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Committee on Legislative Research 
Oversight Subcommittee 

THE COMMrnEE ON l EGI$LA TIVE RESEARCH, 
O versight Division, iSiJn agency of the Missouri General 
Assembl y as established in Chapter 23 of the Revised 
Statutes of Missouri. The programs and aaivities of the 
State of Mi ssouri cost approximately $2 1.6 billion 
annually. Each year the General Assembly enacts laws 
which add to, delete or change these programs. To meet 
the demands for more responsive and cost effective state 
government, legislators need to receive information 
regarding the status of the programs wh ich they have 
created and the expenditure of funds which they have 
authorized. The work of the O versight Division 
provides the General Assembly with a means toevaluate 
state agencies and state program s. 

THE COMMITIEE ON LEGISLATIVE RESEARCH is a 
permanent joint committee of the Missouri General 
Assembly comprised of the chairman of the Senate 
Appropriations Committee and nine other members of 
the Senate and the chairman of the House Budget 
Committee and nine other member~ of the House of 
Representatives. The Senate members are appointed by 
the President Pro Tem of the Senate and the House 
members are appointed by the Speaker of the House of 
Representatives. No more than six members from the 
House and six members from rhe Senate may be of th e 
same political party . 

PROJECTS ARE ASSIGNED to the Oversight Division 
pursuant to a duly adopted concurrent resolution of the 
General Assembly or pursuant to a resolution adopted 
by the Committee on legislative Research. Legislators 
or committees may make their requests for program or 
management evaluations through the Chairman of the 
Committee on l egislative Research or any other member 
of the Committee. 
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EXECUTIVES~ARY 

The Missouri Second lnjury Fund was created in 1943 as a part of the Workers ' Compensation program to 
help disabled workers find employment. The creation of the fund allowed employers to hire a worker with a 
previous disability by limiting the employer's liability to the extent of the disability caused by tbe last injury 
(the second injury) alone. When an employee with a previous disability is injured and the current work 
related disability combines with a previous disability to create a greater overall disability, the Second Injury 
Fund is used to compensate the injured employee for the balance of the overall disability. 

Expenditures from the Second Injury Fund have increased from $18.5 million in calendar year 1994 to $63.9 
million in calendar year 2006. In addition, expenditures have been greater than revenues since 2006 and are 
projected to exceed revenues through 2012. Analyses by the Department ofLahor and Industrial Relations, 
Division of Workers' Compensation, the Office of the State Auditor, and from a consulting acruarial firm 
engaged by the state have projected that the fund will become insolvent in the near future. 

Since virtually all expenditures from the fund are for claims, Oversight reviewed the primary factors in 
increased claims expenditures, and found both a higher number of claims resolved each year and higher costs 
per claim due to increasing medical costs. Legislation passed in 2005 included restrictions on the nature of 
injuries that could be reported in the Workers ' Compensation program, and provided additional defenses to 
employers and insurers. The legislation is expected to reduce the growth in claim costs, and the number of 
new cases filed fell from 2005 to 2006. However, expenditures have continued to increase as cases filed in 
previous years are resolved. 

The Office of the State Treasurer and the Office of the Attorney General make lump sum settlement offers to 
certain claimants, in which a settlement is offered to the claimant in exchange for a fraction of the future 
benefits the claimant would ordinarily receive. The settlement benefits the claimant as well as the fund since 
the receipt of monthly benefit payments would reduce the claimant's Social Security benefits. We 
recommended that guidelines for evaluating claims and offering these payments be fonnalized and 
documented. 

Oversight has concluded that significant expenditure reductions would require changes in the law governing 
the program, and has recommended the Department of Labor and Industrial Relations, Division of Workers , 
Compensation, and the Office of the Attorney General review potential law changes with the General 
Assembly. The agencies discussed some oftbese potential law changes with Oversight, including restrictions 
on previous disabling conditions and an independent medical review requirement. 

Oversight also reviewed the information management processes used by the agencies, and determined that an 
enhanced information system would allow improved management of the Second Injury Fund program. An 
improved system is being developed, and we recommended the Department of Labor and Industrial 
Relations, Division of Workers , Compensation, the Office of the Attorney General, and the Office of the 
State Treasurer work together to manage the development of the new system. 
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Oversight wishes to thank the Department of Labor and Industrial Relations. Division of Workers' 
Compensation, and the Office of the Attorney General, for their cooperation and assistance during the 
evaluation. 

Mickey Wilson, CPA 
Director 
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OVERSIGHT DIVISION 
Program Ev.I\I.tion 

Depanmern ofl..abor . nd InduSlri, I Jtel.liorlS S«ond Injury Fund 

Chapter 1 - Introduction 

Purpose 

The General Assembly has provided by law that the Committee on Legislative Research may have access to 
and obtain infonnation concerning the needs, organization, functioning, efficiency and financial status of any 
department of state government or of any institution that is supported in whole or in part by revenues of the 
state of Missouri. The General Assembly has further provided by law for the organization of an Oversight 
Division of the Committee on Legislative Research and, upon adoption ofa resolution by the General 
Assembly or by the Committee on Legislative Research, for the Oversight Division to make investigations 
into legislative and governmental institutions of this state to aid the General Assembly. 

The Committee on Legislative Research directed the Oversight Division to perfonn a program evaluation of 
the Second InjW)' Fund for the purpose of providing information to the General Assembly regarding 
proposed legislation and appropriation bills . 

Objectives 

The objectives of the Oversight Division's evaluation of the Second Injury Fund included reviewing: 

• The existence and adequacy of guidelines for claim processing. 

• Staffing and efficiencies of the state agencies involved with the Second Injury Fund caseload. 

