcantractaors
“no violated labor laws more than ance on 15 HUD projects ana two
fUJ-monitored program participant projects. As detaiied in Appendix 2 and
summarized below, nine diffarant grime contractors and six constructiaon
trades were involved in contracts totaling aver 347 million:

Numbper of Number of Subcoantrac:
Praiect Tvoe . Projects Subceontracts Amount
HUD Multifamily 15 30 546,784,862
California Housing

Financa Agency 1 1 176,802
Sacramento Housing and

Radevelopment Agency 1 3 294 239

Tatal 17 24 547,226,114

42 analszea subcontract and underpayment 3MOUNCS FOr Swo 9F the Six
succoniractors (3 and C in Appendi< 2) as shown Selow:
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Subcsontractor 3 Subcontriczar C

Zan- Suo- unger-  rfer- SupD- yndsr- car-
structicn Contract payment Cant- Contract paymant (Can:-
Startaa ?Project No. Amount Amount agsa ~mount Amount ige
12/79 136-35573 § 185,000 § 14,257 7.70%

7/30 136-35579 § 242,200 8 2,332 1l.l5% 169,000 12,776 M3z

8/30 136-35380 246,476 22,090 8.96

o Sl 136-356238 75,867 8,330y 11%24

5/31 136-35630 - 307,346 39,935 12,29

/82 126-35600 185,000 31,066 15.79

3/32 126-33601 375,500 62,392 15.39

3/52 135-35031 220.0C0 13,183 8.25 143,102 2 A=, 1S 525

Tatal 51,022,200 31id4,673 51,131,991 3171 079

Ratio of total underpayments
ta contract amnount:

y—
V—
rJ
ok

10.7%

As sheown, tatal wage underpayments were $114,573 and $121,079, or 11.2 znd
10.7 percent of total subcontract amounts. In addition, underpayment
ritios tanded to incraase on more recently complated projects.

ot only wera identified violations matarial in ralation Lo contrac:

gmounts, but both subcontractors continued pertorming work on other HUD, ar
HUD monizarea, projects. In addition to the above viglations on Sacramen:a
insured projects, subcontractor 8 compietad a $231,000 contract on San
Francisco Project No. 121-35705 in Auqust 1981 with labor violations. Aiso
bath subcontractors performed work on thrse Sacramento Housing and
Redevelopment Agency turnkey projects under a different prime contractor
ana continued labor violation practices. The Regional Office issued
témporary denials of participation on May 3, 1983 for subcontractar C anag
on Septamoer 15, 1983 for subcontractor 3. We found, however, =mploveas
and an gwner of 3 were currently emploved on another HUD project under a
difTarent company name.

All six identified subcontractors shown in Appendix 2 had rapeatad iabor
viglations but thera was no system to determine if they had performed work
on other HUD projects not included in our raview. Subcontraczors 0D ang £
nave changed campany names, but we could not determine if they wer=
currsntiy pervorming other HUD constructian,

- - -
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To determine the magnitude of subcontractors with identified Tabor
violations in Region IX who were repeat violators, we analyzed $140,835 in
undarpayments for ten additional subcontractors who had workad for two or
more prime contractors:

No. of Projects Amount
No. of Prime With Identified of Worker
Subcontractor Contractors Violations UnderPayments

OQWONO U WN —

—

3,795
$140,835
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As shown, $140,835 in violations occurred on 30 HUD projects under 23
various prime contractors. As of April 1, 1984, disciplinary action had
been taken against only one of the ten subcontractors.

de performed similar tests on prime contractors for the four Field Offices
reviewed and had similar results. For the 10 prime contractors, tested,
with identified labor ]aw violations, we found eight had violations on
other HUD projects:

No. of Sub-
Prime Contractors Amount of
Contractor No. In Violation No. of Projects  Under Payments

1 4 i $ 48,118
2 6 3 13,416
3 8 3 16,221
4 11 7 93,331
5 Unknown 2 57,412
6 3 1 112,704
7 13 3 97,530
8 6 5 15,795
9 4 2 53,319
10 14 5 62,114

over 69 32 $570,010

The problem with repeat violators that remain unidentified at the Regional
Labor Relations Office level was compounded by the fact that some
contractors perform work in different Field Office jurisdictions. For
examole, Prime Contractor No. 4, above, was constructing seven projects in

three Field Qffice Jurisdictions as follows: -
- F Sl
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No. of No. of Loan

Field Office Projects Project MNo. Units Amount
Sacramento 2 136-35652 168 $ 5,029,400
: 136-35651 128 4,164,700
San Francisco ¥ 121-35772 248 11,800,000
121-35778 185 9,316,000
Los Angeles 3 122-35570 75 3,358,800
122-35466 184 5,500,000
G - . 129-35077 500 18,300,000
Total 7 1,488 $57, 468,900

Labor violations nad been detected on four of the above projects to date.
4e found poor quality work on three of the four, as discussed in Finding
d0. 2. Scme repeat offenders identified from prior projects built in one
or more Field Office jurisdiction had not been found in violation by Labor
Relations staffs on the above projects. Yet, submitted payrolls indicated
a continuing violation pattern. If a system existed to identify prime and
subcontractors with violation histories, Labor Relations staffs would be
able to concentrate enforcement efforts early in construction thereby
limiting subsequent violations and more readily cumulate viaglation
documentation for investigative and debarment referral actions.

