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EXECUTIVE SUMMARY 

The new Texas Workers' Compensation Act of 1989 brought a number of 

significant changes to the state's workers' compensation system. Among these changes 

were: instituting an administrative system to reduce the likelihood of litigation; 

establishing higher minimum and maximum benefits; and introducing the concept of 

Maximum Medical Improvement (MMI); among others. Many of the Act's key 

provisions were implemented in January 1991. This report was produced for the T.W.C. 

Research Center by the Center for the Study of Human Resources (U.T. Center). a 

research organization of the L. B. J. School of Public Affairs of The University of Texas 

at Austin. 

The Texas Environment 

The way the workers' compensation and VR systems currently operate on behalf 

of injured workers in Texas significantly affects the environment for RTW programs. 

Among the more important issues concerning these systems as they affect the RTW 

environment are the following: 

• Considering only direct, out-of-pocket financing, employers now bear most 
workers' compensation costs in Texas. If they so choose, private employers 
can now opt out of the system altogether. Thus. employers and employees do 
not have the same "stake" in the workers' compensation system and in 
implementing RTW efforts in Texas as they do in some other states. 

• The Texas Rehabilitation Commission (TRC), which appears to be the usual 
referral target for injured workers covered by workers' compensation in Texas, 
is mandated to serve a number of other populations under the regular 
federal/state VR program as well. With growing numbers of individuals in 
need and increasing responsibilities under the Americans with Disabilities Act 
of 1990, TRC will have difficulty giving higher priority to serving injured 
workers over other needy target populations. 

• The Texas Workers' Compensation Commission's (TWCC's) computerized 
process for referring workers to TRC tends to be a hit-or-miss proposition; 
injured workers often fail to receive needed VR services. 

• Some injured workers referred by TWCC to TRC for services apparently are 
not interested in returning to work when referred. There is little real incentive 
in the Act for them to participate. 

The VR/RTW Literature and State Canvass Results 

There is a remarkably strong consensus among workers' compensation and VR 

policymakers and program staff, private rehabilitation professionals, employers, workers 

and researchers about some of the more essential elements of RTW and related policies. 

Such a consensus exists in few policy areas as it appears to surrounding RTW. Important 

related elements of this consensus include the following: 
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• Disability (risk) prevention. rather than disability management. is key. 
Workers' compensation. VR and RTW programs would all face an easier job 
if there were fewer work-related injuries and if both employers and workers 
took more lo heart the message that all accidents are preventable. 

• Expanded education for both the medical and business communities could 
yield substantial benefits for the workers' compensation system. employers, 
carriers and workers. 

• Early intervention, once an injury has occurred, is absolutely vital to injured 
workers' success in returning productively to the workplace. 

• Fostering trust and mature, cooperative relationships among the key players 
involved in the system. especially employers, workers and the public entities 
(i.e., TWCC and TRC) responsible for serving them, is essential as well. 

In addition, as both the literature on VR and RTW programs and the U.T. Center's 

state VR and RTW canvass indicate, there is wide variation in the approaches and 

practices which are being implemented around the country, whether in the form of 

pilot/demonstration efforts or full-blown programs for injured workers covered under 

workers' compensation. In terms of RTW and related efforts, the range encompasses 

everything from the complete absence of VR and RTW references in state law (e.g., 

Delaware) and simple VR service referrals for groups needing such assistance (e.g., 

Texas) to aggressive disability prevention and early RTW programs, complete with 

financial incentives for both employers and injured workers (e.g., Washington and 

Oregon). 

There is considerable documentation on the types of VR and RTW interventions 

which states offer for injured workers, with the possible exception of services provided 

directly by the employers-of-injury or arranged by their insurance carriers. Information 

about employer- and carrier-based RTW efforts remains largely anecdotal. 

Recently, support has been growing for the use of incentives to promote hiring 

injured workers and a number of other related experimental initiatives to foster RTW and 

reduce workers' compensation premiums and disability costs for employers, workers and 

society. Both Oregon and Washington, the report's case study states, are using such 

approaches. They have done so deliberately and with the active support of partnerships 

forged with business, labor and government. Yet, the definitive word on whether such 

approaches are efficient and effective has not been written. Well designed evaluations of 

these relatively new approaches to promoting early RTW have not been conducted. 

Moreover, economic theory and existing empirical evidence from studies of 

similar incentive-based efforts are not at all encouraging. Such credits and subsidies 

unfortunately have been found to further "stigmatize" the populations targeted for 
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assistance and overwhelmingly to be "windfalls" for participating employers. It is 

possible that such incentives may have very different effects when the targeted group is a 

known quantity-an injured worker seeking early RTW with or rehire by the employer­

of-injury-rather than just another member of a targeted class of workers seeking a job. 

Suggested RTW Parameters 

The RTW parameters which are suggested for Texas policymakers to consider 

have been developed based on an extensive review of the VR and RlW literature, a 1993 

canvass of VR and RTW programs in all states and the District of Columbia, and site 

visits conducted in Washington and Oregon in August 1993. They are also based in part 

on the earlier analysis of Texas RTW patterns and programs performed for the T.W.C. 

Research Center by King et al. (1993). These suggestions are further based on two 

important premises regarding the Texas workers' compensation and VR environment; 

namely, that both workers' compensation and VR services for covered injured workers 

will continue to be voluntary, and that funding for TRes VR services, now financed 

almost exclusively through the federal/state VR program, will remain largely unchanged. 

A number of suggested RTW design parameters are provided. Each should be 

viewed as a suggestion only. 

1. Education and marketing efforts should be expanded, regarding workplace 

safety generally and disability prevention and early RTW in particular. Such education 

and marketing efforts should be targeted to the medical and business (employer) 

communities. In part, these would market model early RTW approaches used in TRC's 

ER1W Pilots and in other states around the country. 

2. TRC's existing Early RTW Pilots should also be enhanced and expanded to 

other areas of the state, based on interest carefully cultivated by TWCC and TRC 

program staff among industry associations and employer and worker groups. The "right 

stuff' is already there programmatically. The costs of early RTW appear to be quite low, 

and the initial outcomes very good. TRC, the participating employers and related groups 

could serve as the nucleus for expanding them. 

3. TRC's efforts to computeri1.e skills transferability assessment should be 

continued and examined for possible enhancements and expansion potential. An 

existing joint project (with the Texas State Occupational Information Coordinating 

Committee) is providing frontline TRC counselors with improved access to information 

necessary for assessing injured workers' current skills and skills transferability, as well as 

their opportunities for reemployment. The should be continued in some form, whether 

with SOICC or other entities. More effective models may be possible in the future. TRC 

is currently exploring enhanced models. 
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4. Oregon's Preferred Worker Program and its companion, the Employer 

Assistance Incentive Program, should be piloted in Texas. These two programs involve 

worker wage and training subsidies as well as marketing efforts for employers to 

hire/rehire injured workers rather than let them sit idle while collecting their impairment 

income benefits. While the empirical evidence on hiring/employment subsidies. tax 

credits and similar efforts is not very encouraging, there is sufficient interest and 

experimentation in other states to warrant piloting such programs on a small scale. 

Adequate funding for such incentive programs would need to be secured, since 

they are likely to be expensive. Oregon funds its programs out of its Re-employment 

Assistance Reserve, supported by employer and worker contributions. A small pilot or 

demonstration effort could be funded through other sources. 

5. A public sector Early RTW initiative should be implemented as well. A few 

state agencies should be selected-based on a combination of accident/injury rates, 

resource availability and interest-to demonstrate the public sector cost savings potential 

as well as the possible benefits for injured state employees. 

6. A two-tiered system for serving injured workers more effectively and 

efficiently should be developed and tested. Of the VR options available, most injured 

workers (in other states) have tended to do better-in terms of returning to work and 

recovering their preinjury earnings-with less intensive, workforce attachment than with 

more intensive education and retraining approaches. Such early RTW efforts also tend to 

be far less costly. At the same time, some injured workers clearly could benefit from 

receiving more traditional, more intensive VR services. 

8. More concerted, ongoing evaluations should be instituted, to document the 

costs as well as the impacts of VR and early RTW on longer-term employment and 

earnings for injured workers and accompanying effects on employers-of-injury and 

carriers. Given the availability of archived Unemployment Insurance (UO wage records 

in Texas, workers' labor market outcomes could be tracked inexpensively, both for 

participating injured workers, as well as for a similar group of nonparticipants. 

9. Additional analysis should be conducted on those groups of injured workers 

whose RTW patterns have been less than successful. Special efforts should be made to 

better understand the characteristics of injured workers who are unsuccessful in returning 

to work and the factors affecting them, using the T.W.C. Research Center's existing data 

bases. The results of these analyses could facilitate better targeting of safety and 

disability prevention efforts, development of early RTW programs focused on those 

injuries, occupations and industries with the greatest potential benefit, and thus increased 

efficiency and effectiveness. 
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The new Texas Workers' Compensation Act of 1989 brought a number of 

significant changes to the state's workers' compensation system. Among these changes 

were: instituting an administrative system to reduce the likelihood of litigation; 

establishing higher minimum and maximum benefits; and introducing the concept of 

maximum medical improvement (MMI); among others. Key provisions of that Act were 

implemented in January 1991. Section 17.06(a)(l) of the Act also called for the Texas 

Workers' Compensation Research Center (T.W.C. Research Center) to conduct studies of 

the feasibility and effectiveness of vocational rehabilitation (VR) programs for injured 

workers covered by the Texas workers' compensation system. 