• Existence and adequacy of eligibiliry guidelines for rehabilitation services. 

• Adequacy of service verification before payment. 

• Variations between fiscal note projections and actual Second Injury Fund Costs. 

Scope 

The scope of our evaluation included the time period from July I , 1997 to June 30, 2007. Our scope was not 
limited to specific fiscal years, although for most analyses, data from fi scal years 2002 through 2007 was 
utilized. 

Methodology 

Our evaluation included interviewing personnel from the Department of Labor and Industrial Relations, the 
Office of the Attorney General, and the Office of the State Treasurer; reviewing statutes, rules and 
regulations; examining fmancial records; testing samples of transactions, and surveying other states' 
programs. 



OVERSIGHT DIVISION 
Prop1lm EvaJUtiion 
Department of Labor and !nduslrial Relations Second Injury Fund 

Background 

The Missouri General Assembly first approved a workers' compensation law in 1919, although final voter 
approval was not completed until 1926. The Department of Labor and Industrial Relations - Division of 
Workers' Compensation (DWe) administers programs to ensure injured employees receive prompt and 
adequate medical treatment, and payment of wages lost due to injuries. DWC personnel also ensure workers 
receive appropriate compensation for permanent disability and physical rehabilitation by processing claims 
and conducting hearings to resolve disputes between employers and employees relating to workers' 
compensation benefits. DWC operations are funded by a tax on employers' net workers' compensation 
insurance premiums and on calculated equivalent premiums for self~insured employers. 

The General Assembly amended the Missouri workers' compensation laws to create the Second Injury Fund 
(SIF) in 1943 to help disabled workers find employment. The SIF compensates injured employees when a 
current work related disability combines with a previous disability to create a greater overall disability. The 
law limits the employer's liability to the extent of the disability caused by the last injury alone (the second 
injury). The creation of the SIF allowed employers to hire a worker with a previous disability by limiting the 
employer's liability for the previous disability. The SIF is funded through a surcharge assessed on workers ' 
compensation insurance premiums. 

The SIF was originally intended to assist disabled veterans in obtaining employment, limit the liability of 
employers to the work related injury incurred in the workplace. and cover permanent total disability. 
Benefits available from the Second Injury Fund have been extended several times by the General Assembly. 

Benefits for physical rehabiJitation. (195 J) 
Payment for permanent partial disability. (1955) 
Payments for medical bi1ls when the employer is uninsured. (1980) 
Payment for death benefits to a worker's dependents when the employer is uninsured. (1982) 
Payment for temporary total disability benefits for wages from a second job when the 
worker is insured on another job. (1993; this provision sunseted in 1996 and was reestablished in 
1998) 

The State Treasurer is the official representative and custodian for the SIF, and the Attorney General 
provides legal services in all claims made for recovery against the Fund. The DWC is responsible for setting 
and collecting the Second Injury Fund Surcharge, processing claims. and paying all benefits associated with 
the SIF. 



Chapter 2 - Comments 

Comment 1: 

Second Injury' Fund 
Expenditures 

OVERSIGtrr DMSION 
Propm EVllualion 

Depal'lmenl of LI.OOrancllndustrial Retl rions Seamd Injury fund 

Expenditures from the Second Injury Fund (SIF) increased by 
more than 340 percent, from $18.5 miJlion in calendar year 1994 to 
$63.9 million in calendar year 2006. The largest single-year 
increase was $12 million from 2001 to 2002, and expenditures 
have continued to increase each year. Expenditures have been 
greater than revenues since 2006 and are currently projected to 
exceed revenues through 2012. 

VirtuaJlyan expenditures from the fund are for claims. Oversight 
has examined claims records and reviewed SIF claims activity with 
the Department of Labor and Industrial Relations, Division of 
Workers' Compensation (nWC) and with the Office of the 
Attorney General (AGO). Oversight has observed that the number 
of cases processed as well as the cost per case increased 
significantly from 1994 to 2006. 

A. Increase in Claims Filed 

We noted that more claims have been filed over the past 
few years. The number of claims filed increased from 
9,740 in 1997 to 14,199 in 2002, and tben fell to 10,591 for 
2006. 

Legislation passed in 2005 included restrictions on the 
defmition of injuries that would be compensable and 
provided additional defenses to employers and insurers. 
Oversight expects that the impact of that legislation should 
result in a reduction in claims filed for SIF benefits, 
although it would be difficult to define the specific impact 
of the legislation. 

B. Increase in Cases Dismissed 

Cases are dismissed when the DWC or the AGO conclude 
that the claimant is not eligible for benefits from the 
Second Injury Fund. The number of cases dismissed 
increased from 7,147 in 1997 to 8,824 in 2006, 

3 



OVERSIGHT DIVISION 
Program Evaluation 
Depanmc:nl of Lllbor and IndWl!rial Relations Second Injury Fund 

C. Increase in Cases Resolved 

Cases resolved increased from 3,431 in 1997 to 5,642 in 
2004 and have been relatively constant since then. Since 
payments are only made to claimants after a resolution, the 
increased number of cases resolved would likely contribute 
to an increase in annual expendirures. We understand that 
during these years the AGO has improved their procedures 
for resolving cases, and agreed with the Office of the State 
Treasurer on a process to resolve more cases by offering 
larger lump sum payments. 

D. Increase in Disability Case Costs 

The largest category of Second Injury Fund claim costs is 
for pennanent disability cases. As discussed more fully in 
a separate comment, DWe records did not accurately 
identify partial and total pennanent disability cases; 
therefore, Dwe cannot separately report the results of 
those cases. Accordingly. Oversight has analyzed only the 
combined results of these cases. The average reported cost 
per case increased from $4,765 in 1995 to $9,644 in 2002 
and $11,820 in 2006. 