Reccmmendations

de recommend you:

1. Advise monitoring personnel to prepare and submit required Final
Enforcement Reports; K

2. Develop a system to identify and list each contractor and
subcontractor that violates Labor Standards in Region IX;

3. Provide violator listings to Field Office staffs for monitoring
purposes; and,

4. Instruct Labor Relations personnel to take prompt referral action
in cases where repeat violators are found.

- 27 -
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Finding 4 - Need to. Imorove Proactive Monitoring Procedures

Existing proactive monitoring practices to detect Tabor law violations need
improvement. Because of the low priority given proactive monitoring, the
lack of clear duty delineations, and inadequate training, detections had
been generally ineffective and HUD resources used on af ter-the-fact wage
restitution cases. Emphasis should be placed on adherence to worker
interview requirements, payroll record reviews, and apprenticeship
controls. ;

Labor standards monitoring is done to determine if labor laws are complied
with on HUD-funded and insured projects. Monitoring is primarily the
function of the HUD Labor Relations Office through its Regional Labor
Relations Officer and Area Office Labor Relations Specialists. Regional
Offices coordinate monitoring of all programs except the Community
Development Block Grants (CDBG) and Public Housing Authorities (PHA). For
these, monitoring is delegated to recipients but Labor Relations has
oversight responsibilities.

Effective monitoring requires knowledge and day-to-day application of
various control techniques and procedures identified in Handbook 1340.3A.
Proactive procedures include verifying contractor eligibility prior to
construction start and holding preconstruction conferences with emphasis on
labor’ standards and requiring evidence of apprentice registrations before
work starts., After start of construction, monitoring consists of payroll
record reviews, employee interviews, and on-site inspections.

Paragraph 4 of Handbook 6500.3 applicable to CDBG programs and paragraph
12-13 of Handbook 7417.1 REV-1 applicable to PHA programs set forth
policies and procedures for local contracting agencies to properly
administer and enforce labaor laws. To ensure adequate enforcement, HUD is

responsible for providing technical training and assistance and performing
monitoring reviews.

Paragraoh 4-5c(l) of Handbook'4460.l describes the major duties of an
inspector while visiting a job site during construction. As part of the
duties, it is a requirement to conduct employee wage interviews.

As detailed below, we found that responsible Labor Relations personnel,
designated support employees, and HUD program recipients generally were not
in compliance with applicable interview procedures, payroll reviews, and
apprenticeship registration requirements. As a result, scarce HUD

resourcas were devoted to developing post-construction wage restitution
cases.

a. (0On-site interviews were deficient and analysis inadequate to
identify vialations timely

Paragraphs 3.la and 3.2b of Handbook 1340.3A address the need for
periodic on-site job inspections, employee interviews and project
surveillance. Surveillance should begin as soon as feasible
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after construction starts allowing sufficient time for most trades
to begin work and at least one pay check to have been issued.
Paragraph 3.2g emphasizes the importance of sufficient employee
interviews to establish payroll records accuracy and the nature and
extent of any violations. Interviews are to be representative of
all classifications of project employees.

Record examination procedures are prescribed in Section 2.9. The
completeness and accuracy of payrolls should be checked as to
names, addresses, job classifications, hourly wage rates, daily and
weekly hours worked during the period, gross weekly wages earned,
deductions, and wages paid.

Paragraph 4.1la emphasizes the need for accuracy and a smooth flow
of recorded information. Such is not only necessary for good
administration, but also for prosecutive efforts, prompt wage
restitutions, fair treatment of contractors, and Department of
Labor data requirements.

As detailed below, we found instances where interviews: (1) were -
not performed timely; (2) insufficient in number and coverage;
(3) disclosed discrepancies that were not detected or pursued; and
(4) were improperly documented.

1. Insufficient and untimely interviews

To determine if on-site worker interview procedures were properly
followed, we reviewed activities on 22 projects with documented
wage restitution cases where the violation was found after
construction. We found that for 17 projects (cases) or 77 percent,
worker interviews were either not done, insufficient in number, or
untimely. The following summarizes the 17 cases:

On-site Worker
Interviews

CDBG and PHA Funded No. or
Project/Contract No. ‘Construction Period Workers Dates Total
Sacramento CDBG-No. 1476 8/3/81 - 8/26/81 1 8/15/81 2
. 1 8/26/81
Sacramento CDEG-No. 1639 3/27/83 - 8/15/83 -0- -0- -0-

Sacramento Housing & Rede-
velopment Agency-Phase VIII  8/1/82 - 12/31/83 3 6/27/83 4
1 7/29/83
Sacramento Housing Rede-

velopment Agency-No. 8182 11/17/81 - 12/24/31 -0- -0- -0-
Richmond PHA-CAL 10-11 4/17/83 (Still under 18 1/ 18
construction) -
Richmond PHA-CAL 10-2 8/3/81 - 5/28/83 1 8/24/81 5
3 8/30/82
1 8/31/82
Richmond PHA-CAL 10-3 12/10/81 - 6/17/82 -0~ -0- -0-
Oakland CDBG-No. 72210 3/27/81 - 5/26/81 1 4/29/31 1
Oakland CD8G-No. 76870 9/5/83 - 10/19/83 -0- -0- -0-

1/ Interviewed employees of only 4 of 10 subcontractors on site.
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On-site Worker

Contractor Trade Interviews
with violation- No. or

HUD Insured Projects Construction Period Workers Dates Total
Carpentry-125-43008 2/2/83 - 3/7/83 -0- -0- -0-
Drywall-125-43008 2/19/83 - 5/17/83 -0- -0- -0-
Plastering-121-35736 9/7/82 - 10/12/82 -0- -0- -0-
Drywall-121-35714 6/25/81 - 8/4/81 -0- -0- -0-
Tile Installing-121-EH059 5/26/83 - 11/9/83 -0- -0- -0-
Nursery-121-35702 5/4/81 - 6/16/81 -0- -0- -0-
Orywall-125-35698 1/726/81 - 4/28/81 1 1729/81 )
Flooring-121-43094, 12/21/82 - 1/28/83 2 1/20/83 2

As evidenced above, violations occurred in 17 projects where worker
interviews were not done, were insufficient in scope, or done
intermittently during or near construction completion., Ten
underpayments were disclosed by worker complaints after completion.
Most of the remaining were found in payroll reviews after contract
completion or because no payrolls were submitted.