The Center for the Study of Human Resources (U.T. Center), a research 

organization of the Lyndon Baines Johnson School of Public Affairs of The University of 

Texas at Austin, recently completed the first phase of a study of VR under contract to the 

T.W.C. Research Center. In that study by King, et al. (1993), return-to-work (RTW) 

patterns were analyzed for all injured worker claimants during the period 1988-1991, 

using matched administrative data collected from the Texas Department of Insurance 

(TOI), the Texas Workers' Compensation Commission (TWCC) and the Texas 

Employment Commission (TEC). U.T. Center researchers also examined RTW programs 

and program participants in Texas through the use of the following methods: 

mail/telephone surveys of covered employers, insurance carriers and private rehabilitation 

providers; RTW program case studies of selected employers and carriers; and focus 

groups with small numbers of RTW program participants. 

This report is one of two produced for the T.W.C. Research Center in the second 

phase of its study of VR programs. It concludes with a set of suggested RTW program 

design parameters for consideration by Texas policymakers based on: an extensive 

review of the literature on RTW and VR programs for injured workers; a canvass of 

workers' compensation and RTWNR programs in all states and the District of Columbia; 

case studies of the programs operating in Washington and Oregon; the results of the 

statistical analysis conducted in the preceding phase of the research; and discussions with 

knowledgeable individuals in the field, both in Texas and in other states. The second 

report in this phase will present the results of an analysis of RTW patterns and time 

intervals for indemnity claimants reaching MMI under the new law. 
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B. Report Organization 
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Section II briefly describes the Texas environment for workers' compensation and 

for VR and R'IW programs for workers' compensation claimants. Section ID presents the 

results of the state canvass of VR and R'IW programs. Section IV consists of case 

studies of VR and RTW programs in Washington and Oregon, two of the country's 

recognized leaders in this policy area. Section V presents suggested RTW program 

design parameters for consideration by Texas policymakers. Appendix A summarizes the 

literature concerning VR and RTW programs for workers' compensation claimants. 
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II. Workers' Compensation, VR and RTW Programs in Texas 

A. The Texas System 

By 1989, Texas faced a workers' compensation crisis of monumental 

proportions. I Many of the largest insurance carriers in the state were threatening to 

curtail operations. Texas employers were paying some of the highest premiums in the 

nation, while injured workers received some of the lowest benefits. Attorney 

involvement in the system was commonplace. In December 1989, the Texas Legislature 

passed sweeping workers' compensation reform in order to create a more equitable and 

effective system. Many of the more important changes contained in the 1989 Act became 

effective in January 1991. 

The new Texas Workers' Compensation Act did not substantially change the VR 

context for injured workers in the state, although, as mentioned earlier, it did direct the 

T.W.C. Research Center to conduct studies of its feasibility and effectiveness. Section 

2.Sl(h) of the Act further directed the Legislative Oversight Committee to "draft 

legislation creating a vocational rehabilitation pilot program to provide vocational 

rehabilitation as a benefit under this Act ... ", if the T.W.C. Research Center study found 

VR to be feasible and effective. Lacking access to data matching TWCC with Texas 

Rehabilitation Commission (TRC) records and comprehensive information on employer­

and carrier-based RTW efforts, providing definitive answers to the feasibility and 

effectiveness questions was not possible. This study does offer a more limited set of 

suggested design parameters. 

The following narrative summarizes key aspects of the current Texas VR system. 

This discussion parallels that for all other states (except New Jersey) and the District of 

Columbia provided in Section III. 

VR-Employer/Employee Responsibilities. The new Texas Workers' 

Compensation Act, like its predecessor, does little to provide for or encourage VR 

participation. In Texas, participation in VR program services by injured workers covered 

under the workers' compensation system is largely voluntary. Neither the insurance 

carrier nor the injured worker's employer is mandated to pay for VR services. With the 

exception of individuals receiving Supplemental Income Benefits who may forfeit their 

benefits for nonparticipation, injured workers may not be penalized for refusing to 

1 Various publications and hearings of the Texas Joint Select Committee on Workers' Compensation 
Insurance (1988) detail the context within which legislative refonn took place, as well as the key issues 
driving these reforms. Major changes brought about through the Texas Workers' Compensation Act of 
1989 are detailed in Flahive et al. (1993). 
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cooperate, i.e., for not registering or enrolling for VR services. Section 5.11 provides that 

TWCC must analyze each employer report of injury to determine if the injured worker 

"would be assisted by vocational rehabilitation". If they decide in the affirmative, TWCC 

notifies them in writing of the services available through TRC as well as private VR 

providers. TWCC also notifies TRC and the affected insurance carrier. 

System Financing. VR services for injured workers covered under workers' 

compensation are often provided by TRC, a public facility that primarily serves severely 

disabled individuals. TRC services are funded primarily under the federal/state VR 

program (described briefly in the next subsection). Additionally, insurance carriers and 

self-insured employers support VR services for claimants. Carriers often pay for the 

services of private rehabilitation providers to facilitate an injured worker's return to work, 

thereby reducing their own costs. 

Service Delivery. The workers' compensation program in Texas is administered 

by TWCC. However, injured workers are typically referred either to TRC or to private 

VR providers for VR services. Such services may be provided either by TRC, by private 

providers or by employers themselves. TRC is not mandated to serve workers' 

compensation claimants, but does so on a first-come/first-serve basis. TRC served a total 

of 22,616 workers' compensation claimants in federal FY 1993, including both newly 

accepted and already active cases, comprising about one quarter of all VR clients served 

by TRC.2 

TRC receives referrals from many sources, including employers, insurance 

carriers, doctors and workers themselves, as well as from TWCC. By far the largest 

sources of referrals, according to TRC staff, are doctors and injured workers (i.e., self­

referrals). After four weeks of lost time, an injured worker receives a letter from TWCC 

informing them of the availability of TRC services. When the worker calls TRC to set up 

an appointment, this contact is coded as a self-referral. Very few workers' compensation 

claimants who receive referral letters from TWCC actually show up as official TWCC 

referrals in TRC's records. 3 

At the VR assessment interview, counselors gather medical information and 

determine if services are necessary. To qualify for these services, the worker has to meet 

the standard federal eligibility criteria. First, the individual must have a physical and/or 

mental disability which results in a substantial impediment to employment. Second, the 

2Toese and subsequent figures on services to and outcomes from TRC's Workers' Compensation Program 
were obtained Delvin Sparks, the Program's manager. They arc based on unpublished TRC program data. 

31WCC and TRC staff have been developing a computerized system for tracking workers' compensation 
referrals for some time. It may be implemented someLime in 1995. 
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individual with a disability must be able to benefit in terms of an employment outcome as 

a result of VR services received. Third, the individual must require VR services to 

prepare for, to enter, to engage in or retain gainful employment. The injured worker is 

entitled to appeal TRC's decision regarding their eligibility. 

In the past, counselors have strongly suggested the best vocational choice for 

clients in order to expedite the process. Under the 1991 amendments to the 

Rehabilitation Act of 1976, clients now are entitled to more than one choice in terms of 

rehabilitation options. These consumer-oriented amendments require that the options and 

their consequences be clearly communicated to clients. Once an option is mutually 

agreed upon, a VR plan is developed and signed by the injured worker (or other client). 

It should be noted that under the VR program, counselors have broad discretion in 

making decisions with their clients and, unlike all other education, employment and 

training programs, have their own service budgets. Presently, TRC counselors spend on 

average approximately $175,000-$200,000 annually on VR services. 

Counselors generally try to identify transferable skills, so as to avoid retraining 

and to return the injured worker to work as soon as possible. A new comprehensive 

program, the Selection, Transferability, Evaluative, Placement System (STEPS), has been 

developed by the Texas State Occupational Information Coordinating Committee 

(SOICC) under contract to TRC, to assist frontline counselors in this process. STEPS 

conducts a labor market survey and profiles clients to assist their decisionmaking process. 

TEC job listings were being used to supplement information from STEPS. This effort 

became operational in October 1993. In late 1994, TRC staff were reviewing STEPS and 

modifying their approach to assisting VR counselors. 

Outcomes. In FY 1993, some 9,469 workers' compensation claimants were 

referred to TRC for services, of whom 7,243 (76 percent) were accepted and enrolled for 

VR services. The remainder either failed to respond to the referral letter, were not 

interested in rehabilitation, did not appear to have a disability or otherwise failed to meet 

federal eligibility requirements. Note that, without an effective, computerized tracking 

system, TWCC only received official credit for 645 referrals or about 9 percent of the 

total number accepted and enrolled. During FY 1993, some 3,350 workers' compensation 

claimants were rehabilitated and their cases closed following two months of employment, 

at an average (encumbered) cost per closure of $2,016. The majority of workers' 

compensation claimants served by TRC return to work using their own transferable job 

skills or following receipt of short-term vocational training. 

RTW Pilot Programs. TRC has had three pilot projects operating in Fort Worth, 

Irving and San Antonio as part of its Early Return-to-Work for Injured Workers' Project. 
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As described in Padgett, et al. (1993), these RTW pilots utilize methods and procedures 

more commonly used by the private sector rehabilitation experts. This Early RlW pilot 

effort is intended to get workers back in the same or similar job more expeditiously and at 

lower cost with the same or a different employer using workers own transferable skills. 

The U. S. Department of Labor (DOL) provides $250 a month for each Federal Employee 

Compensation Act (FECA) claimant served in the San Antonio project site. San Antonio 

had 25 DOIJFECA cases (as of September 1993), receiving federal funding between 

$55,000 and $65,000 annually as a result. 

In the Early RTW pilot, the injured worker's employer provides the counselor 

with a detailed job description. The counselor takes this job description to the physician 

who then identifies the tasks the worker can perfonn given his or her injury. This 

communication between the physician and employer regarding RTW is viewed as novel, 

since historically their dialogue in Texas has centered largely around the payment of bills. 