The amount of expenditures on cases with settlements 
involving multiple payments increased from $29 milhon in 
2002 to $38 million in 2006. Oversight noted that the 
largest single component of the increased expenditures 
from the SIP were for cases with multiple payments for 
disabiJities. A case might have multiple payments for a 
number of reasons including income replacement and 
medical costs. These costs are largely out of the control of 
the Division of Workers' Compensation and the O ffice of 
the Attorney General. As noted in Schedule 5, medical 
costs have increased much more rapidly than other costs 
paid from the program. 
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Comment 2: 

Lump Sum Payments 

OVERSIGHT DIVISION 
Prorram Evaluation 

Department ofl.~bor and Industrial Relations Second J'1.iury Fund 

E. Additional Program Benefits 

As discussed in the Background section, a number of 
additional benefits have been provided since the inception 
of the program. Our analysis of program expenditures 
indicates that these benefits are not major expenditure 
factors; however, every added benefit category would 
increase expenditures after the effective date of the 
provisions. 

Oversight has concJuded that significant expenditure reductions 
would require changes in the law governing the program, and 
Oversight recommends that the Depanment of Labor and 
Industrial Relations, Division of Workers' Compensation and the 
Office of the Attorney General review potential legislative changes 
with the General Assembly. 

Lump sum settlements are offered to claimants in place of long­
tenn payments from the Second Injury Fund (SIF) when the total 
amount due a claimant is comparatively Jarge. These payments 
increase the amount of current recorded expenditures but reduce 
future expenditures. In many instances, a lump sum payment may 
actually benefit the Second Injwy Fund and the claimant, as 
discussed below. Oversight reviewed the lump sum payment 
program with officials from the Division of Workers' 
Compensation (DWC), the Office of the Attorney General (AGO), 
and the Office of the State Treasurer (STO), and we tested a 
sample of claim files supporting those payments. 
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OVERSIGHT OIVISION 
Progr.m EVilultiort 
Depanmenl orLaOor alId Industrial ReI'lions Second Injury Fund 

A. Number and Amount of Settlement Payments Has 
Increased 

In 2001, the AGO and the STO raised the maximum lump 
sum settlement amount from $40,000 to $60,000. The total 
amount oflump sum settlements was $25 million in 2006. 
The AGO has kept a log of settlements since 200 I; the 
number of settlement amounts lower than tbe old limit of 
$40,000 increased from 138 in 2001 to 166 in 2007 while 
the number of settlement amounts between $40,000 and 
$60,000 increased from 234 in 2001 to 400 in 2007. The 
increased limit appears to have allowed for a significant 
increase in cases settled for a lump sum instead of monthly 
benefit payments. 

For claimants who received a settlement between $40,000 
and $60,000, the average age of claimants at the time they 
received a settlement was 54; the average amount of SIF 
benefits aJready due and owed to these claimants at the 
time of the settlement was $38,276; and the average 
estimated lifetime benefits for these claimants was 
$480,604. It would appear the previous lump sum limit of 
$40,000 was not adequate since the maximum amount that 
could be offered was only slightly greater than the amounts 
already due to claimants for accumulated unpaid benefits. 

We believe that tbe SIF might benefit if even larger lump 
sum payments could be offered to claimants with large 
amounts of future benefits, and that the Lump Sum 
Payment Program should be reviewed by the Office of the 
State Treasurer, the Office of the Attorney General, and the 
Division of Workers' Compensation, and appropriate 
parameters should be detennined for lump sum settlement 
payments. 
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OVERSIGHT DIVISION 
PrognIm EYIILl.fion 

Departmenl of Labor and InduslTi.1 Relations Second InjLlI')' FLlnd 

B. Settlement Payments Are Made to Social Security 
Recipients 

Many claimants are eligible for Social Security 
Administration (SSA) benefits in addition to SIF payments 
because of their combination of age and disabling 
conditions. SSA procedures require that SSA benefits be 
reduced, or offset, if total benefits received from workers' 
compensation or other public disability benefits, plus SSA 
disability benefits for all family members, exceed 80 
percent of the worker's average Cllrrent earnings. The SSA 
benefit would be reduced until the month the worker 
reaches age 65 or the month the other benefits stop. 
whichever comes first . 

This SSA offset affects the claimant's assessment of 
monthly SIP benefits. If a claimant's monthly benefits 
would reduce their SSA benefits and a Jump sum payment 
could be structured to avoid any reduction of those 
benefits, that claimant would have a significant incentive to 
settle for a lump sum payment. A federal court decision 
(Sciarotta v. Bowen) upheld specific language to create a 
settlement which would not cause a reduction in Social 
Security benefits. The SSA accepted the proposition that ii 
js bound by the terms of state workers' compensation 
program settlement agreements if the language is similar to 
that used in the Sciarotta case. 

We were informed that one oftbe primary considerations in 
the Sciarrota decision was that the lump sum payment is 
offered in place of the claimant's lifetime benefit eligibility. 
Oversight believes that Missouri SrF lump sum settlements 
are properly structured to meet the Sciarrota case 
specifications. We noted that the AGO consistently 
estimated the standard life expectancy for the claimant's 
age, sex, and race regardless of conditions (such as 
illnesses or behaviors) which might affect their life 
expectancy. In addition, benefits were calculated as if 
claimants intended to work until their death rather than 
their nonnal retirement age. 
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OVERS!GHT DlVIS!ON 
Program Evaluation 
Department ofl..abor and Industrial Relations Second Injury Fund 

Comment 3: 

Cost Containment 
Measures 

C. Second Injury Fund Agency Agreement 

Officials from the DWC told us they were not involved in 
the decision to increase the maximum payment amount, 
and Oversight was not able to obtain documentation of the 
agreement between the AGO and the STO. In addition, we 
were not able to obtain information regarding the 
methodology used to detennine when a lump sum payment 
would be preferable to the payment of monthly benefits. 
We did not fonnally evaluate the value offuture Second 
Injury Fund payments against lump sum settlements made 
to individual claimants, since the amount of benefits due at 
the time of settlement was so large in comparison to the 
amount paid. 