2. Number of interviews and coverage not adequate

Horkers interviewed did not represent all trades on HUD-funded and
insured projects. We found inadequate coverage for all 22 projects
we reviewed. The following examples illustrate the type of
deticiencies found:

No. of Subcontractors

Project Employed Interviewed
626-630 I Street 3 2
Phase VIII Proposal 1&2 15 3
Sacramento CDBG-No. 1693 4 1
OakTland CDBG-No. 72210 14 5
Richmond PHA-CAL 10-11 10 4

In enother case (CDBG Contract No. 1476), although 6 subcontractors
were used only a laborer and apprentice grade checker were
interviewed near the end of construction. This contract was
reviewed by the Field Office during a monitoring visit but the
ensuing report failed to address this deficiency.

In another case (Project No. 121-35714), only 2 empioyee interviews
were conducted of one of 30 subcontractors working on the project.
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Discrenancies from interviews not detected timely or pursued

tmployee interview documentation differed from submitted payrolls.
Yet, responsible monitoring personnel either did not detect these
discrepancies or, when detected, did not pursue them.

Of the 22 projects with labor violations reviewed, there were 7 or
32 percent where interview results contradicted submitted payroll
information. In all 7 instances, the discrepancy was not pursued.
Subsequent investigations were made, and violations detected as a
result of employee complaints or, in one instance, because of State
labor agency inquiries.

Project | Discrepancy

CAL 10-2 3 employees interviewed on-site were
not on submitted payroils

121-35698 Interviewed employee was not on
payroll report

121-35736 Hours reported by 2 workers during
interviews differed from the payroll
report.

121-35713 Worker piecework complaints during
interview not pursued.

121-35683 Interviewed employee not on payroll
report.

121-43094 Interviewed employee not on payroll
report.

121-35663 3 Interviewed employee not on payroll
report.

Examples of discrepancies follow:
CAL 10-2

Three flooring subcontractor employees were interviewed on August
30 and 31, 1982. The subcontractor's certified payroll, however,
reported no work during these days. This contract was reviewed on
September 9, 1982 by responsible HUD Labor Relations personnel
during a monitoring visit. A December 3, 1982 report to the PHA
did not address this discrepancy.
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In April 1983 four flooring subcontractor employees complained to
the PHA of improper wages paid. A State labor investigator
concluded: submitted payrolls were falsified; $22,368 was due the
four employees; and $10,300 in penalties should be assessed against
the subcontractor.

121-35698

A subcontractor employee was interviewed by a HUD inspector on
January 29, 1981. Ouring the interview, the employee stated he
worked 8 hours on January 28, 1981. Submitted payroll records
reported no work by the employee on either of these days. Althougn
the Payroll Examiner annotated the discrepancy, no action was
taken. A complaint was received by another employee of the same
firm on September 13, 1981 and restitution of 31,253 made on May 3,
1982. We could find no record of restitution made to the
interviewed employee even though hours and rate of pay were the
same as the complaining employee's.

121-35736

Two interviews of a subcontractor's employees were found. One
interview reported an employee worked 8 hours on September 7, 1982,
Payroll records, however, reported the employee worked only 4
hours. The Payroll Examiner annotated the interview acceptable
with an "OK" but did not date the form to show the review date.

The other interview of August 10, 1982, reported another
subcontractor employee working. Payroll records, however, reported
no employees working on August 10, 1982.

After construction and before final endorsement, $8,000 had to be
escrowed because all payroll reports had not been received.
Subsaquent review disclosed the subcontractor had not paid
sufficient wages for 6 workers.

Imoroper documentation of interviews

de found on-site interview reports were generally not properly
documented. Of 169 separate interview reports reviewed, we found
440 instances of improper documentation:

Number of instances
Questions not documented not documented

Last date worked before today
Number of hours last date worked
Hourly pay rate

Is worker an apprentice?

Duties performed?

Tools or equipment used?

Paid 1 1/2 times for overtime
Zver threatened

— =N
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Control remarks not documented

Duties observed by interviewer 10

Remarks by interviewer 125

Signature of interviewer and date 1

Payroll examiner remarks 111
Examiner signature and date of

payroll review 109

) 44

—
——

We spoke with responsible HUD Architectural and Engineering
personnel required to conduct interviews. They informed us they
were unwilling to conduct interviews, because it was not part of
their "normal" duties and considered it their lowest priority. We
also spoke with responsible interviewers at program recipient

of fices and found varied practices as to frequency of interviews
done. Responses were mixed, ranging from "when they can", "if they
seée a new employes", "at least once a week", or "once a month."

At one program recipient agency, we inquired as to what training
was provided in conducting employee interviews. We were informed
the only one-time training ever conducted consisted of a 15-minute
briefing just prior to when the interviewers (construction
inspectors) were leaving to go on site.

Untimely payroll submissions and reviews

Paragraph 2.9a of Handbook 1340.3A requires each contractor and
subcontractor to submit a completed payroll for each week from the
time work starts until completion. From submitted documents,
responsible monitoring officials are to compare wage and job
classifications to payroll records. Payroll records are to be
examined promptly to correct labor standards problems before they
worsen and while workmen are still available. The Handbook
emphasizes special attention be given payroll reviews during early
construction stages.

We found required payrolls were not submitted timely. As a result,
this monitoring procedure had been generally ineffective in
identifying violations. For the 22 wage restitution cases we
reviewed, the following 12 had continuous late payroll submissions
by the violating prime or subcontractor:

Prime/Subcontractor Submitting

Project or Contract Mumber Late Payrolls
125-43008 Carpentry
125-43008 Drywall
121-35683 Drywall
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121-35736 Drywall

121-43094 Drywall
121-43094 Flooring
121-35663 Masonry
121-35702 Nursery
121-35702 Carpentry
CDBG-1476 Prime.
CDBG-8182 Rehabilitation
CAL 10-11 Prime

0f the remaining 10(22-12) cases, we were unable to determine if
payrolls were submitted timely because of poorly documented files.