TRC employs six counselors in these projects as marketing specialists who handle 

the needs of injured workers referred directly from the employer-of-injury (Padgett et al. 

1993). The counselors negotiate with the employer to rehire the worker, even if it 

involves light duty or a change in job. It takes approximately three to five months for the 

case to close at an average cost of less than $10 including only direct, encumbered costs.4 

Employers who refer directly to TRC in a timely manner realize significant cost savings. 

If they wait for 1WCC or other sources for referrals, the regular VR process can take up 

to 18 months and cost more than $2,000 in encumbered costs. Some 85 percent of the 

injured workers in these pilot projects return to work with the same (preinjury) employer. 

B. The Federal/State VR Program in Brief 

Like many other states. Texas relies heavily on the federal/state VR program 

administered by TRC to provide rehabilitation services for workers' compensation 

claimants. The VR program serves eligible individuals with a wide variety of disabilities 

(excluding visual). ranging from mental illness and mental retardation to neurological 

disorders, speech and hearing limitations, and many others. 5 The purpose of VR is to 

help those with disabilities prepare for, find and retain competitive employment. To be 

eligible for services, individuals must be disabled, 16 years of age or older and legally 

able to work. Since the 1970s, service priority has been given to those individuals with 

the most severe disabilities who also have the potential for rehabilitation for work. 

4Toe $10 figure thus excludes any administrative or indirect costs. 
5This brief description of the VR program relies on Legislative Budget Board (1994), Dean et al. (1993) 
and discussions with Delvin Sparks with TRC. 
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Services available under the federal/state VR program include counseling and 

assessment, diagnostic examinations, surgery and hospitalization. prosthetic devices. 

occupational skills training. supported work, vocational adjustment training, 

transportation and income support. Funding for the Texas VR program is approximately 

80 percent federal and 20 percent matching state funds. Federal funds are allocated to 

states by the U.S. Department of Education through a complex funding formula. FY 

1993 VR expenditures totaled $123 million, while VR services were provided to some 

68,000 clients. The average cost per successful rehabilitant- including all clients, not 

just workers' compensation claimants-was about $7,400. 

C. Observations on the Texas RTW Environment 

The way the workers' compensation and VR systems currently operate on behalf 

of injured workers in Texas significantly affects the environment for RTW programs. 

Among the more important issues concerning these systems as they affect the RTW 

environment are the following: 

• Considering only direct, out-of-pocket financing, employers now bear most 
workers' compensation costs in Texas.6 If they so choose, private employers 
can now opt out of the system altogether. 7 Thus, employers and employees 
do not have the same "stake" in the workers' compensation system and in 
implementing RTW efforts in Texas as they do in some other states. 

• TRC, which appears to be the usual referral target for injured workers covered 
by workers' compensation in Texas. is mandated to serve a number of other 
populations under the regular federaVstate VR program as well. With 
growing numbers of individuals in need and increasing responsibilities under 
the Americans with Disabilities Act of 1990, TRC will have difficulty giving 
higher priority to serving injured workers over other needy target populations. 

• TWCC's computerized process for referring workers to TRC tends to be a hit­
or-miss proposition; injured workers often fail to receive needed VR services. 

• Some injured workers referred by TWCC to TRC for services apparently are 
not interested in returning to work when referred. There is little real incentive 
in the Act for them to participate. 

6Considering total direct and indirect, economic and noneconomic costs, injured workers likely bear the 
majority of the costs of injury and disability. 
7 According to a recent study conducted for the TWC Research Center (Dyer et al. 1993), 80 percent of 
Texas wage and salary workers remain covered by workers' compensation under the new Act 
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III. State VR and RTW Programs 
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All 50 states and the District of Columbia were canvassed in the summer of 1993 in 
order to learn more about and characterize their VR and RTW programs and to identify 

innovative and effective VR and RTW programs for insights and further study. The 

combination mail/telephone survey focused on the following areas: VR as defined in their 

workers' compensation law; the structure and financing of their VR delivery system; their 

early RTW efforts; and their major program outcomes. Forty-nine states and the District of 

Columbia cooperated fully with the survey; only New Jersey did not respond with detailed 

information about their programs.1 The results of this state canvass are summarized in 
Table 3.1 immediately following this section. 

VR service delivery systems and disability management efforts vary greatly from 

state to state. As a result, patterns common to all states proved difficult to identify. This 

section presents some of the more notable similarities and differences which emerged from 
the survey. 

A. Vocational Rehabilitation Program Goals 

In all but seven of the states responding (i.e., Colorado, Delaware, New Mexico, 

Pennsylvania, South Carolina, Tennessee and Wyoming), VR is explicitly addressed in the 

workers' compensation statute. The typical goal of VR is to return the injured worker to 

employment. The exact wording, however, varies from simply "employment outcome" to 

"suitable, gainful employment". "Suitable" employment, the stated goal of VR in twelve of 

the states responding, implies wage replacement. Thirteen states specifically define the 

goal of VR as restoring the injured worker to employment at or near their preinjury wage. 

In many states, a hierarchy of VR goals is written into either workers' 

compensation law or agency administrative rules. This hierarchy ensures that the following 

RTW goal options are considered in descending order as follows: same, modified or 

different job with the same employer; followed by same or different job with a different 

employer. Training is generally considered to be a last-resort intervention because, 

according to state officials, it tends to be the costliest, least effective option. The emphasis 

is on returning the injured worker to work with their preinjury employer, even if in a 
different capacity. 

1Securing the cooperation of states' VR agencies with the survey proved far more difficult than expected due 
lo the fact that many of them required U.T. Center researchers lo secure the permission of the private 
Council of State Administrators of Vocational Rehabilitation (Washington, D.C.) first. Such pennission 
was forthcoming in all cases, but it created an unnecessary barrier to timely completion of this survey of 
VR programs operating almost exclusively with public funds. 
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VR services tend to be financed by insurance carriers, self-insured employers or 

publicly funded rehabilitation programs. Eighteen of the states responding pay for VR 

services either through a special VR fund or through their WC fund or program budgets. 

VR funds and WC-based VR services tend to be supported either through an assessment on 

workers' compensation premiums or on the actual hours (or days) worked by covered 

workers. In two of these states, Maine and Massachusetts. the state will pay for VR 

services if the carrier/employer refuses. However, if such services are successful, the 

employer/carrier is required to reimburse the state in an amount up to two or three times the 

actual cost of the services provided. 

The extent to which injured workers are required to seek or enroll in VR services is 

subject to much discussion. However, it is very difficult to characterize the status of VR 

definitively in terms of voluntary or mandatory VR. From the injured worker's 

perspective, fifteen states have largely mandatory VR. In these states, injured workers 

deemed to need it are required to cooperate with VR efforts (which includes placement 

assistance) or risk losing their lost-time (indemnity) benefits. Covered employers and/or 

their insurance carriers are typically required to pay for VR services if the injured worker 

needs such services to become employable. 

In thirty-five states, VR is largely voluntary for injured workers. A few states in 

which VR is characterized as voluntary (e.g., Texas) may restrict receipt of some income 

benefits if the prescribed VR service intervention is not followed. Since the latter part of 

the 1980s, a number of states (i.e., California, Colorado, Florida, Georgia, Kansas, New 

Mexico and Minnesota) have switched from mandatory to voluntary VR in part in an effort 

to reduce escalating workers' compensation-related VR costs. Others, such as 

Washington, still require VR but have begun to screen out large numbers of injured 

workers in terms of eligibility. As indicated in Section IV, Washington no longer allows 

injured workers with "residual job skills" to participate. Under voluntary systems, the 

employer/carrier is not obligated to pay for services. However, short-term VR services are 

often voluntarily financed by the carrier/employer who stands to realize the potential cost 

savings of early returns to work. It is noteworthy that only two formerly voluntary states 

(i.e., Massachusetts and Oklahoma) have shifted to mandatory VR for injured workers. 

C. Referral Time Frames 

There is a growing consensus that early RTW intervention is crucial for injured 

workers. However, the average time from date of injury to referral for VR screening in the 

responding states ranges from 21 days (Florida) to the point of medical stability (e.g .• 

District of Columbia and Montana). In eighteen states. injured workers are typically 
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District of Columbia and Montana). In eighteen states, injured workers are typically 

referred after they have between 60 and 120 consecutive lost-time days. Exceptions are 

made depending on the nature and extent of the disability. Twenty-one states do not have a 

specific referral trigger date. The argument typically made for not having such a date is 

that, since each case is different, arbitrary referral time frames run the risk of losing some 

injured workers who are ready for services much earlier in the process. However, a 

counter argument is that such trigger points catch injured workers that might otherwise go 

unnoticed. The optimal time for making a VR referral remains a source of some debate, but 

research seems to suggest that "as soon as possible" may be the answer.2 

D. VR Service Delivery Systems 

VR services are provided through one or more of the following mechanisms: 

private rehabilitation firms, public rehabilitation agency or the workers' compensation 

agency. The exact arrangement varies from state to state. With few exceptions (i.e., 

Connecticut, Delaware, Ohio and Wyoming), states use private VR providers in some 

capacity. These providers are hired by insurance carriers, self-insured employers or the 

state (WC VR unit or VR agency) to provide services which may include assessment, 

counseling, work hardening, training, labor market analysis and placement.3 Private 

providers tend to be competitive and aggressive in marketing their services, focusing on 

early RTW and wage replacement. The degree to which regulation is imposed on these 

providers varies greatly from state to state. Twenty-one of the states using private 

providers have no certification requirements or very limited ones, allowing the market to act 

as the regulator. 

