K.
= =
m ).

Economic Policy Institute

IsueBrid #385 | September 11, 2014

AN EPIDEMIC OF WAGE
THEFT IS COSTING WORKERS
HUNDREDS OF MILLIONS OF

DOLLARSA YEAR

BY BRADY MEIXELL AND ROSS EISENBREY

pension, or even hedth inaurance. Their difficult lives are made immeasurably harder when they do the
work they have been hired to do, but their employersrefuseto pay, pay for some hoursbut not others or
fail to pay overtime premiumswhen employees hoursexcead 40 in aweek.

M illions of Americans sruggle to get by on low wages, often without any benefits such aspaid sck leave, a

Thisfalureto pay what workersare legdly entitled to can be cdled wage theft; in essence, it involves employerstaking
money that beongsto their employeesand keeping it for themsdves Amountsthat seem smal, such asnot paying for
time goent preparing awork gation at the gart of ashift, or for deaning up and closgng up at theend of ahift, can add
up. When aworker earns only a minimum wage ($290 for a 40-hour week), shaving amere hdf hour a day from the
paycheck means aloss of more than $1,400 a year, including overtime premiums That could be nearly 10 percent of
aminimum-wage employegs annua earnings—the difference between paying the rent and utilities or risking eviction
and thelossof gas water, or dectric srvice.

rvey evidence suggessthat wage theft iswidespread and cossworkershillions of dollars a year, atrander from low-
income employees to busness owners that worsens income inequality, hurts workers and their families and damages
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the sense of fairnessand judicethat ademaocracy needsto survive. A three-city sudy of workersin low-wage indugries
found that in any given week, two-thirds experienced & least one pay-reated violation." The researchers etimated that
the average loss per worker over the course of a year was $2,634, out of tota earnings of $17,616. The totd annud
wage theft from front-line workersin low-wage indudriesin the three cities goproached $3 billion. If these findingsin
New York, Chicago, and Los Angdes are generdizable to the ret of the U.S low-wage workforce of 30 million, wage
theft iscogting workersmore than $50 billion ayesr.

It isuseful to compare the cog of these wage and hour violations with crimes that are better recognized and greetly
more feared, though they are much samaller in their overal dollar impact. All of the robberies, burglaries larcenies and
motor vehicdetheftsin thenation cog ther victimslessthan $14 billion in 2012, according to the FBI'sUniform Crime
Re|oorts2 That iswdl over one-third of the eximated cog of wage theft nationwide.

Looking in more detal, in the United Satesin 2012, there were 292,074 robberies of dl kinds induding bank rob-
beries resdentid robberies convenience gore and gas gaion robberies and Sreet robberies® The tota vaue of the
property taken in those crimes was $340,850,358. Those are not the robberies tha were ved; those are dl the rob-
beriesthat werereported to the police, anywherein the nation.

No one knows precisdy how many ingances of wage theft occurred in the U.S during 2012, nor do we know what
the victims suffered in tota dollars earned but not paid. But we do know tha the tota amount of money rexovered
for the victims of wage theft who retained private lavyers or complained to federd or date agencieswas a leas $933
million—amog threetimesgreeter than al the money golen in robberiesthat year.

Weknow thisbecause EPI canvassed the gatelabor departmentsand attorn(-:ysgeneral,4 conaulted theU.S Department
of Labor'sannud budget, and rdied on research for NERA Economic Conaulting by Denise Martin, Sephanie Plan-
cich, and Janeen Mclntosh on civil litigation settlements Heréswhat we found:

m U.S DOL recovered $280 million from wage and hour violators”
B Saedepartmentsof labor in 44 datesrecovered $172 million.

m Saedtorneysgenerd in 45 gatesrecovered $14 million.

m Privaeatorneysrecovered $467 million in wage and hour dassaction lawsuits®

We have not been able to determine how much more was recovered for wage theft victims by Sx sate departments of
labor (Alabama, Arizona, Ddaware, Indiana, Louisana, and Vermont) and five attorneys genera (Arizona, Arkansas
Louisana, New Jrsey, and Oklahoma), so the 2012 totd isgrester than $933 million.

Obvioudy, the nearly $1 billion collected is only the tip of the wage-theft iceberg, snce mog victims never sue and
never complain to the government. It is notable tha the number of Fair Labor Sandards Act (FLSA) casesfiled in
federa court each year hasbeen rigng rapidly, from 5,302 in 2008 to 7,764 in 2013, according to Federd Judicid Case-
load Saigicsreported by Seyfarth Shaw LLR" Thenumber of caxfilingsismorethan fivetimesthe number 20 years

ago.