The following 4 examples show the need for enforcing timely payroll
submissions and on-site inspections during construction:

Project No. 125-43008

A carpentry subcontractor submitted weekly payrolls covering the
five weeks ended March 7, 1983 on June 8, 1983. On this same date,
a drywall subcontractor working from February 14 through May 27,
1983 submitted 15 weekly payrolls for all work.

Violations disclosed from June 1983 payroll reviews included 17
separate underpayment cases for carpenters and 16 separate cases of
improper piecework payment practices for drywall workers. Total
recoveries for the 17 carpenters was $1,095. At the end of our
field work the 16 drywall piecework cases were still in dispute
with $35,000 withheld pending resolution.

No employee interviews were performed on this project.

Project No. 121-35683

Review of 20 weekly payrolls of the drywall subcontractor who"
worked from September 15, 1980 to February 18, 1981 disclosed
improper bunching, late submission, and poor documentation:

Number of
Weekly Payrolls
Period Worked Submitted Date Submitted
September 19 to November 19, 1980 8 January 30, 1981
Hovember 20, 1980 to January 28, 1981 10 February 4, 1981
January 29 to February 4, 1981 1 No date reported
February 12 to February 18, 1981 1 No date reported
20

-3 - DRAFT

)
C



Only one employee interview of this subcontractor was made. This
interview, dated October 9, 1980, was recsived in Labor Relations
on October 15, 1980, but not analyzed until February 7, 1981.

8ecause payrolls were not submitted timely, adequate reviews could
not be performed. This necessitated withholding $9,084 at final
endorsement. Subsequent review disclosed the subcontractor
underpaid workers and did not pay proper fringe benefits.
Restitutions of $4,347 were made for four workers in April and
September 1982.

Project No. 121-35702

The nursery subcontractor submitted all eight weekly payrolls for
the period May 4 through June 26, 1981 on July 13, 1981. The
subcontractor called HUD labor monitoring personnel on June 258
1981 advising of his inability to pay prevailing wages. On
September 28, 1981, a subcontractor worker complained to HUD that
unpaid wages were due him and two other workers. Based on the
complaint, the Field Office sent and received six subcontractor
Wworker questionnaires. Responses disclosed serious labor
violations including unreported labor, wage underpayments, weekend
work, coercing employees to remain silent, and failure to post wage
requirements on site.

No employee interviews were performed during construction.
Restitutions to five employees of $3,747 were made in March and
April 1982.

Contract No. 8182

The original contractor subcontracted its rehabilitation
responsibilities to another firm. The responsible labor compliance
officer was unaware of the contractor change until payrolls for the
6 weeks ending December 25, 1981 were received on February 19,
1982, after construction completion. Payroll review disclosed all
five subcontractor employees were misclassified and underpaid. The
Case was settled on April 27, 1982 and the employees paid an
additional $7,374.

No employee interviews were done on this project. Subsequent to
project completion, the Field Office performed a monitoring review
and issued a May 10, 1982 report. The report did not address the
above deficiencies.

Failure to verify apprenticeship registrations

Paragraph 3.2d and e of Handbook 1340.3A required contractors to
obtain and furnish written evidence that all apprentices were
registered before permitting employees to work. We found this Was
not done at 3 of the 4 HUD funded program recipient offices
reviewed because Field Offices were not providing necessary

training and guidance: N
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CDBG Contract No. 1476

An employee had to be paid an additional $2,037 for this one month
Jjob because the contractor did not obtain evidence of
apprenticeship registration. The violation was found af ter
construction when the union questioned fringe benefits designated
for an apprentice it had no record of.

The only evidence of recipient monitoring by Labor Relations
personnel was after the project was completed. The monitoring
report did not address the apprenticeship issue. -

CDBG Contract No. 1693

Review of the labor compliance files disclosed apprenticeship
registrations for three employees were not obtained. We discussed
this deficiency with the responsible grantee labor officer who
acxnowledged the identical oversight as in Contract No. 147s.

PHA Contract MNo. CAL 10-11

Apprenticeship registrations were not obtained for 12 employees
under this contract. Tne deficiency was disclosed because of
employee complaints. We were told by labor monitoring officials at
the PHA that at Teast $6,194 in wage restitution may be due unless
the contractor submits evidence of registrations. At the time of
our review, this project was 'still under construction.

In each of the above cases program participant personnel informed us HUD
did not provide labor standards training or asssistance despite numerous
reguests. o

By strengthening existing proactive monitoring requirements detailed in
this finding, scarce HUD resources could be used to prevent or mitigate
many of the labor law vio]atigns found.

In our opinion, continued effort on after-the-fact wage restitution cases
does little to prevent or discourage violators and is an ineffective
control mechanism.

Reccmmendations

de reccmmend you take actions to strengthen proactive monitoring practices
by:

1. Instructing responsible HUD Architectural and Engineering personne]
of the need to conduct sufficient and adequately documented employea
interviews in accordance with Handbook requirements;

2. Advising responsible Labor Relations personnel of the need to
promptly obtain and adequately examine payrolls;
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3. Instructing program recipients that contractors must obtain
apprenticeship registrations before allowing such employees to work; and

4. Ensuring program recipients are adequately enforcing labor
standards by providing technical assistance as well as performing
compliance monitoring.