Another source of assistance to injured workers is the publicly funded rehabilitation 

program which typically serves any person with a physical, mental or emotional disability 

in order that they may become self-supporting and as independent as possible. This 

program is funded through matching federal/state (80/20 percent) funds under the 

Rehabilitation Act of 1976, as amended in 1992. To qualify for these services, the injured 

worker has to meet federal eligibility criteria. State rehabilitation agencies must give 

priority to clients with severe mental or physical disabilities under this program. Such 

priorities tend to limit VR service availability for workers' compensation claimants. 

The degree of involvement that workers' compensation agencies have in VR varies 

from offering a full range of in-house services (i.e., Florida) to acting strictly as a court to 

settle disputes (i.e., Virginia). The workers' compensation agency or division often has a 

small VR staff that administers or oversees the program. Their responsibility ranges from 

2For examples, see Gardner (1991) and Padgett ct al. (1993). 
3for more on these services in Texas, see King, et al. (1993). 
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ensuring that claimants receive needed services to approving and monitoring all VR plans to 

merely making referrals. As a result. their involvement in initiating effective VR and early 

RTW programs varies. but tends to be minimal. The impetus for VR/RTW efforts most 

often rests with the insurance carriers and self-insured employers. In recent years, as a 

means of controlling workers' compensation costs. both of these entities have become very 

active in the area of disability management. 

In seven states (i.e .• Florida, Massachusetts. Michigan, Minnesota. Mississippi. 

New York and West Virginia), VR services are provided on a fee-for-service basis directly 

by the workers' compensation agency or the public rehabilitation agency. They meet the 

needs of employers through both traditional and more innovative services. These agencies 

market themselves as objective third parties. and. according to the agencies surveyed. 

reportedly charge anywhere from five to seventy-five percent less than private sector 

providers for similar services. Due to their success. some plan to increase their fees in the 

near future to levels more comparable with those charged in the private sector. 

Involvement of public rehabilitation agencies in industrial disability management may 

increase with the growing awareness of the need to retain experienced. skilled workers in 

the workplace. 

E. RTW Program Features 

Two states. Oregon and Washington. have been nationally recognized for having 

very successful early RTW programs initiated by their respective workers' compensation 

agencies. Their programs are discussed at length in Section IV. Many of the states that are 

making concerted early RTW efforts have voluntary VR programs (i.e .• Florida. Idaho, 

Indiana. Mississippi. Nevada. New York, North Dakota, Washington and Wisconsin). 

Such aggressive early intervention efforts include: 

• In-house rehabilitation consultants trained in sales and negotiating techniques 
who actively market safety management and early RTW strategies to employers; 

• Seminars and presentations to employers and insurance carriers about the 
benefits of early intervention. light duty and safety management; and 

• Counselors who contact injured workers. employers and physicians 
immediately following the injury to negotiate early RTW in some capacity. 

Nineteen states provide loss-of-earning-power reimbursements as a means of encouraging 

early RTW. The state fund or the insurance carrier pays a percentage of the difference 

between the preinjury and postinjury salary for a specified period of time, e.g .• until 

medically stable or until the preinjury wage level is reached. 

In four states (i.e .• Oregon, Wisconsin, Arkansas and Rhode Island), the employer 

is mandated to rehire an injured worker if their old job still exists and they are capable of 
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performing it with certain accommodations. However, most states do not have this 

mandate and must therefore offer financial incentives to employers to induce them to hire 

injured workers. A growing number of states are reimbursing employers for a portion or 

all job site modification and on-the-job training costs (i.e .. Connecticut, Arizona, Oregon, 

Washington, New Hampshire). Four states (i.e., Oregon, California, North Dakota, 

Washington) have become more aggressive in terms of their incentives and now offer 

workers' compensation premium discounts to employers that hire/rehire injured workers. 

Full implementation of the Americans with Disabilities Act of 1990 will make it 

more difficult for employers to refuse to hire/rehire injured workers. ADA prohibits 

employers from discriminating against qualified individuals with disabilities. At the request 

of the individual, an employer is required to make "reasonable accommodations" to 

alleviate or remove the barriers imposed by the disability. Additionally, employers are no 

longer permitted to inquire about an applicant's workers' compensation history at the pre­
offer stage. 

F. Program Outcomes 

Objective, reliable data concerning the effectiveness of early RTW programs across 

the nation are scarce. One reason for the lack of performance information is that, where 

VR services are provided strictly through the private sector and funded by the employer or 

insurance carrier, outcome data are not collected by the state. In one state, insurance 

carriers that were realizing significant cost savings as a result of early RTW and safety 

programs stopped sending in outcome data, fearing that the legislature might be led to 

increase benefits. A second reason is that public rehabilitation agencies often fail to 

differentiate between workers' compensation claimants and other clients without work­

related injuries in terms of outcome measures. Finally, workers' compensation agencies 

often do not have the resources necessary to analyze and make available the data they may 
have collected. 

The available program outcome data suggest that, of those injured 

workers/claimants who complete VR plans, on average between 40 and 90 percent 

ultimately return to work at some point. Low success rates are often used as an argument 

to avoid retraining and focus on RTW. Given the stricter VR eligibility requirements 

adopted by many states, injured workers with formal VR plans constitute a small 

percentage of all workers' compensation claimants. Most return to their former positions 

with little or no assistance. Injured workers who require VR plan development are often 

long-term disability cases with greater barriers to reemployment Long-term follow-up data 

on injured workers that return to the workplace are even more scarce than immediate return-

12 



December 1994 Center for lhe Study of Human Resources 
LBJ School/University of Texas-Austin 

to-work data. Only a few states (i.e .• Massachusetts. Georgia. Connecticut. Florida, 

Arizona) currently collect or are beginning to collect such infonnation on a regular basis.4 

G. State Concerns with RTW and VR 

Despite the often considerable differences between the states and their approaches, 

their concerns about workers' compensation, vocational rehabilitation and RTW efforts are 

very similar. These concerns include the following: 

• Referral times from date of injury to VR are too long; 

• Injured workers often tend to 'fall through the cracks'; 

• The legal system typically delays the process, with VR plans often used as a 
means to increase settlements; 

• The approval process for VR plans is lengthy due to documentation 
requirements; 

• Retraining tends to be overused in VR programs for injured worker/claimants; 

• Resources are often lacking to conduct effective early intervention and 
marketing campaigns; 

• Too many medical decisionmakers drive the system, slowing the rehabilitation 
process; 

• Despite the progress being made, educating the business and medical 
communities about the benefits of early RTW is difficult; 

• Although there is a great deal of frustration on the part of rehabilitation 
professionals, they continue to try to dispel the myth that injured workers are 
"damaged goods;" 

• Employers lack sufficient financial incentives to hire/rehire injured workers; 

• A slow economy impedes RTW efforts; and 

• Private VR providers are not as effectively regulated as they should be. 

4Texas has al least done so on an ad hoc, but relatively comprehensive basis; see King, et al. (1993). 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs for Workers1 Compensation Claimants, August, 1993 
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Alabama Alaska 

cmploymcnl 

Arizona Arkansas 

cmpToymen1 

• P011.ion or we pRmiums 
finances IOIIIC VR services via • Fcdcral/Slllle VR program 
Industrial Cc.nm. Special Fund • In limited cases, employers 
• FcderaVsta1e VR program required to pay for up 10 72 
• Canier/employcr wi:ek.s of VR Alld related 

service&. 

California 
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I

VR if eligib~ employees- . 
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•fcderallst~eVRprvgram 
,doc., nOI serve WC casea. 

,. Ccnified private providers • Cenified private prvvidcn 

I
• WC -ceu,;y docs not mooil« 1• Public rehab. agency Rehab. Service& Adm.(15'1, of 
VR • WC agency monitors VR ,;ascload is WC-mostly 

• Ccn I pnvate prov ers • • Yale providers (DOI 
handle most VR cases. regulated) 
• WC -cenc:y is board of • WC Division app-ovcs plans, 

lo tune reqwrement 
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rehab specialisu, reviews plans, get reimbursed by 
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• Carrier/employer must pay for • Ind. Canm. dctenninca 
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plans for funding. 
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hire injured workers day RTW follow-up lO obtain 
• Rcc:cnl law revision 10 specify worlcer feedback oo services 
that lhc VR plan which ensures received 
employability in lhe shDrtCSt • Stare pays so-.. of salary 
possible time be sclcc:tcd difference for up to 3 mos. 