Oversight recommends the Division of Workers' Compensation 
meet with the Office of the Attorney General and the Office of the 
State Treasurer to establish appropriate guidelines for lump sum 
settlements and ensure that the program is operated within those 
guidelines. The meetings and guidelines should be properly 
documented. and the guidelines should be in written fonn. 

Oversight requested staff and management of the Division of 
Workers' Compensation (DWC) and the Office of the Attorney 

-General (AGO) to suggest potential changes in the Second Injury 
Fund program (SIF) which would contain or reduce program costs. 
Each of these agencies is strongly committed to proper 
administration of the program as enacted by the General 
Assembly. and the following items were discussed as potential 
changes that could reduce program cost or reduce the rate of 
increase in program cost. These changes could also potentially 
enhance the SIP program savings that have resulted from previous 
legislative changes to the Workers' Compensation program, such 
as SB I and 130,2005. 
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OVERSIGHT DIVISION 
Program Evaluation 

Department ofl.abor and Industrial Relations Second Injury Fund 

A. Independent Medical Evaluation 

We understand that current law does not pennit the AGO 
and DWC to require a claimant to submit to an independent 
medical evaluation. Rather, medical examinations by 
providers chosen by the claimant and/or the employer are 
currently used to document the nature and. extent of the 
injury and the extent ofthe c1aimant's disability. We were 
told that in some instances, a set of facts agreed to between 
the employer, the insurer, and the claimant could be used to 
divert the bulk of the cost of an employee's disability to the 
SIF. 

Officials from the AGO and DWC told us that the ability to 
require an independent medical evaluation for a claimant 
would allow a better assessment of the claimant's eligibility 
for benefits and a better evaluation of the claimant's 
disability. An independent evaluation also would reduce 
the opportunity for workers, employers. and insurers to 
create a claim against the Second Injury Fund without 
review by the state. 

B. Restrictions on Previous Disability 

The current law makes an employee eJigible for Second 
Injury Fund benefits if they have a previous disabiliry 
resulting from an injury "or otherwise". This factor makes 
persons with disabilities due to accidents away from the 
workplace, age, disease. genetic conditions, or even 
lifestyle choices eligible for benefits. If the worker's 
current injury meets a minimal thresbold, the nature of the 
prey ious condition does not matter, 

The federal Social Security Administration (SSA) provides 
benefits for disabled persons, and most SIF claimants are 
also eligible for SSA benefits. As discussed in the section 
on Lump Sum Payments. there is a fonn of integration of 
SIF and SSA benefits for certain classes of claimants. 
Restricting eligibility requirements for SIP benefits would 
make Social Security benefits the primary income source 
for more disabled workers, and reduce SIP program costs. 
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OVERSIGm DIVISION 
Progr3m Evaluation 
Department of Labor and Industrial Relations Second Injury Fund 

C. Lifetime Payment ofFin;1 and Second lob Wages 

The current procedure: for calculating SIF benefits includes 
the amount of first and second job wages, and the 
assumption is made that wages from the first and second 
job would continue through the lifetime of the claimant 
rather than to the claimanfs expected retirement. We 
believe that the lifetime second job income benefit 
unrealistically inflates the benefit amount for a retired 
claimant. 

As further discussed in the section on Lump Sum 
Payments, the lump sum payments must be determined in 
exchange for the claimant's expected lifetime benefits. ]( 
would appear that the maximum amount of prospective 
benefits should be calculated, but we believe the actual 
benefit for claimants who do not elect a lump sum payment 
should be based on a more realistic set of assumptions. 

D. Second Injury Threshold 

Current law requires that a claimant must have a minimum 
of fifteen percent pennanent partial disability, according to 
the medical standards that are used in determining such 
compensation. We were told that claimants appeared to 
have used medical practitioners with experience in 
evaluating disabilities so that the claimant's injuries would 
meet or exceed this level of disability. 

We discussed the possibility of raising this minimum 
disability standard to reduce the number ofSIF cases with 
DWC management. We understand that such a change 
could reduce future claims on the SIP, but the effect of the 
change would be implemented over several years due to the 
time required to resolve a claim. Further, we were advised 
that some claims would be re-evaluated by the medical 
practitioners to meet the new threshold. 

10 



Comment 4: 

External Factors 

OVERSIGHT DIVISION 
Program Enlmion 

Deplmnenl of Labor and IndustNl Rdalloll5 Sc=nd [njuT)' Fund 

Oversight recommends the Division of Workers' Compensation 
and the Office of the Attorney General advise the General 
Assembly regarding potential changes in the Second Injury Fund 
program which will reduce future expenditures while maintaining 
benefits to those who are not eligible for benefits from other 
programs. 

The Second Injury Fund is uniquely challenged by a set of external 
factors that impact revenues and expenditures and are not under 
the control of the Office of the Attorney General or the Division of 
Workers' Compensation (DWC). 

A. The first is 8 trend of declining applications for benefits. 
As shown in Chart 4, the number of new claims filed in 
2006 was down significantly from 2005. Information for 
2007 is not available but DWe staff indicated that the trend 
has continued. A reduction in new claims filed would 
indicate a potential future reduction in claims settled and 
payments made from the fund and thus, reduced future 
expenditures. 