Finding 5 - Ineffective Referral Renortina and Monitoring of Willful Labor
Law Vigiators

Ai11ful Tabor Taw violators were not properly reported to management
because referral actions were perceived as ineffective by Field Office
personnel. As a result, willful/repeat violators continued to work on HUD
projects. Additionally, when referrals were made, they were not adequately
monitored because no tracking procedures had been developed. Consequently,
referrals were not always effective because they were lost, documentation
destroyed, or timely action not taken.

rield Office Labor Relations referral requirements are specified in Hand-
boox 1340.3A 1/, Labor Standards (A1l Programs). Paragraph 3.2j states:

POSSIBLE CRIMINAL VIOLATIONS. Whenever the responsible program
labor standards compliance orficial finds that alleged noncompli-
ances appear to be willful and in possible violation of a ¢riminal
statute, he shall prepare a report of his findings for the signature
of the . . . . Office Director requesting a full scale investigation
of the matter. Filing of falsified payrolls or other willful acts
in violation of the requirements as to employment or payment to
workers may violate criminal statutes and, thererore, require tull
scale investigation. The responsible program laobor standards
compitance orricial shall not attempt to obtain signed statements
from employees or to pursue inquiry further into the matter of the

alleged criminal violations which are to be investigated. (Emphasis
added)

Paragraph 4.1a states, in part:

A well-administered labor standards enforcement program depends upon
the accuracy of recorded information and the smooth flow of such
information from the field agency to the Region to the Central
Office. The adequacy and flow of information is not only necessary
to good administration, it is also necessary for legal prosecutive
efforts, prompt restitution to underpaid laborers and mechanics,
fair treatment of contractors, and the data requirements of the
Department of Labor.

Paragraph 4.2d states, in part:
". . . .where underpayments total $500.00 1/ or more, or are
willful, the RLRO (Regional Labor Relations Officer) shall furnish

to Central Office a detailed Enforcement Report."

The Enforcement Report summarizes all data on the amount of restitution
due, the number of workers involved, liquidated damages assessed,
corrective measures taken, and information necessary to review
reccmmendations for an appropriate adjustment in Tiquidated damages.

1/ Handbook 1344.1 dated December 12, 1983 increasad amount
to 351,000.

]
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Paragraph 4-42 of Handbook SF 2000.4, Regional Ccmpliance and Recovery
System, states that Tabor violations are referred by the Reqional Labor
Relations Officer to the Regional Inspector General for Investigation
(RIGI) in the following instances:

a. tvidence of falsification or other willful violations including all
possible criminal violations.

b. If, in the opinion of the Field Office Director, the violation
involves serious or complex compliance questions requiring services
of a trained investigative staff.

In additicn, Title 29, Subtitle A, Section 5.5(a)(3) of the Code of Federal
Regqulations specifies that a breach of contract (which includes Labor
Standards requirements) may be grounds for contract termination and
debarment. Section 5.6(b)(1l) and (2) gives debarment procedures to follow
when prime and subcontractors willfully violate labor standards procedures,
The Agency Head shall furnish to the Secretary of Labor for transmittal to
the Comptroller General the names of persons or firms who have been found
Lo nave disregarded their obligations to employees. The Comptroller
General will distribute a list to all Departments of the Government giving
names of ineligible persons or firms.

The above requirements were not adhered to.

a. Willful violators not referred

A great deal of time and effort was expended by Labor Relations
staffs developing sufficient evidence to document that violations
occurred, and obtain and distribute underpaid wages to workers.
Instead of sanctions when caught, contractors were generally only
required to make restitution to workers for what they should have
been paid in the first place and they continued to perform HUD
construction. Violations generally were not referred by Field
Office personnel because referrals were perceived as ineffective.

To measure the extent of the problem, we reviewed 21 projects that
had 33 contractors with violations identified by Labor Relations
staff at two Field Offices. Identified violations resulted in
substantial ($272,638) wage restitutions to underpaid workers and
taxing bodies. OQur review showed:

- that 21 violations were willful;
- None of the 21 willful cases were reported

Lo management on the Final Wage Enforcement
Reports, as required;
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- Only 2 of the 21 willful violations were referred to the
RIGI. The referrals, however, wers made directly by the
Ofice Manager instsad of going through the Regional Labor
Relations Officer;

- We did not cecnsider six violations to be willful; and

- o determination as to the violators intent wWas possible for
the remaining six cases because of inadequate Field Office
documentation.

The following summarizes 4 of the 21 cases of willful violations in
which proper referral actions were not taken.

Project Nos. 129-EH073/EH4077

On Project No. 129-EH077 Labor Relations staff found a
subcontractor violated requirements and underpaid 12 workers $3,352
by paying $5.00 per hour rather than the required $16.86. The
Field Offica was successful in obtaining full restitution.

decause of the above examination, the Field Office reviewed the
subcentractor's work on Project No. 129-EH073. Similar violations
wers found. Specifically, 4 employees were paid $5.00 rather than
the required $14.60 per hour. Restitution of $3,423 was recovered
from the subcontractor.

No further actions were taken on these cases and neither was
reported or referred to the Regional Labor Relations Officer. We
were told by responsible Field Office personnel that no further
actions were taken because restitution was considered sufficient
results. We were also told no referrals were made because such
actions are too time consuming and generally ineffective in
obtaining legal actions or sanctions against violators.,

Project No. 122-35462°

A subcontractor certified weekly that fringe benefits were paid in
cash and included in the $15.60 hourly rate paid to nine workers.
Labor Relations staff found the workers were paid only $11.50 per
hour because no fringe benefits were paid. The subcontractor
admitted the violation and subsequently paid $4,254 in wage
restitutions. -

Tnis case was not referred or reported to the Regional Labor
Relations Officer. Responsible Field Office personnel told us that
such referrals are generally not effective in obtaining sanctions
against violators,

Project No. 143-35058

The-prime contractor on the project reported that a subcontractor
was violating labor laws by paying its workers piecework rates
rather than a required hourly wage. Labor Relations review
resulted in wage restitutions of $4,299 paid to 33 workers.
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This case was not raportesd or refarrad to the Regional Labor
Retations Officer. Again, rasponsibles Field Offica personnal
statad no rararral action was taken because of the anticipatad time

invoivad ana they did not beliava any prosecutive acticn or
sanctions would resylz.