• OTT & job lite modificatiDII 
financed by Statc Fund 
• No RTW program, per sc 

• Eligibility e uallon requests • Aa:o g to d. 
increased 400._, &om FY,1989- 53._, ofVR panicipants 
92. SS,. found eligible Ca- VR complclc a plan. of whom 59'l(, 
services. R1W. Earnings information 
• RlW info DOI collcc:tcd. not available. 

adjudication audits emplo~rs/carriers for 
• Public rdiab. agency handles timelineu, selllcs disputes 
few WC claimants (lc,ss lhan • Fee schedule for provideB 
S'I, of WC ,;ascload). 
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law change requilu re- • Eliiploycrs who b1re an 
hiring injured worlceB if injurd worker and keep 
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penalty is paying diff. between pRmium rebate based on fmn's 
benefits received & wages los1 WC insurance rate and worker'sl 
during refusal period fa- up to I reponcd wage&. 
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specific programs 

, • 78'Ri of VR plan complettB 
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Source: Caucr for lhc SCudy of Hwmn Reaoun:a. Univers~y ofTeus al Austin. Slale VR/R1W CAnvass(l993). Conducted for Ille Tens Worton' 0,~1ion Rc,ca,d, Center, 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

Colorado 
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WC ltallllc in 1987 

eri(loo.sc:ly 

l
regubled) 
• Stale VR agency 

Connccllcut 

,-cmploymcnl al preinjury 
earnings 

Delaware 
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• Porti011 of WC budget 
allocakd for VR 
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• No private providers 
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I
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al preinjury wages 
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Florida 

at preinjury wages 
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WC Rehab unil (fee-for-service 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

pnvate providers. 
• For pest 7192 injurie&, WC 
Board ooly mouilOrs VR for 
C41astropbic iojurie1 ror which 
VR is maodalOI}'. 
• WC Board monitors 
reasonablenus or fees & 
qualily or services provided. 

lo time requirement 

Hawaii 
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I
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.cnf01ce. back injured workers 
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11111 over I yr., this number is plan do RlW, 113 with same 
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Indiana 
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!
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TI day, 
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• Rehab. Div. actively enrolls in early RlW program. 
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• Workers R1W at 97% of 
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I
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Source: Ccntrt ror the Study or llwnan Reaourca. Univasily orTcus at AIUlin, S111c VRIR1W Canvua (1993). Conducaed for lhc Tcus Wortas' Con.,.nsa1ion ReaeMch Center. 
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Iowa 

employment 
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l
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• Public VR agency 
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atory 

Louisiana 
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ID get n:imbursed by earner 
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• Providers mwt submit 60-day 
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1. Certified private providers 
• WC agency contrac:ts out for 
1111 VR .services 

days 

Maine 
atory 
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• Certified pnvale providers 
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: • WC agency does not approve 
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• Public rehab agency caseload uaisunce only. private providers. plans 
is only 2-3'.\ WC claimants. 

,ys 

icr must paflOO-., 01 

l

sallll)' diffen:nlial 1111til workrr 
...-no, prcinjury job. Most 
employers n:birc II full salary. 

• According 10 
"1'P"Ollima1cly 80'.\ of VR 
panicipants that ~plctc a 
plandoRlW. 

ys 

agcncyco1 
RlW folloW•U~ 
• Employer• m1111datcd to give 
pn:fcrmtial hiring to injured 
won.en 
• Carrier/employer pays for 
IUS<lllablc Costs or job 
modification 

1ys lo umc n:qwrcment 

,urance Mier mu.st pay ~ • If W<irter R'JW early, camer • Reduced cucloa, 
18K of wa1e cli1Tercn1ial - no pays 2/3 of wage diffcn:otial couosclors from 350 to 200 to 

l

limclinc for 1H1timum of225 wccb or allow more time for placement 
• Public rdlab. agency bas 40S clays from dale of injury • DRS active in jcb 
effective disability managcmcn • lf original employer n:fuses to modification, financed by 
program rchin: worker and bc/abc: finds canicr/cmploycr. 
' job clscwhcn:, WC costs for 

aiginal employer illcrcasca 

• Ace mg to agency, m • Accordmg to un:au, • Ace ng 10 WC agency, - n"'"'umg ,u ..,.,.;,, 
FY 93, 89 .. of VR participants in 1992, 39-., or VR panicipants 7S'.\ of VR participants that workers eligible for VR cnlcr 
that cornplclcd plan did RlW. RlW; 84'.\ RlW lo same complclc • plan RlW; or those, and complete plans. Of those 
7S .. at pre injury wa1c: •inc:e cn1ploycr, 2/3 to same job 45'.l. return to pn:injury thal complete VR plan, I 00'.\ 
1991 law change, rdenuls to • Worlcers ~essfully employer RlW. 
VR have incn:ascd ~. n:habilitatcd (RlW) incn:ucd 
NumbcrofworkersthatR1W 2Kfrun 1991-92. 
bas illcn:ascd five times. • MRS: overall R1W rate is 

48'.\ 

Source: Centn r« Ille SNdy of Hwnan Raourca, Univcnby of Tuas at Au&tin, Stare VR/RlW Canvass (1993). Conducted for the Teaaa Wodcett' eon.,a,ution R-arch Cailcr. 



Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

Missouri Montana Nebraska Nevada New Hampshire New Jersey 
VRStatus I MillKIAtory Maoaatory IVoluowy 1vo1uowy IMaDOalory INA 

GoalorVR 1:.un=,e. g"""u' employment .t:any Kl w 11nce 1'!191 ISullablc employment I Su1t .... ,e, ga111n11 employment ISW1DD1c employment NA 

Financing or VR • uuner1emp1oycr • Camer/employcr • uimerlemp1oycr • :.eh-uuwance (.J:i-.. of • uuner/emp1oycr INA 
• Fcderall.slale YR progr.uu • Industrial Accident • State WC Fund wodccrs) Services Rehabilii.ttion Ai:count • Federal/stale VR program • Si.tic Industrial lnsunma: 

(fmanccd by assessment U1 WC System (65111, or worlccrs) 
premiwns) 

..... 
\0 

Providers or VR • (;eruncd pnvatc providers • Certified pnvale prov111crs • rnvatc provlllers (ccru1icatu,c • ~lllllc4 pnvatc provlllers. • rnvate providers (001 INA 

Services 
• Div. of VR within Dept. of • Dept. of Social & Rehab. required as or 1/94) • State Industrial lnsunncc regulated) 
Education Services • Public VR agency bandlu SyJtem offers fuU range of • No fee schedule in law 
• WC agency must approve VR • No fee schedule in law very few WC claimants services. Law requires the • VR plan approval required by 
plans • Uaually ooly acrious casu are • WCagepey State System to refer at least Industrial Commission - ooly 

referred to SRS. Approved approves/monitors plans, Slatc 51 Ill, of case. to Bureau of ooe VR S1Afl' member 
acrvic:es funded through Fuad covers cost of plan dcv. Rehab« private providers & 
Industrial Ac,;idcnt Rehab reimburse them for cost of 
Account services. 

Referral to VR- l:.:Oday1 I Medically stable No tune requirement 1:,uoays I No lime requirement in law INA 

# Lost-Time days (internally saccn at 6 months). 

Special RTW INA • c.arly K 1 w at same emp10ycr "'A • Law CW1Dged ID IJl'JJ to • l;amcr must pay a.J ama,y INA 

Program Features 
specified in the law as a priority mandale early intervention differential up lo 350 weeks 
as of7191 activities f« all employers. • Since 1991, second injury 

• Carrier paynalavy differential fund pays ~Ill, of job modir. 
upto2 yrs. ellpcDSU up to 

$5,000/yrJcmploycr for thmc 
n:biring injured workers. By 
8193, 17 job modi!. appli<:ations 
IDtalling $9,100. 

RTWProgram IIDl«mallon nor coucctcd I lnl«mab<lll llOI COncclcd • Ac,;onung to ..,,._ agency, • ;!4'Jb or those w«kers 111sured • uam:nlly .1<:Dmg up llJJtcm to JNA 

Outcomes 
32-., of VR c:.ascs rehabilitated through the State determined collect and analyze R1W data. 
successfully• In FY 92. IOO'JI, eligible r« VR services do 
of VR panic:ipant.s that RlW at the time of case 
completed a plan RlW; 80-.. closure. 
wilh aame employer • Outcome of early inlcrventioo 

not available. 

~ Cenlcr for die Study or lluRDn Reaourcea. Un.ivonity or Tau al Ausrin. Staie VR/RlW Canvau (1993). Condud<d for the Te.u. Wo,ten• eo,,..,....tlon Reaearch Center. 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

New York 

at pn:mJury wage 

ier/cmploycr 
• SI.lie WC Fund in part 
• Federal/stale YR program 

_ ivate providers (not 
regulated) IUld public rdlab. regulated, SO'll, of ascs) 
agcix:y (lypically handle., more • YR Division has 2 programs: 
serious ca.ses) I) fcc--for-scrvice (24'11 or WC 
• WC agency doe5 not monitor casca); & 2) stale/federal VR 
VR. program ir cmrier/cmploycr 

'o wne rcqu1rcmcn1 

A 

relilsc.s lo pay. 
• WC agency monitors YR 
case... 

days 

• Integrated employment 
cff0tt--cmploymen1 spcc:ialisls 
educate employers a11d unions 
about early R1W 

North Carolina 

• :State Rehab. Div. provide., 
services (98'!1, of VR casc.s), 
requau reimbursement from 
c.uricr/employcr. Contracts 
with loosely rcgulaied private 
providers for some services. 
• Private providers allowed for 
past 5 years only 

'o 11me rcqutrcment 

• Seate Rehab. Div. 
development/placement 
counselors who mmlcet R1W; 
plans to expand to 40 
counselors in near future). 
SRO offen some job site 
modification. 
• Carner/employer pays salary 
diff ercnlial 

ior to 1990 law change, 
lc:arrier/employcr had to pay up 
Ito $2,500 fer VR c:valuation 
and counseling. 

• Acco ng to 1v., • According to , 'l, 01 
complete a plan; of these, 100'1, VR plan complctcrs R1W 
R1W at 90'li of prcinjury 
wages. 
• Private: providers rcport 80-
i90'll, placement raie, high 'l, jol 
rctcnlioo. 

North Dakota Ohio 
'olunlary 

af pn:injllr}' wage wiiii pre injury employer 

loycr 
of monopolistic State WC Fund!• Surplus WC Fund (majority 0 1 

cues) 
• Federal/stale VR program 

lurcau cootracU our for • liid. Comm. rcrcrs VR casu 

bid procc.u, approves and RSC rcquats rcimbuncment 

I 

all VR service. by compctili\'C to Rehab. Scrvicu Comm, 

moniton all plans; penally for from Ind. Comm. fer approved 
providcr failure lo report plan plans. Sina: 1992, Ind. Comm. 
'de'l'ClopmenL has u agreement lo llansfer 
• No n:gulalion of providers, funds to RSC 10 allow them to 
but Ibey must have certified obtain incn:ascd ma/Ching 
staff redcllll fonds. 