B. The second is a trend of declining numbers of workplace 
injuries, reflected in a lower number of new Workers ' 
Compensation (WC) filings . SlF cases are a subset of we 
cases, and a declining number of workplace injuries would 
indicate that the trend of reduced application for SIP 
benefits would continue. The declining number of injuries 
could have many causes including better safety practices by 
employers and the impact of Senate Bill 1 and 130 from 
2005 which restricted tbe qualifications for compensated 
injuries. 

11 



OVERSIGHT DIVISION 
Pmgnm E-nliialion 
Oo:partmenl of Labor and lnduurial R~lalions Second lnj\ll)' Fund 

C. The trend of declining injuries has one negative impact on 
the SIF. The report oftbe National Council on 
Compensation Insurance indicated that reported injuries 
had declined 10% and suggested that workers' 
compensation insurance rates could or should be reduced 
10%. A reduction in workers' compensation insurance 
rates would result in a corresponding and proportional 
reduction in SIF revenues since SIP revenues are limited to 
a maximum 3% of we premiums. 

D. Medical inflation (the increased cost of medical care over 
time not adjusted for lechnological improvement) has 
exceeded the general cost of living index the past few 
years . Recently, it has averaged about three times the cost 
of living increase. Medical inflation (higher cost per case) 
coupled with a larger number of medical care cases results 
in rapidly increasing costs for medical care. See Chart 5. 

E. As previously disclosed in reports by the Office of the State 
Auditor and PriceWaterhouseCoopers, a January 2007 
Missouri Supreme Coun decision (Scboemehl) could result 
in a significant increase in future SIF liabilities for 
dependents of disability benefit recipients. The amount of 
additional benefit cost resulting from this decision will 
depend on the number of claimants and dependents 
involved, and on the results of future court decisions. 

Oversight recommends the AGO and DWC continue to monitor 
the factors impacting SIF claim and cost levels, and recommend 
appropriate changes to the General Assembly as needed to 
maintain the effectiveness of the program. 

12 



CommentS: 
Incomplete Data 
Management Systems 

OVERSIGHT DIVISION 
Program Evaluation 

Department of Labor and Industrial Relations Second Injury Fund 

Management of the SIP program has been weakened by the lack of 
a coordinated approach to record-keeping and data administration. 

A. Division of Workers' Compensation 

The Division of Workers , Compensation (DWC) operates a 
database management system in which all injured worker 
reports are entered. When the worker is detennined to 
qualifY for Second Injury Fund (SIF) benefits, the case is 
coded to indicate that eligibility and the case is processed 
according to statutes for the SIF until it is resolved. 

Oversight found that the DWC system for monitoring and 
tracking SIF claims did not provide any infonnation as to 
the disabling condition or conditions which existed prior to 
the claimant's last injury. Accordingly, it was not possible 
to analyze the nature or incidence of injuries, illnesses, or 
conditions which contributed to the employee's disability. 

We were told this information was not recorded and 
tracked in the DWC computer system since state law does 
not impose any limitations on the nature or type of the 
previous condition. 

We also noted that there was no information as to the 
claimant's legal residency status or legal eligibility to work 
in the USA. 

DWC officials said this information was not included in the 
system since legal residency and legal ability to work in the 
USA are not requirements for benefit eligibility. 

In our analysis ofDWC data, Oversight noted that several 
files had data errors and missing information. Further, 
many of the files we selected for detailed review had 
missing information on the computer record for that case. 
Although this missing information was available from 
paper-based files, the information was not available in the 
automated system and thus the missing information could 
not be searched or quantified. 

13 



OVERSIGHT DIVISION 
ProSllIm EvaluaTion 
Oepamnent of Labor lind [ndUSTnll Relations SE(;ond Injury Fund 

The reported number of claims filed. dismissed and settled 
could not be reconciled to the reported beginning and 
ending numbers cfopen files for any of the years we 
reviewed. 

As previously disclosed in the PriceWaterhouseCoopers 
Actuarial Report, owe recorded all files with lump sum 
payments as Permanent Partial Disability (PPD) claims 
prior to 2005 even though some of the claims were actually 
Permanent Total Disability (pm) claims. Beginning in 
2005, all such files were recorded as PTD claims. pwe 
concluded that the vast majority of claims with lump sum 
payments were PPD claims. Oversight did not attempt to 
separately review PPD and PTD claims. 

B. Office of the Attorney General 

Officials from the Office of the Attorney General (AGO) 
told us that infonnation for active SIF cases in their system 
was limited to case scbeduling and file management issues 
such as the timing of infonnation requests and responses. 
Reports generated from the current tracking system contain 
little or no detail since the AGO works with paper-based 
files. 

AGO officials stat'ed the current system does not include 
detailed infonnation as to the number. type, and status of 
cases filed but not yet resolved. the types ofinfonnation 
requested for each case, the status of employer/insurer 
settlements. and hearing status since this work is all done in 
a paper-based system. The AGO officials said that a more 
detailed case management system would likely be costly 
and would likely require the diversion of attorneys and 
clerical staff to the file management process. 
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OVERSIGHT DIVISION 
Program Eviltlliion 

Department of Labor and Industrial Relations Second Injury Fund 

C. Comparison of AGO and OWC Systems 

The AGO and owe each maintain case file records, but 
neither bas a comprehensive tracking system which would 
provide the amOunts and kinds of accurate detail and 
summary infonnation that Oversight believes is needed for 
all SIF cases. The systems capture different infonnation 
according to the needs of the two organizations. Further, 
the numbers of cases filed, resolved, and open at each year 
end were not reconciled between the two systems. 