n

Project No. 122-35543

Field Office Labor Relations staff referrad a subcontractor to Aresa
Office Counsel on April 19, 1933 for issuance of a Temporary Denial
of Participation. Counsel, in turn, advised the Office Manager to
refar the case first to the RIGI. This was done on May 5, 1983,

At the time of referral, the Field office determined that 61
employees had been underpaid $134,265. Referral was made because
of alleced falsification of documents, failure to pay overtime, and

a possible $100,000 kickback to the developer.. [In'a June 28 1933
memorandum, the Regional Labor Relations Officer advisad the Or7ice

Manager the May 5, 1983 referral nad been returned by RIGI for
additional work and information. The Regional Labor Relations
OfTicer advised the Field Offics to prenare "a 5.7 Enforcament
Ranort and provide that as a ey document in the resutmittal of he
(raferral) request. . . . as the RIGI has exorassed intarest in
presenting the case to the U.S. Attorney for . . . criminal
prosecution." Tne Field Offica failed to prepare the report or
rasucmit the referral because it was perceived that such action
wouid not be effective. Because of other allegations and
information developed by RIGI staff, the Office Manager was advised
on July 1, 1983 that an investigation concarning the
sudcentractor's 3100,000 kickback to the developer would be
initiated. No investigation of the alleged willful labor
standards violations had been initiatad becausa the rield Office
nad not responded to the June 28, 1983 request tTor addicionai
information.

As the above examples show, required raporting and referral actions on
#1117ul violators wers not made primarily because Field Offica personnal
did not consider such actions effective. As previously reoorted, only 2 of
the 21 willful violation cases included in our test were referred to the
RIGI. One referral was returned for additional information. The other
case (Project Nos. 122-35053/35054) was referrad to the RIGI on Marcn 19,
1382 since the Field Office found that 35 workers had been substantially
undzrpaid. As a rasult of RIGI and F3I efforts, the subcontractor was
ordered to pay 325,585 in wage restitutions, 32,125 in kickbacks recaived
frocm workers, and was temporarily suspended pending debarment actions.

In our opinion, labor standards enforcement was ineffactive since
contractors were only required to do as they agreed to do (pay prevailing
wagas) if caught. They Xnow that no sanctions or penalties would be
assessed. Thersfores, they continued to bid and work on HUD projects
violating the law with impunity.

b. Mo oroceadures to track refsrrais

The absence of formal proceduras far monitoring and documenting the
status of referrals further weakens effective controls, and the

possibility of obtaining sanctions against willful violators.
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At Field O s reviewed, we found only informal practices tg
menitor an ument ongoing refarrals. %We also found that
progress or erred cases to the Regional Labor Relations Officer
ana under RIGI and Department of Labor review were generally not
tracked. For example, we test sampled 25 labor violatian cises in
various raferral stages to determine the current
investigation/sanction status. In each case, we found thera Was no
raliable practices in place to obtain accurate status informaticn.
Records at both the Field and Regional 0ffice level were either
nonexistant or in such poor conditicn that they were unreliapnla.

O h

ics
doc
ref

Only the Sacramento Office had established "Request for
[nvestigation" control logs documenting approximately 30 raferrals
to the Regional Labor Relations Officer during our audit pericd.
After raeferral submissions, however, these logs wera not updated.
The Field staff was able to give us verbal status, but it was not
always correct and unclear now organizations such as Oepartment of

Labor, Federal Bursau of Investigation, State Labor Commissioner,
and the Stata Employment Development Deoartment became involved.

The absencs of adequate control procedures weakens HUD's ability to
assure all referrals are pursued, actad on timely, and requirad
documents safeguarded. We were unable to determine the disgosition
or number of referrals in Region IX because the Regional Labor
Relations Officer had no log or tracking system. For example, the
only referral made by the Phoenix Offica was, apparently, lost at
the Regional Labor Relations Qfficea level, and never investigated.
In another case, jnadequate follow-up resulted in desiruction of
supporting racords prior to the requested hearing appeal. As a
result, the case was dropped. Similarly, a case under RIG] raview
for one Field Offica resultad from a dirsct worker referral ta the
RIGI. Although aware of the investigation, responsisle Labor
Reiations staff had not adequately documented the issues involved
or determined if possible similar violations occurred on other HUD
projects involving the referred subcontractor.

In all these cases, adequate monitoring practices would have, in
our opinion, had a positive influence on the outccme of the
referrals.

de discussed the lack of referrals and adequate control racords
with the Regional Labor Relations Officer. In defense of prasent
practices, the Regional Labor Relations Officer referred us to a
December 27, 1981 Headquarters memorandum which stated complaints
snould be handled locally. The memorandum stated that if
violations could not be handled Tocally, the matter was to be
channeled through the Region to Headquarters as "a prerequisite to
resort to the HUD Office of Inspector General or the Cepartment of
Labor." Because of the perception that Headquartars was not taking
effective actions, Field Offices attempted to resolve violations
locally, referring few to the Regional Labor Relations Officar for
investigation.

We do not consider the Decamber 27, 1981 Headquarters memorandum
Justification for not referring willful violators or for the
absence of proper control practices. The memorandum onlv states



Zeccmmendations

w@ raccmmend you: .

1. Remind Field Office personnel of the importance of premptly
raterring willful labor law violators;

2. Dirasct Field Office personnel to properly report labor law
violaticns to aporopriate management levels, as raquired; and

3. Advise the Regional Labor Relations Officer to develop formal
praocadures to control labor violation cases under review and to track the
progress of refaerred cases.

- 43 -
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MONTTORING AND ENFCRCIMENT OF LAZCR STANDARDS
: IX
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Excernts from Resort on the Underaround £concmy

Tna following is an excerpt of the report titled Underground Cash Economy
in the Horthern California Construction Industry prepared by the Carpenter
Trust Funds of Northern California.