Congress mugt do much more to control this epidemic of wage theft, and could begin by granting Presdent Obamds
reques to add 300 invetigators to the gaff of the Department of Labor’'s Wage and Hour Divison. Ultimatdy, the
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current gaff of 1,100 investigators should be doubled, dong with the assodiaed gaff in the office of the Solicitor of
Labor, which prosecutesthedivison'scases Congressshould a<o finish thework begun in the House of Representatives
and enact the various anendmentsthat would prohibit the award of federa contractsto firms convicted of wege and
hour violations Amendments have been added to four fiscd year 2015 appropriaions bills and smilar prohibitions
should be added to every gppropriationsbill Congresstakesup.

Findly, as we have pointed out in areport for the Center on Budget and Policy Priorities, the pendties under federd
law for even willful and repeat violaions of the law are minima.? The maximum civil monetary pendty for falure
to pay the minimum wage or the required overtime premium is $1,100. For giant corporations such asWa-Mart and
Dollar Generd, maximum civil money pendties per violation should probably be a least $25,000, while smdl bus-
neses should be subject to amaler fines—perhgps $5,000 per violation. Clearly, the fines should be sufficient to deter
violationsand to makeit economicaly unwiseto violate the law.

It ishepful to undergand the variety of employer practicesthat can be consdered wagetheft and how devagtating wage
theft can be for workersliving from paycheck to paycheck. Following are ajus a sample of casesfrom date prosecu-
tionsand sttlementsfindized in 2012.

1. California Attorney General — Sker Car Washes

In Jnuary 2012, Cdifornia Attorney Generd Kamada Harriss office reached a $1 million settlement with a group of
eight car washesrun by Dipu Hague Skder that had routindy committed wage theft.

Thelig of violations by these eight busnesses was extengve. Workers were required to wait on gandby hours before
thar hifts began in case additiond gaffing was necessary, with no additiond pay. The car washes frequently pad
employees subminimum wages faled to pay for overtime, and did not dlow bresks Thosewho quit or werefired never
received ther find wages Moreover, workerswere often unableto cash their paychecks dueto inaufficient fundsin the
company bank account.’

2.  New York Attorney General —Veranda

Veranda, an upscae Manhattan restaurant, reached a settlement in March 2012 with New York Sate Attorney Generd
Eric Schneidderman'soffice over itsillegd theft of wagesfrom 25 employees Theresaurant paid employeeslessthan the
minimum wage, faled to compensate them for overtime work, and cheated them out of tips1O

Two Mexican immigrant bushoys Marco Jecd and I9dro Quarez, were paid no wages a dl for their work and had to
aubsg soldy on ther share of pooled tips Then, once a manager began to oversee tip digribution, their meager earn-
ings shrank further. After checking with waitreses they redized the manager wasiillegdly taking a share for himsdf.
At thispoint, Jacd and Suarez got in touch with an immigrant advocacy group, Make the Road New York, and subse-
quently the attorney genera’soffice '

After he was sued, restaurant owner Moutaz Ali'? requested the working papers of his employees (as an intimidation
tectic) and shortly retdiated againg the two known whigleblowers — firg cutting their hours and then firing them.
The case tlement required the retaurant to pay regitution of $25,000 to each of the two bushoys and $150,000 to
the other 23 workers
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3. Kentucky Labor Cabinet —McDonalds

By Kentucky gate law, employees mug receive a paid 10-minute bresk for every four hours worked. However, a
McDondd'sretaurant in Bereg, Ky, faled to abide by this By refusng to pay workersfor ther bresk time, the fadt-
food restaurant was able to kegp its employess working later without extra pay. While 10 minutes may ssem indgnifi-
cant, thetime—and egpecidly the log pay, addsup to ameaningful loss of income, expecidly for low-income workers
Between 2012 and 2013, McDondd'’s reached agreement with the Kentucky Labor Cabinet to pay $29,000 in back
wagesto 203 affected workers

Underscoring how widespread the problem of wage theft is Kentucky Labor Cabinet pokesperson Danid Lowry
reported that the gate collected $4.4 million in regtitution on wagetheft casesin 2013, while comparatively al robberies
in the satetotaed $2.5 million."*

4. California Labor and Workforce Development Agency — Tadros & Youssef
Construction

After receiving awage complaint from aworker who faled to receive any money for hiswork, Cdifornia Labor Com-
missoner Julie QU's office began investigating contractor Tadros& Yousssf Condruction'swork on the Highland Oaks
Elementary School condruction project. Qu's office discovered that nine other employees earned below the prevailing
wage and were not paid for overtime hours on this same project. The resulting settlement forced Tadros & Youssf to
pay $877,876.64 retitution to the 10 workers The contracting firm isno longer in busness

During this project, Tadros & Youssf often hired workers under a promise to pay them by piece rate, i.e,, according
to the number of unitsproduced. The contracting firm used this method to cheat workersout of ther legdly required
pay without their knowledge. In her remarkson the case, Commissoner Su emphaszed the point, “Piece rate payment
should never be usad as an end-run around minimum wage and prevailing wage lavs Workers are entitled to at leest
the hourly floor for every hour worked.”*®

5. lllinoisAttorney General — Subcontractor of Gassic Gutter Co.

