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Stopping the Construction Underground 

Economy in Washington State

▪ How it Started 

‒ Origins - looking back to 2007

▪ How it’s Going

‒ Today – system elements, approach, results

▪ Applying the framework to other parts of the agency

‒ Health Care Provider Fraud



Washington State Department of Labor & Industries 3

Why It Matters 

▪ Why Stop the Underground Economy in Construction

‒ Defined as:  Construction businesses not following the rules meant to 

protect

‒ Bad for everyone: consumers, insurance companies, legitimate 

businesses, communities.

▪ Support the good outcomes, by targeting the “bad actors” and 

informing consumers 

‒ Good contractors are not at a competitive disadvantage

‒ Consumers and Insurance companies know they are getting good 

contractors and can protect their biggest investment – their homes. 
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How it Started

Stopping the Underground Economy in the Construction

▪ In 2007, WA Legislature enacted a law aimed at the 

underground economy in the construction industry. 

▪ Creating a joint legislative task force to investigate the issues 

of the underground economy 

▪ Shifted laws, approach, to be more connected, transparent 

and effective.
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2007 Task Force Identified Issues

▪ Increase role of local governments in monitoring the 

construction economy 

▪ Establish laws regarding data sharing among state agencies

▪ Increase contractor registration requirements, enforcement 

and penalties

▪ Build education for and outreach to consumers 
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How it’s Going - Strengthen the law to protect 

consumers

▪ Contractor Registration Requirements:

‒ Bond

‒ Insurance Policy

‒ Business license 

‒ Other licenses as required (example asbestos)

‒ No outstanding contractor infractions, unsatisfied judgements, or unpaid 

worker’s compensation

‒ No previous registration(s) with unsatisfied judgements 

‒ No previous registration(s) with an active suspension due to unpaid 

workers’ compensation 

▪ Contractor Registration law (RCW 18.27.020) 
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How It’s Going – A system approach 

Targeting Businesses and Consumers

▪ Detection

‒ Data sharing between agencies, and with consumers, to support 

accountable businesses and good consumer decisions

▪ Education

‒ Focus on educating and coaching consumers to prevent bad outcomes.

▪ Proactive Enforcement

‒ Bad actors get a more comprehensive and sustained focus aimed at 

stopping their violations
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How It’s Going - Detection 

Collaborating with Other Agencies

▪ 2007 law - Required collaboration to prevent fraud and reduce the effects of 

the underground economy. 

▪ Created an online data system specifically designed to provide shared 

information from internal and external agencies overseeing construction 

industry. 

▪ Share data to increase detection - uncover and take action on tax 

misreporting and other forms of fraud that contribute to the underground 

economy. 
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How It’s Going - Education 

▪ Verify Tool

– Online database accessible to all to check status, history of contractors

– Licensing, insurance, lawsuits or judgements, safety 

▪ Training

– Provide training to new businesses and contractors, local agencies 

around contractor registration and business requirements

▪ Hire Smart tools

– Offers checklists and tools for consumers to help them protect 

themselves

▪ Protect My Home media

– Public relations campaign to inform and protect consumers
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How It’s Going – Proactive Enforcement

▪ State contractor compliance inspectors (20) who perform visit 

construction worksites to verify compliance.

▪ Work with consumers, accept and investigate contractor 

complaints.

▪ Detect unregistered contractors working, advertising, 

soliciting bids or offering to perform work. 

▪ Refer other potential violations to agency departments.
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Effective Deterrents: Cost of Violating the Law 

▪ Increased Penalties - Infractions for each offense

▪ Suspended registrations 

▪ Worker’s comp audits for unregistered businesses with 

workers

▪ Escalation for repeat offenders 
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www.Lni.wa.gov
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www.Lni.wa.gov



Washington State Department of Labor & Industries 14

www.Lni.wa.gov
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Results – Stopping Underground Economy In 

Construction

Compliance Action FY 2019 FY 2020 FY 2021 FY 2022

Underground Economy Violations Issued 2,420 2,092 1,832 1,998

Contractors Referred to Collection Program 1,919 1,504 1,395 1,248

Contractors Referred to Worker’s Comp 
Audit Program

1,775 1,243 1,080 1,021
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Results – Stopping Underground Economy In 

Construction - 2022

▪ Found and Issued penalties to 900 unregistered contractors.

▪ Suspended more than 30,000 Contractor registrations due to 

non-compliance.  
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Applying the model to fight health care 

provider fraud

▪ Partner with other state and federal agencies on fraud and 

abuse investigations 

▪ Provide outreach to internal and external customers 

▪ Work to close loopholes in payment policies that provide 

opportunities for fraud. 

▪ Participate in multi-agency task force

‒ Share data regarding rising trends and schemes perpetrated by medical 

providers throughout the state and nation
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Provider Fraud- the Stats

2022 2021 2020

Referrals received 51 48 64

Referrals sent: 35 40 41

Internal agencies 21 24 31

External agencies 4 12 1

Interpreter conduct 2 2 2

Provider Fraud 8 2 7

Initial review

# of billed lines 9,729 20,241 28,898

# of claimants 984 2,350 3,159

# of providers 37 36 72

Inappropriate payments identified $727,153.97 $1,222,512.04 $1,835,952.98
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What We Learned

▪ Shared vision amongst stakeholders – what is the harm we all 

want to stop?

▪ Don’t underestimate the importance of a small win (agency 

data sharing)

▪ Don’t be afraid to call out the bad actors to protect 

consumers
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Questions? 
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Thank You

Elizabeth Smith, Deputy Director, WA State Dept. of Labor & Industries

360-902-9140

elizabeth.smith@Lni.wa.gov
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