Tne Carpenter Trust Funds report presented a studv of HUD insured orojects
and stated in parzt:

"Tne size of the cash or underground econcmy in the Unitad Statas is
alrezdy far larger than the gross national products of many countries
in the industriaiized world. In the Unitad Statas alone, the income
generatad by this parallel economy has been estimated to equal as much
as one third of the nation's gross national proguct.(l/) Thne
construction industry is . . . . particularly vulnerable to this
yngerground economy because of its shifting job sites, {luid funding
and nign employee turnover. . . .

"Tne Carpenter Trust Funds have monitored numerous faderally funded or
insured construction sites in Northern California and found the
unranorted payments of cash to empioyees to be a common practice. The
Funds have used four basic toagls in uncovering these unrenortad cash
payments:

1) the fringe benefit reports received by the Funds. . . .

2) copies of the certified payrolls submitted . . . .
to the Department of Housing a&nd Urban Development (hereo-
inarter HUD), as requiread by feaderal law;

3) union staward reports of the number of employess on the
jobsita;

4} stanadard construction industry estimating techniques.

"3y comparing the reports sutmitted to the Trust Funds with the union
reports, the certified payrolls and the estimate of nours for the
projects, the Trust Funds are able to determine the true number of
carpenter hours worked on a jobsite versus the hours actually
reported. These comparisons have shown that certain contractors
fraquently fail to report carpentry hours worked on federal projects,
thereby avoiding their obligation to pay federal and state taxes and

1/ IRS e

stimatas or the underground aconomy for calandar year 1981
were §

ima
6.1 billion.
DRAFY €O
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employee fringe benefits. The nonreported hours are paid in c
the bocks.(2/) After determining the overall extent of the ¢
payment prodlem on a job site, the Trust Funds investigate th
day-to-day tTunctionings of the cash transactions in order to
ccmplete picture of the movement of the cash. Through its
investigation, the Trust Funds have discoverad carpentars wno ara
Wwilling to swear to the activities which took place during
construction,

ish or off
zsh

2
davelon a

"Cne carpenter, Toreman informed the Funds that it was his job to
convert the actual hours worked by the carpenters on the sita into the
reduced number of hours reoorted to the Trust Funds and HUD ana ta
hand out envelopes of cash each week as payment for servicas to the
carpentars. A second foreman, on a differant Federal project,
similarly explained that it was his job to supervise diffarent
cargentry work on the project, some of which was reportad and paia ‘aor
through a legitimata payroil while the rest went unreportad anG was
paid for in cash. He statad that pay envelopes were handed out
containing a payroll check for the reported hours and casn for the
unrenorted. '

"Another carpenter gave written stataments under penalty of perjury
that he and five co-workers were paid under the name of a masonry
subcontractor despite the fact that neither he nor any ot the five
Co-workers ever pertormed any masonry work whatsoever. Other
carpenters have explained that they received personal checks, casn, or
in some casas pay envelopes containing a payroll check for thras ouc

£

or five days labor and cash for the rest.

"Al1l of the payment methods described above allow the contractor to
avoid reporting work hours of carpenters and to avoid paying payroll
taxes and tTrirge benefits. All of the casn paying methods are
consistent with the Trust Funds' overall Tinding that a sizable
percentage of the carpentry work is in many cases, going unreportad to
the Trust Funds and the Federal government. The percentage of
non-reported carpentry work has reached as high as 85% on some
canstruction sitas. . . .

"Contractors falsify their records and disauise payments for carpentr:
- ~ - . y . /
sarvices because payments to alleged suocontractors, material suppliars

2/ The Trust Funds support their determination of the total
number of carpentars working on the sita by using estadlisned
estimating methods as found in the Marshall Valuation Servica.
An evaluation of the cost of the cons:truction project is
obtained, sither by recognized appraising techniques or by
auditing the contractor and using his own figures. The Trus:
Funas cen determine from that evaluation the amount of
carpentry worx needed to complete the project.
MDD ArsT /~en



~APPENDIX 1

Pace 3 o7 4
&nd to carpentars oy perscnal check €S not carry with chem the need o
gsguct social security, and other payroll taxes; nor is it necassary
Lo carry workars ccmsensation insurance or pay fringe benefits. These
costs censtitute 25-35% of the ceontractors total Tabor coasts - casts
that are buiit into a Teqitimate contractsor's expenses and bids. The

=2
cash paying centractor ¢

q
an, Oy radgucing these costs, undercut the

lagitimate centractor. . . .

"The e

Tract of the cash payments to carpentars and the non-payment or

associatad payroll and other taxes upon stata and federal agencies and
wage earners is easy to see. Simply stated, every tax dollar not paid
on or by a worker on jcb site A, is a dollar that must be made up
througn increased taxes by “he workers on job sites 8 and C. Thus the
tax systam as a whole must incraise the tax burden on 3 and C in order
to make up for the loss of revenue from A. . . .

“"The basic thrust of the Trust Funds prccosals is four-fold:

1)

2)

3)

4)

“It is important to note that faderal ragulations currently in effact

increased monitoring of caertified payroli renorzs and analysis
of these reports in light of standard indusiry estimating
techniques in order to project minimum lador reaquirsments. Cnly
by increasing the level and effectiveness of federai monitaoring
techniques can the problem begin to be addressea;

withholding funds from employers who fail to report and pay
Workers pursuant to fzderal labor laws;

debarment or suspension of offesnding contractors freom
participating in federally funaed or guaranteed projec:s;

subjecting offending employers to criminal liability for sarious
and #il1ful violations of federal labor laws.

3

governing HUD and the Department of Labor, provide the macninery for
fully implementing the Trust Fund proposals. In fact, the requlations
make it mandatory for HUD and the Department of Labor to enforce
federal labor laws. The primary pursose of these laws is to insure
protection of the public in general and wage earners in particular;
the truth of the matter, however, is that proper enforcement of these
labor laws would simultaneously rasult in a significant offensive
against the cash econcmy, consequently benefiting every U.S. taxpayer

and

“The
Rith)

every legitimate contractor seeking to work on faderal rojects.
g g

Caroenter Trust Funds have been meeting with representatives of
and the Cepartment of Labor faor over a year, in an attamopt to

detarmine why the federal requlations governing thesa agencies are
seemingly not being enforced. . . .