• I aw angc: lo provide 
certain employers 5% discount 
on WC premiums for rehiring 
,injured worlcers 
'• OJT udjob informaiion 
financed through St.ate WC 
Fund 

uiillo! WC Bureau -

I 

reduced their budget from 
S3.5m in 1989-90 lo S2m in 
1991-92, lhnlugh active early 
intervention and lo.\s prcvenli 
strategics. 
• R1W data not available. 

o lime rcqu1remenl 

• Employer reimbursement ror 
lo.\s of worlcer productivity 
• Job retcntioo services 
• Worbile modificaiion 
• Worker reimbursement for 

salary differential for up to 4 
years. 

A 

Source: Center for the Sludy of Humm RCIOUN:ca, Unlvmity of Tau al AUSlln. Slate VR/RlW Cmvasa (1993). Conducted for the Te,... Won:en' Corq,cnsa1ion Research Ccnler. 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

Ok.Jahoma 

employment :lllrQ lo employment a, cl 
a, possible ID regular 
employment al preinjury wage 

Pennsylvania 

ier/employcr 
!• Some by rederalfstalc VR 
·p-ogram 

1crtcmp1oycr 1• Quner/cmployer 
• State Re-Employment • Federal/Sllllc VR progr.un 
Assistance Reserve, 2nd injury 
fwld, with employer and 
woriccr conlribulions 
• Federallstale VR program 

1va1e prov1 crs (not • en 1c pnvate prov1den, 
n:gulated) rec JCbcdulc in law 
• WC agency docs not monitor • State's VR agency serves 
VR some WC claim11n1S 
• Div. or Rehab serves very rew 
WC claimants via the 
redcral/mtc VR program 

lo tune n:qum:menl 

ivatc providers (not 
n:gulared) 
• Public rdiab. offic:e receives 
monthly list or all indumial 
injuries; all claims which may 
p-oducc 100 days or more or 
lost time arc sc:111 

lc11cnlbrochun:s about VR 
services 

fo time n:qu1n:men1 

ri\ 1• Budget of $230,000 for . !NA 
,employer/employee education 
• Fim111cial incentive ID 
employers such as Preferred 
Worker Program, Employer-At­
Injury Program (since 1990) 
• At full medical release, 
employer must n:hirc worker if 
preinjury job u.ists 

• 40'1, o( those Iba! receive 
a,sistanc:1: RlW. 
• Oflh05C that complete VR 
plan. 75'3& of preinjury wages. 

Rhode Island 
latory 

ied private prov'lders 
• WC approves VR plans 
• No rec JCbcdulc in law 
• Donley Rehab Center is VR 
wiit fwldcd within the WC 
agency. Full in-house services 
but contract out for placcmenL 
Rcquw carrier/employer ID pa: 
for formal uaining. 

lays 

• A 2. employe,s 
mandated lo rehire woo:cr if 
can pcrfonn prior job with 
c:enain accomodalions. 
• Rehab. Ctr provides job sile 
modific:ation, requests 
carrier/employer 10 pay 
• Traiuitional employment: 
carrier/employer pays 2/3 of 
wage difICRDlial 

I

VR scrvica through Rehab 
Cenicr: 
I • With !raining, !IO'l& RlW 

• Without Ir.lining, 23'3& RlW 

South Carolina 
'oluntary 

ier/cmploycr 
; , Fcderal/staie VR program 

i' Swc n:hab. agency 
• Private providers (no! 
n:gulated) 

lo time n:qu1n:mcn1 

ri\ 

Source: Cffllet ro, Ille Sludy or Humu, Raoun:a. Univenily oCTeus at Austin. Sime VR/RlW Canvau (1993). Conducacd for lite Te:us Wodcen' Co~lion Reaearch Center. 

Tav.l 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

ls-outh Dakota Tennessee 

ier/cmployez-
1• Federal/&taae VR program 

• ~n· ied pnvate providers vale prov ers (not 
• Slalc n:hab. agency (leu than n:gulated) 
S~ of caseload WC) • Stale VR agency 
• Div. of Insurance refers 10 • A5of 5191, Div. of Rehab 
privale poviders. Services and Office of WC 

coordinate services for injured 

I 
federal wwkers. US DcpL of 

11.abcir's WC omce as5U111cs 
fi111111Cial responsibility fw 
services. 

160days lNo lllne requirement 

m:civcs an impairment rating. 

rormauoo not collected 

Texas Utah Vermont 
landalory 

at comparable job and 
<=0mparable salary 

@°cmployez-
• Federal/Slale VR program 

ier/cmployez- • Approx. o cases re • • vale p-ov ers (minimal 
• Private p-oviders 10 private providers (monil<ired, regulation) 
(unrcgulaled) 1101 regulated); 4~ to public • No fee schedule in lhe law 
• Texas Rehab Comm., Slalc rehab. agency (request • WC agency app-ovcs VR 
rehab. &&•ncy; 20-25~ oflllC reimbursement from carrier). plans. 
QSCS arc WC claimants 5~ is joint effon. • Public rehab program_. 

4weel 

lyR1Wpil0l p-c,cct.s ror 
,WC daimants operating in 
several sites with TRC 
'panicipalion 

ronnallOa 110l collected 
1statewide 
• In Early R1W pilots, 85,91)'1, 
R1W with preiojury cmployez-, 
and avg. cost per RTW closure 
ofSlOvs. $2,000 bother 
TRC/WC clasures. 

• Referrals 10 public rehab few WC claimants. 
increased 57'1- from 1990-92. 
• )Qd. C0111m. monitors VR. 

iiays 

0 S1a1cw1dicoonl111ated reremil 
process between employment 
agency and Div. of Rehab. 
• lnduslrilll Comm. has re­
employment program 
cmpluuizes early 
assC&S111cnlleval. lo upcdite 
RTW. 

lays 

I

• All R1W efforts ifuoug 
private poviders; difficult due 
lo lack of a second-injury fund 

• According lo d. Comm." • Approx. <ist-time 
76'1, of eligible disabled claimants enter a VR plan; 
workers RTW in 1991·92, 42'1, RTW dala now being collec:tcd 
with same employer al higher 
avg. ~ekly wa&e (a 22'1-
incrcasc over 1990) 
• 84'l, of VR formal plan 
complctcrs RTW at 93'il> of 
prcinjury wage 

Sourc;c; Cct11cr fot the Scudy or Humui Reaowces, Universily ofTaN •• Austin, Stale Vlt/R1W C.WllS (1993). Conducled for the Te~as Worten' Con-.,ensa1ion a-arch Ccmer. 
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Table 3.1 
State Vocational Rehabilitation and Return-to-Work Programs (cont.) 

- loymcnt COOSISlcnt Wil 
'pn:injury employment 

ivatc providers (IIOl 

Washin_1lon West Vir_1lnla Wisconsin 
'oluntary 'oluntary 

employment 

,ploy.:r • Monopoli$tic Slate VR Fund 1• Carricr/cmploycr 
• Self-insurance insures majaily of cmployer.s • Fcderal/Sllllc VR program 
• Stale WC Fund also pays for through WC premium 
VR services. assessment 
• NOie: workers pay 'Jli directly • Self-insurance 
into Fund for WCJVR .services 

regulaled) 1 • Fee schedule in the law 
• Public rehab. agency (small 'Jli • WC approw:a and monitors 
of WC clients) VR plans for funding 
• 1992 law change allows 

ivatc providers (regulaled) • Private providen (not 
'and State Rehab. Board n:gulalcd) 
; • WC agency approves VR • Div. of VR in DHS: WC Div. 
plans refers serious cases (25-50 per 

cdueatim1 lo be • VR option. 
• WC agency is a court & docs 
110tmoni1<>r VR 

lo ume requirement 

oc 

1 

• Rchah Board charges WC month) lo DVR. 
agency fixed service ralc S'Jli • WC Div. dis.scminalcs info, 

1lcss lhan private p-ovidcrs rdcrs cases, but docs DOI 

'. • AU meclical lrcatmait must be approve VR plans or monil<>r 
approved by • managed care cases. 

I •• 
org111112a11on 

,ys 

• inancial mccnuvcs 10 un - • talc un pay.s sa .y • p ycrs required to rehire 
insured cmploycrs & workers differential for up IO 2 yrs for workers if suitable openings 
include: job mod., loss-of- early RlW exist; penally i$ up to I year in 
earning power reimb., .skills • Workers can R1W for 90-day back wagc.s. 
cnhanc:emeot. premillDI irial period; if they quit, • WC Div. iw011101cs light-duty 
discounts benefits are reactivated early RlW program.s 
• Since 1990, Slate agencies and immediately. 
higher cd must have RlW • State Fund pays salary during 
p-ograms orr. 
• Early inlervcntioo staff at WC 
agency 

_ _ • . cases ~viewed for 

1

30~ RlW al service arc placed in retraining due to 
completion, and 43'Jli arc found lack of iransferable skills. 
able to wort.. • 40'1, R'IW after VR plan 

completion. 
• Bll'I> R'IW after orr. 

! • Aa:ord1ng to DVR, 50~ ol 
! VR participants lhat complete a 
plaaRlW 
• lO'I, of claimants referred to 
DVR arc placed in uaining. 