Oversight beHeves the differences between the two 
organizations' needs would not be efficiently provided by 
one integrated system; however, the agencies should ensure 
their respective systems provide accurate and complete 
infonnarion for SIF files. We believe the organizations 
must cooperate and share information to provide that 
assurance. 

o. owe System Upgrade 

owe officials told us that an upgraded or new system for 
the workers' compensation program is being planned, and 
OverSight suggests that DWC work with the AGO, the 
STD, and other cooperating agency officials in the planning 
process. We also suggest tbe new system be designed to 
capture additional information such as the worker's 
previous injury or condition and Jegal residency and 
eligibility to work in the USA; infonnation which is not 
currently required but which could be valuable for 
analytical purposes or in case oflaw cbanges. 

The Dew system should be expandable without requiring a 
whole system redesign and should provide for 
appropriately secured access for agencies such as the AGO 
which have a legitimate need for the infonnation. 
Differences between the DWC system and other agency 
systems would likely be minimized if certain functions 
such as case me opening and closing were done on a 
coordinated basis between the two agencies. 
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OVERSIGHT DIVISION 
Program Eulualion 
Dcpanmenl of Labor and Indll5triaJ Reillions Sec.ood Injll.!)' Fund 

Oversight recommends the DWC, with participation from other 
stakeholders , continue the design process for a comprehensive case 
information system. The system should include infonnation 
needed to fulfill current statutory mandates and other infonnation 
which would be needed for analytical PllIPoses or law changes, 
and should provide for secure access by other organizations which 
need the data. 
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Program EVllultion 

Department of Labor and Industrial Rell1tions Second Injury Fund 
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$ 24,747 ,360 
$ 7,982,201 
$11 ,793,975 
$12,540.368 
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$19.210,378 
$32,441.827 
$ 21 ,746.1 03 
$ 7.402.379 
$18.519.292 
S 21 .259,063 
S 21 ,705.665 
$22.715.314 
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Secood Injury Fund Expendilures 
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Office or the AttOITUI)' General - Operations 
Office of the Attomey General - Leasing 
Office of Admll'llslnliion - Operatiom 
Olrle. of Allmlnlslration - Cap!laI Improv9l1lllnts 
Department of Labor and kldustrial Reloltkms 

Beno(II Payments 
Altofney charges. rMmds, en~1ope5 aod postage 
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2000 2001 2002 2003 200. 2005 2006 

$32,797 $34,641 $40,246 $42,314 $41,381 $33,803 $41.933 
$1,766,609 $2,037,930 $1,B65,073 $1,992,285 $2,229,653 $2,645,019 $2,634,803 

$94,518 $95.513 $114,458 $77,821 $IOJ,939 S102,876 5161.504 
$411 .171 $567.131 ",120,418 $858,452 $1,396,029 $1,494,282 $1.655,456 

$1,875 S2.078 $2.272 $1 ,588 $5,722 $2.566 sa 
$29,402.137 $39,040,907 $47.761.439 $53.931,636 $62,411.992 $60,995,159 $65.02 1.789 

$596,906 $428,903 $542,139 $1 ,480,805 1299.329 $11 1.599 SI0.700 
$960,221 $747,36 1 $982,698 $25.066 S19,676 $0 SO 

$33,266,839 $42,954,464 $52,428,742 $58,415,966 $66,513,722 $85,385,303 $69,526,'85 

Note 1: The Department of labor and tndustrlat Relations compiles this information by calendar year. 
Note 2: Tho operating eJlpenditures of the Workllr, Compensation Division are paid rrom the General Revenue Fund. 
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MISSOURI DEPARTMENT OF LASOR AND INDUSTRIAL RELATIONS 

DIVISION OF WORKERS' COMPENSATION 
P.O. Box 58 

JEFFERSON CITY, Me 65102-0058 
www.oalil.mo.govIWC E·mail: wotkerscomp@dollr.mo.gov 

OMNI O. O.YI$ 
DEPAIIllIENT D\III[CTOR 

Recommendation I : Oversight has concluded Ihal significa nt I Sec:ood Injury Fundi expendilurt reductioDs would require 
changes in the I ll" governing the I Second Injury Fund1 progra m, and Oversight recommends that the Department of 
Labor and Industrial Relations, Division of Workers' Compensation and the Office of Attorney General review potential 
legislative chanies with the General Assembly, 

DOLIR Respmue: DOLlR concurs with thf! Oversight analysis regarding the increase in the costs per case and incTf!llSed benefit 
type poymenlS made from the Second injury Fund and the assertion 111m reduction of expenditures from Ihe Fund would require 
iegislalive QCtion. During the 2007Iegi1lative session, DOUR worked closely with the General Assembly by prUliiding technical 
assistance and statuI/col information regarding legislative proposals submilted during that session. DOLIR will again offer its 
technical expertise and pertinent data to assist the General Assembly in making informed decisions regarding any Secand Injury 
Fund legislation thai is proposed in the 2008 legislative session. 

Recommendalion 2: Oversight recommends the Division of Workcrs' Compensation meet with Ihe Office of Allorney 
General and the Office of State Treasurer 10 establuh appropriate guidelines for (Second Injury f'undllump sum 
settlements and ensure that the program Is operated within those guidelines. The meetings and guidelines should be 
properly documented, and the guidelines should be in written form. 