"The underground cash economy is universally recognized to exist and
1ts pervasiveness, while subject to disputa as to actual axtant, is
also concaded; no one, however, has devised a means by wnich to



actively address tha proolem. Unti]
scme attempts are made to countaract
underground economy will continue %o

ever-increasing rata."
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the issue is squearely fTacsa and
its mushrocming proportions, the
grode the U.S. tax base at an

Tne report concluded with a summary of undarpayments for eight of the HUD
insured projects reviewed showing unrsportad wages of frem 15 to 75

percant:
Number of carcentrvy hours Parcent
Cn LD ACTualiy Qf Hours
Project Certified Reguired for Unranoorzag Reportad To
Location Payroll Constructicn 1/ Hours  Total Hours Required
San Jose, CA 12,375 17,378 5,003 71.2%
Fremont, CA 9,011 12,041 3,030 74.5%
Union City, CA 7,145 19,420 12,275 36.3%
Larkspur, CA 7,018 22,818 13,600 31.0%

. Sunnyvale, CA 1,017 3,872 2,385 25.3%
Sacramento, CA 1,300 12,220 10,520 1:.0%
Sacramento, CA 3,365 17,733 14 283 19.0%

Las Vegas, NEY 6,115 17,054 10,939 35.9%

1/ Computed by the Carpenters Trust Funds of Northern

California by using Marsnall Valuation Service

estimating methods ana/or raview of contractsr bid
estimatas.

DRAFT CCPY
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1 Schedule of Conlractors with Labor Vialatlon Mistorifes Continulng to Perform 1D Construction

Subcontractor and Amounl of Contract

Prime D r
Contractor Construction Perfod A n c Flnlsh t Concrete/
—Mo.____Project to, :|meH~|||=mmam_mmmm Palnling  Electrical Concrele  Carpentry Carpentry Carpentry

1 136-3557) 12/18/179 /a8 § § 185,0001/ $ 30,600 % $
0 CA 30-11113-002  4/15/80 7/19/81 i 176,602
1 136-355/79 7/25/80 1714/81 33,000 242,200 169,000 0,500 § 242,200
a 136-C11002 9/30/80 11/13/01 100,245
1 136-35500 9/18/80 6/11/81 64,2501/ 246,476 45,912 430,000
9 136-35616 1173700 7/31/81 T 32,985
6 136-35620 3/31/01 10/6/81 18,4001/ 75,867
k] 121-35702 9/30/80 11/3/81 33,1001/
5 136-35529 5/13/81 10/9/81 20,501
1 136-35630 6/26/81 1721702 63,604 307,546 67,900 431,306
1 136-35646 h/6/01 1/12/82 7,8001/ -
2 136-35601 3/23/82 2/1/03 y 375,000
2 136-35600 3/25/02 10/5/82 185,000
J 136-35615 . 5714702 10/19/82 27,100
1 136-35631 5/24/02 9/22/02 34,000 220,000 148,102 194,719
2 136,35619 8/9/u2 6/15/03 45,750
7 CA 3n-rouzo0 (Varlous)
(3 projects) 1902 1983 105,000 72,070 . e 117,080
! WL SLITa0 W00 3sIl 3 19

17 o dabor standards violatlon discovered on this contract,

i

=

1~

APPENDIX

Total
215,600
176,602
717,700
100,245
786,618
3e2,an5
94,267
J3,100
20,500
871,356
7,800
375,000
185,000
27,100
596,821
15,750

294, 95¢(
Sl

2



NOMITORING AuD EUFORCEBENT OF LABOR STAHDARDS

RLGIOM 1%

Schedule _of Correlation Belween Labor Violatfons and Construction Deflclencles

Labor Violallon and Construction Deficlency

APPENOIX ]

Hasonary/ Moor ™ AspRally
I'roject Ho, _Stucco Carpentry  Landscaping Palntling Eleclrical Tence Coverling Faving
136-35600 2/ 2/ 172/3/
136-35601 2/ : N 3/
136-35619 A 2/ .
136-35652 2/ -
136-135651 2/ 2/
136-35645 3 -
121-35702 2/ 2/
121-35714 2/ g 2/
121-35650 1/2/ i/ z 172/
125-35091 2 B :
125-350/6 2/ 2/
125-35096 i 2/ 2/ . i
125-36107 % R 2/
125-35095 2/ 2/ 2/
122-E1090 i 2/
122-t1022 2/ 2 2/
129-35077 2/ 2/

l'ootnotes: 1/ Honcompllance on payroll repor{s:
- uilssing, unlimely, or not sulwittod,
- more than one payroll perlad dated same date, or
- clerical errors, such as missing [nfoimat fon (hours, dates, etc,),

2/ Underpayments/Falsifled payrolls:
- mlsclassifiel worker (ex: lahorer performing electrical work),
underreported hours,
Incorrect hourly wage rate,
- plecework rates (ralther than hourly),
nonpayment of over-time rate,
Improper deductions, or
nonpayment ol wagrs.,

) Apprentilces:
- not true apprentice (not registered), or .
- ratlo lmproper,

—_Roof

1/72/3/

3/

172/
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Schedule of Mortcace Insurance Data on Project
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TOTAL

with Const

ruction Deticiancies

Date of

Final

Endorsement

6/31
10/21

o
~.
D
g

= Jot Finally endorsead.

[§®]

o

(9]

—

o

co

[2%]
on
h

e

Mortgage
Insuranca
Amount

6,380,200
2,455,400
7,250,200
13,2360,90C0
4,078,100
5,367,200
3,431,200
4,164,700

5,532,200