Wyoming 

program 

agency refers C;ua lo 
'stale rehab. agency when 
appropriale (11$11ally severe 
'cases) 

l~~~:i;ch:r=c! :=c::: 
:sure/federal VR iwogram 

to Ume requirement 

[' Stale Fund pays 
differential 
• Several years ago, a light-duty[ 
pilot project Slllrlcd in which 
Stale paid salary; IIIISIICICCSSful 

& few employers toolc 
advantage of it 

Sour<e: Cmter fct die Sludyof H1111a11 Raourc:a, Univcnily ofTeus 11 Austin, Slale VRJR1W Canvus (1993). Concluded for lhc Teus Wortcn' eo,,.,.._lion Re##ch Ccnlcr. 
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IV. Return-to-Work in Washington and Oregon: A Tale of Two States 

As indicated in section III which reported the results of a canvass of all states and 

the District of Columbia, a number of states are now actively engaged in some form of 

early RTW and/or VR efforts for their workers' compensation claimants. In addition to 

describing their own efforts, contacts in these states were asked to identify those states 

which were thought to be on the "cutting edge" of RTW and VR for claimants, providing 

both innovative and effective efforts on their behalf. A number of nationally recognized 

experts in the areas of workers' compensation, VR and RTW were also interviewed to 

solicit their nominations for the more innovative/effective states.5 

Several states were typically mentioned by respondents and experts alike as being 

leaders in these areas, including Michigan, Minnesota, New York, Oregon and 

Washington. California and Florida were often mentioned as well, but generally as states 

which had ventured into new and innovative territory less than successfully. U.T. 

researchers ultimately selected the two most highly touted states, Washington and Oregon, 

for site visits in consultation with TWC Research Center staff and contacts in each of those 

states. Detailed case studies of both Washington and Oregon comprise this section. These 

case studies are based on intensive, on-site interviews with workers' compensation, VR, 

insurance carrier and employer representatives in August 1993, as well as on extensive 

written materials collected before, during and after the site visits. 

A. Washington State-Where Business-As-Usual Is Not 
Legislative Reform. Washington underwent numerous changes to its workers' 

compensation law in 1985 in a response to escalating costs. From 1985 to 1992, 

Washington experienced a $500 million turnaround of their workers' compensation 

system. In 1985, Washington's Workers' Compensation Insurance Fund, which operates 

as a monopoly, was losing $18 million a month, ending the year with a $144 million 

operating loss. By 1992, as a result of some of the changes described below, the State 

Fund generated a surplus of $340 million. Washington's Department of Labor and 

Industries (DLI), which houses the state's workers' compensation program, won an 

"Innovations in State and Local Government Award" sponsored by the Ford Foundation in 

collaboration with Harvard University's Kennedy School of Government. 

5In addition to 1WC Research Center staff, U.T. researchers spoke at length wilh the following individuals: 
Bobby Geirish and Roy Evans, former and current members of the 1WC Research Center Board, 
respectively; June Karp, director of Texas' Legislative Oversight Committee on Workers' Compensation; 
Ken Forbes, now with TWCC, but formerly with Oregon's workers' compensation program; Delvin Sparks 
of the Texas Rehabilitation Commission; Peter Barth, University of Connecticut; H. Alan Hunt. Upjohn 
Institute for Employment Research; John Lewis, a Florida-based WC consultant; Allan Tebb, California 
Workers' Compensation Institute; and Judy Greenwood, West Virginia WC Division. 

24 



December 1994 Center for the Study of Human Resources 
LBJ School/University of Texas-Austin 

In terms of VR and RTW programs, Washington's 1985 legislative reforms were 

intended to: 

• Reduce unnecessary referrals to VR; 

• Restrict eligibility for services to injured workers who lacked transferable skills 
and would benefit from those services; and 

• End services and Jost-time payments when injured workers became employable. 

These reforms also included the following changes affecting VR services: 

• In the past, all injured workers were required to be referred to rehabilitation 
counselors within a specified time period; the 1985 law put discretion for such 
referrals in the hands of the Supervisor of Industrial Insurance. 

• Injured workers are eligible for VR services only if such services are "both 
necessary and likely to enable the workers to become employable at gainful 
employment". 

• The goal of VR was changed from "suitable gainful employment" to simply 
"gainful employment", where "gainful" is defined as compensation at the state 
or federal minimum wage, whichever is higher. 

• In 1990, the Legislature mandated that all state agencies and institutions of 
higher education must have a RTW program for state employees. 

• Prior to FY 1986, medical claims were handled by DLI's medical unit and 
vocational issues by its vocational unit. Separate staff were responsible for 
claim opening and claim closure. This fragmentation of expertise resulted in 
numerous specialists and a piecemeal approach. The reforms succeeded in 
integrating the disparate functions into one job, the claims manager. 

• Finns are now required to pay workers' compensation premiums based on 
individual company experience within their particular industry-risk 
classification. Prior to reform, workers' compensation premiums were based 
on industry-risk classification only. The new formula provides for greater 
company-level accountability. 

• The law requires companies with eight or more employees to have a labor­
management safety committee responsible for investigating every accident. 
Assistance in setting up these committees is available from DLI safety 
specialists. 

Organizational Structure. Washington has a Workers' Compensation 

Advisory Committee which is composed of four representatives of labor and four 

representatives of management appointed by the DLI Director. Members serve two-year 

tenns or at the will of the Director. The committee does not address benefit issues, but 

focuses on medical care, disability prevention, delivery systems and investment practices of 

the State Fund. 
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The Joint Labor Management Task Force for the Prevention of Long-Term 

Disability was formed by the Workers' Compensation Advisory Committee in 1991 to 

make recommendations for changes in Washington's workers' compensation system. The 

Task Force is composed of equal representation from both organized labor and business. 

and all of its findings are the product of a consensus decision making process. The Task 

Force has created a series of recommendations to shift the focus from processing the claims 

of injured workers to actively managing claims to prevent permanent or long- term 

disability. Long-term disability claims (greater than 120 days) represent less than five 

percent of total claims. but account for 84 percent of the costs to the workers' 

compensation system-$833 million for long-term claims incurred in FY 1993 alone. The 

Task Force addresses issues such as medical care, RTW programs, rehabilitation, and 

incentives/disincentives in the system. 

The Board of Industrial Insurance Appeals. ~ constituency board, has oversight 

over DLI. The three-member board is appointed by the Governor from lists submitted by 

the Association of Washington Businesses and by the Washington State Labor Council for 

six year terms. The public member is the chair and must be approved by both of these 

groups. Only the chair must be an attorney. Overseeing workers' compensation is the 

Board's primary activity. Appeals are made to the Board. Employers in the State Fund 

cannot appeal beyond the Board, however workers have that option. Board members are 

obligated to review the cases on the facts and the law. while the administrative law judge 

serves as the first recourse in disputes. Fifteen hundred cases were heard at the Board level 

in 1992. 

VR-Employer/Employee Responsibilities. VR is said to be voluntary in 

Washington, but it is actually semi-mandatory. If DLI determines that an injured worker 

needs VR to be "suitably employed", it can order the self-insured employer to pay for 

services. The DLI can also ask the employers that insure through the State Fund to pay for 

services. If these employers refuse, however, the State Fund covers the costs. 

The 1985 reforms removed the word "suitable" as a goal for VR. Now the goal is 

"gainful employment", even if that means a minimum wage job. An injured worker is not 

eligible for VR if a job exists in the labor market, the worker is physica1ly capable of doing 

it, and the worker has the skills commonly necessary to do the job. Injured workers that 

refuse to cooperate risk losing their benefits. 

System Financing. Washington is essentially monopolistic in terms of 

workers' compensation insurance. Employers have the choice of either self-insuring or 

insuring through the State Fund. Premiums paid to the State Fund are based both on the 

firm's industry risk classification and on the firm's own experience rating, as detennined 

by the cost of injuries incurred in the last three years. 
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The State Fund currently has approximately 140,000 individual employer accounts. 

Of these, there are 58,000 employer accounts that report less than 2,080 hours per year or 

less than one full-time employee. There are 365 self-insured employers, covering one-third 

of the workers in the state. Self-insurers must have at least two million dollars in reserve 

and provide the same level of benefits as the State Fund. Being self-insured allows an 

employer to exert some control over its own claims, consistent with state policies. 

Washington is one of the only states in which employees directly pay a portion of 

workers' compensation/YR costs. Washington has both an Accident Fund and a Medical 

Aid Fund. Employers pay 100 percent of the Accident Fund, but the Medical Aid Fund is 

split 50/50 between the employer and the employee (although some employers cover the 

employee premium contribution). The Medical Aid Fund is administered by the DLI and is 

used to pay for reasonable medical and VR expenses for injured workers. The contribution 

is based on the firm's industry risk class and its experience rating. Consequently, the rate 

is determined by the firm's claims costs and the employee's hours of exposure. For 

example, a logger will contribute significantly more to the Medical Aid Fund than a clerical 

worker that sits at a desk all day. Employees can see on their paychecks exactly how much 

they have contributed to this Fund. 

In 1983, Washington started a retrospective rating program (commonly referred to 

as "retro") for employers insuring through the State Fund. This "retro" program allows a 

firm or group of firms to "bet" the Fund a percentage of their annual premium that they will 

have less than a specified dollar amount in claims in the following 12-month period.6 The 

firm or finns that win the "bet" receive a partial premium refund. A firm can enroll in the 

"retro" program at four different times in the 12-month period. The state offers five 

different "retro" plans depending on the firm's risk class. California, Ohio, Texas and a 

number of other states also have "retro" programs. 