After an invegtigation by lllinois Attorney Generd Lisa Madigan's office, Mark Zwirecki, a subcontractor for Classc
Gutter Co., was found guilty of 10 counts of forgery in committing wage theft againg 10 Polish carpenters working
under him on aproject to soundproof homesnear O’'Hare arport.

Zwirecki, asubcontractor and foreman for Classc Gutter Co., deposted the money the company gave him to pay his
workersdirectly into hisown bank account. Hethen provided the employeesan undisd osed wage far below the prevail-
ing wage they were legdly entitled to. According to the atorney generd’s office, Zwirecki's ability to gpesk Polish to the
mosgtly non-English gpeeking carpenters aided the scheme, through which he gole $270,753. Zwirecki was sentenced
to 12 monthsof probation and forced to pay a $10,333 fine on top of $60,804 in retitution to the workers *°

6. New York Attorney General —Mystique Boutique

Under a 2012 sttlement with New York Attorney Generd Eric Schneiderman’s office, Mygtique Boutique agreed to
pay $925,000 in regtitution to workers whom the company had deprived of wag&a17 At the chain of dothing gores
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employees often worked 10- and 11-hour daysfor Sx daysawesk with no overtime pay. According to the Retail Action
Project, some Mysgtique workerswere making aslittle as$5.15 per hour and many werei mmigrants18

To make matters worse, once the AG’s office began looking into the matter, owner David Cohen tried to forcibly pre-
vent employee cooperation with the invegtigation. He reportedly threstened severd of hisworkers and even attempted
to pay one $50,000 to provide him with the names of employees pesking to invaatigators19

7. Massachusetts Attorney General —Central Mass Disposal

Massachusetts Attorney Generd Martha Coakley's office found that Centrd MassDigposa, acompany handling waste
and recydable collection in eight communities, was paying its employees below the legdly required prevailing wage
for government contracts from 2008 to 2010. Centrd Mass Disposd agreed to pay $753,624.45 in regtitution to 107
employees dong with a$120,000 civil penaty to the commonweslth.”

8. Oregon Bureau of Labor and Industries— Affordable Safe and Professional
Hagging, LLC

Throughout 2012, the Oregon Bureau of Labor and Indugries (BOLI) dedt with repeated wage theft offenses by con-
tractor Affordable Safe and Professona Fagging, LLC. The company routindy paid lessthan the prevailing wage and
faled to pay overtime to employees who conducted traffic control on public congruction projects. Over the course of
2012, the company was forced to pay atota of $107,010.24 in back wages”* Due to these numerous violations, the
Bureau of Labor and Indudries disbarred the company in September 2012 for the next five years—preventing it from
receiving any state contractsduring this period.?

After its disharment, the firm was dlowed to finish its work on the Portland Reservoir Project (it was grandfathered
into this contract). Agoundingly, thisled to yet more ingances of golen wages as employees paychecks bounced on
sverd occasonsand mog received no pay for an entire month.?* In 2013, the Oregon Bureau of Labor and Indudries
obtained asettlement of $113,000 in back wagesfor 36 employees®

9. Utah Labor Commission/Attorney General —Fooptube LLC

After 95 employees of video game devdoper Sensory Sweep Sudio/ Fooptube LLC filed wage cdlams with the Utah
Labor Commisson, the case was prosecuted by Attorney Generd Mark Shurleff'soffice. In October 2012, the atorney
generd achieved thefirg wagetheft crimind conviction in Utah'shigory. David Rushton, founder, presdent, and CEO
of the company, received a one-year jal sentence and was ordered to eventudly pay a leas $1.2 million in back wages
to the 95 employessin question.”

Rushton’s employees frequently received paychecks that bounced because of insufficient funds Many victims experi-
enced red hardship as areult. Sephen Frog's fird house payment amog fdl through because his Sensory paycheck
bounced. Eventudly, because Frog continuoudy failed to receive wageshe had earned, he and hisfamily were forced to
movein with relatives and rent out their house >

But Rushton didn't only ged hisemployees wages He dso gole $1 million in employee retirement fund contributions
he never deposted. Further, employees hedth insurance was cancded because Rushton faled to kegp pace with the
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company’sinsurance bill. Asaresult, an employee was unable to get proper medication for a child who had recently
undergone a heart transplant.”’

10. Massachusetts Attorney General —Gymboree

The Gymboree Corporation agreed to a sttlement with Massachusetts Attorney Generd Martha Coakley's office in
March 2012 regarding its failure to dlow sore managers to take med bresks According to Massschustts date law,
al employees working more than gx hoursat atime mug be afforded a least a 30-minute med bresk in which they
arerdieved of dl dutiesand free to leave the premises Gymboree paid atotd of $130,000 in redtitution to al current
and former managers working between July 2009 and July 2011. Additiondly the company was assessed $360,000 in
pendltiesand agreed to alocate $13,600 to update company policies”
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