DOLlR Response: Since DOLIR has not had input in the past with the determination of lump sum payment thresholds, DOUR does 
nOt currently have a position on the efficar:y afsuch limits. Howe'I!er, DOUR strongly concurs with the Oversight assertion that 
past decisions regarding iump sum paymenl maximums were made without DWC involvement. There is no conclusive evidence Ihm 
specific guidelines using sound methodology were used to determine lump sum mcaimilnlS. DOLiR concurs with the Oversight 
recommendation that DOLlR be an equal member of apartnershjp with the Office 0/ Attorney General and the Officf! of the State 
Treasurer to estahlish a regular pattern 0/ meetings and de'lle/op specific, measurahle and written guidelines to determine lump 
sum settlement policy and review other issues that have a bearing on the soundness of the Second Injury Fund. DOLIR would like 
10 see such a partnership commenced as SOOn as possible. 

Recommendation 3: Oversighl recommends the Diviston of Workers' Compensation IIDd the Office of the Allomey General 
advise the General Assembly regarding potential cbanges in the Second Injury Fund program which will reduce futUre 
ex penditures while maintaining benefits to those who are not eligible for benefits (rom other prOirams. 

DOL/R Response: DOLlR realizes that statutory changes are at the sole discrition of the General Assembly. DOLIR concurs that 
there ore mUltiple elements that effea change in the Second Injury Fund program. Each change hy Itself may ha'lle a varlahle 
impacf on the expenditurf! le'IIe! and solvency ofthefllnd, howe'I!er. when multiple elements are takm as a whole, thosf! elements 
will have a positive impact on the peiformance of the Fund. DOLIR will (!'Valuate the specific statutory proposals recommended b)' 
Oversight, os weI/. as other statu.l0ry proposals that have already been coruidered and those thaI may develop in the future and will 
provide the necessary information to the General Assembly regarding any prop osals that are considered during the 2008 
legislative session. 

Recommendation 4:0versigbt recommends tbe AGO and DWe continue to monitor the (actors impacting SIF claim and 
COSI levels, and recommend appropriate changes to Ibe General Assembly as needed to maintain the effectiveness of the 
pro&"ram, 

DOLIR Response: DOUR is aware of external Jactor.! that impactlhe performance and solvency oj Ihe Second injury Fund. 
DOLlR concurs with the Oversight recommendation and will de/ermine methods to keep the General Assembiy timely apprised of 

Relay Mlno~: 1 -8O(l..73~.29a6 (TDD) 1..aoo·735·2466 (Veice) 
EI'I1f*lYef HQIIine: 8&U37.ecse ~ Ho/Iina' e(lO.77!>-2667 



changes that affect the Fund. DOUR will provide infonnation regarding both the external factors and changes to the Fund as a 
result of any legis/alion tho! may be considered by 1M General Assembly. 

Recommendation 5: Ovenieht recommend, the DWC, with participation from other stakeholders, continue the design 
process for a comprthealive cale information f)'ltem. nae system thoald iDdude iDformatioD needed to fulfUl current 
Itatulory mandates and other information which would be needed for analytical purposes or law chaoles, and lihould 
provide for secure access by other organizations whicb Deed the data. 

DOUR Respon.se: DOUR C01lClU'S with the Owlrsight recommendation. The Division of Workers' CompensatWn 's current business 
system is unable /0 support many oflne business processes resulting/rom statuJcry changes and external business factt:Jrs and is 
nearing the end of its life cycle. DOUR is aware that a new system will produce significant costs savings, improved efficiencies 
and better use of resources. DOUR has submilted an RFP to conduct a busilless analysis of the Division of Workers ' 
Compensation 's cu"e11l system. The result of 111m analysis will tell DOUR how to proceed willi establishing Q system for che 
Division of Workers ' Compensation that will be the most efficient allli cost effective. It is the intent of DOUR to inclu.de all 
stakeholders in developing. tJuzt $)'Sfem so that it will produce the most accurate data for analytical purposes and for support of 
policy changes. It is estimated that th~ business analysis will 14k#! twelve to eighteen month.s. DOlJR does not have a rimeframe on 
development of a new system once the bu.silreSs analysis is complete. Also, the Division. of Workers ' Compensation will, by the end 
0/2007. begin collectin.g more derailed informalion regarding Jwnp sum paymenu mt:uk from the Second Injury Fund. DOUR will 
also evaluate rhefeasibility of capturing additional data in the current business system recommended by legislative oversight. 
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MISSOURI DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS 

DIVISION OF WORKERS' COMPENSATION 
P.O. Box 58 

MATTBUJNT 
GOVERNOR 

JEFFERSON CITY, MO 65102-0058 
wv.w.dofir.mo.gov/wc 

December 3, 2007 

Mr. Mickey Wilson, Director 
Oversight Division 
Committee on Legislative Research 
State Capitol 
Jefferson City, MO 65101 

Dear Mr. Wilson: 

E-mail: workerscomp@doDr.mo.gov 

aMM D. DAVIS 
DEPARlloIENT DlF\ECT~ 

JEl'AAET W. BtJKER 
DMsION DIRI:CfOR 

Enclosed are the responses from the Department of Labor and Industrial Relations to 
your draft Second Injury Fund Program Evaluation. I thank you for taking the time to 
perform this evaluation on a topic which is timely and of significant interest to the 
citizens of Missouri. I trust your audit staff received the Division's full cooperation and 
the resources necessary to complete their task. 

Please let me know if you have questions or need further clarification of the attached 
document. 

Sincerely, 

l1l7~ IJ,,/h---
Jeffrey Buker 
Director 

Relay Missouri: 1-800-735-2966 (rOD) 1-800-735-2455 (Voice) 
Empioyer Holline: 888-837-&>69 Employee Hotline: eOO-ITS-2S67 



MISSOURI DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS 

DIVISION OF WORKERS' COMPENSATION 
P.O. Box 58 

JEFFERSON CITY, M065102-(1()58 
'I'IWW.dolir.mo.govlwc E-mail; ~erscompOdol.r.mo.gov 

Recommendation 1: Overslgbt bls concluded thlt significant ( Second Injury Fund) expenditure reductions would require 
cbanges in the law goveroln&: the I Second Injury Fundi program, and Oversight recommends that the Department of 
Labor and Industrial Relldons, Division of Work en' Compensation and the Office of Attorney General review potential 
legislative chanaes wJtb tbe General Assembly. 

DOLlR Response: DOUR concurs with the OverSight analysis regarding the increase in the costs per case and increased benefit 
type payments made from the Second Injury Fund and the assertion that reduction of expenditures from the Fund would require 
legislative action. During the 2007 legislative session, DOUR worked closely with the General Assembly by providing technical 
assistance and statistical informatioll regarding legislative proposals submitted during that session. DOUR wi/J again offer its 
rechni£al expertise and pertinent data 10 assist (he General Assembly in making informed decisions regarding any Second injury 
Fund legislation that is proposed in the lOO8legisiative session. 

Recommendation 2: Oversieht recommends the Division of Workers' Compe:nlJlltion meet with the Office of Attorney 
General and tbe Office o(Stlte T.-easur-er to establish app.-opriate auidelines (or ISecoQd Injury Fundi lump fum 
seCClernents and ensure tbat Cbe program is operated wichin those guidelin.es. The mutings and guidelines sbould be 
properly doc:umented, and tbe guidelines should be ill written form. 

DOUR Response: Since DOLIR has not had input i" the past with the d~termination of lump sum paymenl thresholtb, DOUR does 
not currently have a position on the efficacy of such limits. However, DOLlR strongly concurs with the Oversight assertion lhal 
past decisions regarding lump sum payment maximums were made without DWC in\lOlvement. There is no conciwive evidence that 
specific guidelines using sound methodology were used to determine lump sum maximums. DOUR concurs with the Oversight 
recommendation litot DOUR be on equal member of a partnership with the Office of Attorney General and the Office of the Stale 
Treasurer to eS1Clbiish a regular pattern of meetings and develop specific. measurable and written guidelines to determine lump 
sum seulement policy and revie-w other issues that have a bearing on the soundness of Ihe Second Injury Fund. DOUR would like 
10 see such a parrnership commenced as soon as possible. 

Recommendation 3: Ovenieht recommends the Divi~ion ofWor.ken' Compensation and the Offic:e of the Attorney General 
advise the General Assembly regarding potential changes in the Sec:ond Injury Fuad program whicb will reduce future 
expenditures while maintaining benefits to those who are not eligible for benefits from otber programs. 

DOLlR Response: DOLIR realizes that statutory changes are at the sale discretion of the Gmeral Assembly. DOUR concurs that 
there are multiple elements that effect change in the Second Injury Fund progrOln. Eaclt change by itself may have a variable 
impact on the expenditure level and solvency of the fund, however. when mu/tipl~ elements Clre lalce" as a whole, those elemeflls 
will have a posilive impaCt on Iheperformance of the Fu.nd. DOLlR will evaluate Ihe specific statutory proposals recommended by 
Oversight, as well as other statutory proposals fhClI have already been considered and those that may develop in the future and will 
provide the necessary information to the General Assembly regarding any proposals that are considered during the 2008 
legislative session. 

Rec:ommendadon 4:0versiaht rec:ommends (he AGO and owe continue to moUitor tbe factors impacting SIF claim and 
c:ost levels, and rec:ommend appropriate changes to the General Assembly IS needed to maintain tbe effectivenes~ of the 
program. 

DOUR Response: DOLIR is QWare of external factors that impact the performance and solvency of the Second InjulY Fun-d. 
DOUR concurs with the Oversight recommendation and will determine methods to keep rhe Genera! Assembly time(l,i apprised of 

R.I.y Mi.ssourl: 1-800-735-2966 (TOO) 1-800-735<2460 (Vole.) 
ErTIIlloyer Hol~ne: 8BB·S37-6009 Employll Ho\~ne : 800.n~25e7 



changes thaI affect the Fund. DOUR will provide information regarding both the exlemol factors and changes to the Fund as a 
result of any legislation thaI may be considered by the General Assembly. 

Recommendation 5: Oversight recommends the DWC, with participation from other stakeholders, continue the design 
process for a comprehensin case information system. The system sbould indude information needed to fulfill current 
slatutory mandates and other information which would he needed for analytical purposes or law Changes, and should 
provide for secure access by other organizatioos which n«d tbe data. 

DOUR Response: DOUR concurs with Ihe Oversight recommendation. The Division oj Workers ' Compensation 's current business 
system is lUlabJe to support many of the business processes resultingfrom statutory changes and external business factors and is 
nearing the end of iu life cycle. DOUR is aware that a new system will produce significant costs savings. improved efficiencies 
and beller use of resources. DOUR has submitted an REP to conduct a business analysis of the DivisiOn of Workers ' 
Compensation's current system. The result of that analysis will tell DOllR how to proceed with establiShing a system for the 
Division of Workers ' Compensation that will be the most efficient and cost effective. /1 is the intent of DOUR to indu.de all 
stakeholders in developing that system so that jl will produce the most accurate aata for tmalyticDI purposes and for support of 
policy changes. It is estimated tho/ the bu.siness analysis will/ake twelve to eighteen months. DOLlR does not hove a time frame on 
development of Q new sySlem once the bwiness analysis is complele. Also, the Division of Workers ' Compensation will, by the end 
of 2007, begin collecting more detailed in/ormation regarding Iu.mp sum payments made from the Second Injury Fund. DOLlR will 
also evaluate the feasibility of capturing additional data in the current business system recommended by legislative oversight. 