Providers of VR Services. Washington has both a public and private VR 

provider system. DLI's Industrial Insurance Compensation Division has a staff of 35-40 

that provides early intervention services. DLI also contracts with approximately 50 private 

firms for VR services at an annual cost of approximately $33 million. Private VR firms are 

contracted for two-year terms in each service location. Claims managers have total 

discretion in choosing among contracted providers. 

Private VR firms and counselors must be state-certified. The office of Private 

Sector Rehabilitation Services at DLI is responsible for regulating and monitoring the 

provision of vocational services. Counselors must register with DLI and submit proof of 

education and experience. VR firms that do business with the State Fund must go through 

a request-for-proposal (RFP) process to get on the state-maintained list of "preferred 

6"Bcl" is a tenn used infonnally by Jinns and stale staff alike in describing the "retro" program. 
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providers" from which claims managers may then select. Private counselors' rates are set 

by contract at $55 per hour for professional services and $30 per hour for travel/wait time. 

Service Delivery System. State-provided VR services are housed in the DLI. 

Prior to the legislative reform of 1985, all cases had to be referred for VR services within 

90 days of the date of injury. Currently, only self-insured employers have to report case 

status after 90 days of continuous lost-time. The status report should detail whether the 

worker will return to work in a specified time frame or will require VR services to become 

employable. Employers insured through the State Fund do not have a specified time 

requirement to work within, since the claims manager has complete discretion. 

In FY 1994, there were 14,000 referrals to VR for assessment and a total of 

180,000 new workers' compensation claimants. Roughly 22 percent (40,000 claims) of all 

claims involve lost-time payments. Around 10,000 referrals were first-time VR referrals of 

injured workers, thirty-five percent of which were made within 90 days. Twenty-five 

percent of referrals were made between 90 and 180 days. Eighty percent of these referrals 

were within the first year after injury. According to DLI staff, early intervention with the 

employer-at-injury or their current employer should be completed within 45 days of 

referral. 

Early intervention often begins with the claims manager (if caseloads allow), who 

may call the principal players to assess whether the employee-employer relationship is 

secure and if there are medical barriers to early RTW. If this initial intervention is 

unsuccessful, the claims manager sends the file to a VR counselor. The counselor contacts 

the primary participants by phone within five days of the referral. The counselor meets 

with the attending physician to discuss medical treatment, physical limitations, and a RTW 

timeline. A meeting is set up with the employer-at-injury or the current employer to 

facilitate the injured worker's successful return to work as soon as possible. Early 

intervention with I.he employer is imperative. 

In addition to meeting with the physician and the employer, the counselor also 

interviews the worker to explain the process and RTW priorities and to obtain an accurate 

job history. The early RTW intervention priorities are: 

l. Return to the previous job with the same employer. 

2. Modification of the previous job with the same employer, including transitional 
return-to-work. 

3. A new job with the same employer in keeping with any limitations or 
restrictions. 

4. Modification of a new job with the same employer, including transitional retum­
to-work. 
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Early RTW intervention is not an ability-to-work assessment. An ability-to-work 

assessment is completed when there are no RTW options available for the injured worker 

with the prior employer. An injured worker is eligible for VR only if vocational services 

are "both necessary and likely to enable the worker to become employable at gainful 

employment." The evaluation of the injured worker's work history goes back ten years to 

identify all the jobs held and any transferable skills. If early return to work is not feasible, 

the counselor submits his/her professional opinion to the claims manager in an Ability-To­

Work Summary Report. The report must include the worker's current medical status, 

employment history, education, as well as provide occupational possibilities and 

supporting labor market information. To speed up the process, in 1989 counselors were 

permitted to make RTW recommendations. A finding that the injured worker is employable 

and therefore not eligible for vocational benefits can be appealed to DLI's Vocational 

Dispute Resolution Office. The Director makes a decision within 30 calendar days. The 

director's decisions can be appealed to the Board of Industrial Insurance Appeals. 

The claims manager makes a determination regarding the injured worker's eligibility 

for vocational services based on the Ability-To-Work Summary Report and the attending 

physician's report. If the claims manager does not concur with the counselor's 

recommendation, a rehabilitation consultant in the claims department may be asked to 

provide a third opinion. The claims manager can also request a second medical opinion. 

After all the information is gathered, the claims manager makes the final decision. 

If the injured worker is determined to be able to return to work before he/she is 

"fixed and stable", lost-time payments cease. A worker in this situation who returns to 

work becomes eligible for "loss-of-earning-power" benefits until claim closure, if the 

earnings loss is large enough and related to the injury. Residual impairment is rated once 

the worker's condition becomes fixed and stable and a permanent, partial disability award 

is paid based on that impairment rating. 

If the worker is not able to return to work, the claims manager may authorize 

further plan development. A RTW plan includes strategies for achieving the RTW goal 

selected, time and costs involved, and documentation to support the feasibility of the goal 

and the responsibilities of the parties. Once a plan is developed and approved, the 

employer and/or injured worker can submit their written concerns within 15 days to DLI's 

Vocational Dispute Resolution Office. 

Injured workers that do not have "residual skills" (based on their preinjury work 

history) and are therefore found not to be "employable" are referred by the claims manager 

to a private rehabilitation firm. The claims manager is authorized to approve rehabilitation 

plans paid for through the State Fund. The statutory limit for retraining is $3,000 for 52 

weeks with one possible 52-week/$3,000 extension. Some 8 percent of workers with 
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compensable claims in 1984 were found eligible for VR services covered by the State 

Fund. This percentage increased for workers injured in 1985 and 1986, but has dropped to 

around 6 percent, as a likely result of earlier referral for services and increased focus on 

RTW prior to assessing VR eligibility. The volume of assessment/intervention activity has 

varied more widely. Some 16 percent of workers injured in 1985 received one or more 

assessments/interventions, compared to only 13-14 percent for those injured in the 1986-

1988 period. The percentage has steadily increased since 1988, with earlier referral and the 

advent of RTW. from 18 percent in 1989 to close to 28 percent in 1994. 

High rates of utilization of intervention services stems in part from special 

conditions within the State Fund. The total number of State Fund claim managers is 

restricted by the State budget. and claim managers have strong incentives to delegate work 

to VR counselors as a way of managing their workloads. These incentives include 

electronic links between claim managers and VR firms which allow referrals to be made 

and recommendations returned electronically. Professional VR services are unlikely to be 

needed by a full 28 percent of injured workers. Self-insured employers operating under 

Washington law report on the ability to work of only about 15 percent of claims. 

The total cost of VR services was $37.5 million in FY 1985, rising to $46.6 million 

in FY 1994; in real (inflation-adjusted) terms, however, total VR costs fell by just over 10 

percent during this period. Increased use of RTW has been associated with increased VR 

costs. Costs of RTW interventions have increased, and the costs of rehabilitation plan 

development and implementation have not declined substantially. Whether this pattern of 

VR use is cost effective for the State Fund as a whole is currently being studied. 

Self-insured employers manage their own claims or contract with a service firm. 

These employers are required to report accidents and case closures to the DLI, which has 

monitoring and auditing responsibilities. They are required to report on the employment or 

ability-to-work status of all claims with more than 90 days of lost-time; only 15 percent of 

claims need to be reviewed by DLI under its 90-day rule. Only one percent of self-insured 

compensable claims are sent on to rehabilitation plan development, compared to seven or 

eight percent of State Fund lost-time claims. Of the State Fund claims, only four to five 

percent eventually receive approved plans. 

The claims manager is an important gatekeeper in the system. Given that the claims 

manager must make numerous decisions in a short time frame, often with limited 

information. the process is said to be "more of an art than a science." To prepare them for 

this task. claims managers must undergo lengthy training. The program is the second 

longest training program in the state (the first being state patrol officer training), lasting 

eight or nine months. Training is held in four-week increments, with classroom training 

and practical application alternating each month. DLI has been implementing a new 
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imaging system to support more timely and effective claims management at the manager 

level (as shown in the box on the following page). 

In many aspects, the physician is the gatekeeper to the system since his/her 

permission is generally needed to return an injured worker to work. The claims manager 

can question a physician's decision and ask for additional information, clarification, and/or 

testing. However, the claims manager does not make employability decisions without 

physicians' recommendations. The DLI is trying to educate the medical community. 

Washington now requires physicians to submit a report about the worker's progress each 

time he or she comes in to determine what the worker is physically capable of doing. 

DLI, in conjunction with the Washington State Medical Association's Industrial 

Insurance Advisory Committee, developed a process for establishing medical practice 

guidelines for diagnosing and treating injured workers. The need for this became apparent 

after Washington discovered that injured workers receiving surgery were less likely to 

recover if disability-related issues were prominent at the time of surgery. Because of the 

monopolistic nature of the State Fund, DLI could mandate these guidelines (other states 

have to rely on insurance companies to enforce usage of similar guidelines). These 

guidelines have proven to be very powerful. DLI is in the process of hiring a chiropractor 

as Associate Director, reported to be the first such official in the nation. 
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The Use of Imaging for Claims Management. The claims department is in the 

process of implementing a new imaging system that replaces microfilm. DLI currently 

receives 90 inches of mail a day regarding claims. In the past, it took at least two weeks to 

translate a document into microfilm; imaging has reduced this process to two days. The 

claims department is in the first phase of this two-year project, with an initial budget of 

$6.4 million. So far there are two scanner units running, with more on the way. Two 

hundred claims managers and support staff will eventually have access to the imaging­

based claims records. Field offices are not yet budgeted for the system. Key benefits to 

imaging for RTW/workers' compensation case management are that it: 

• Allows documents to be scanned, organized and stored on the computer; 

• Indexes the information, records the received date, assigns claims numbers and is 
ready to read in just in two days; 

• Provides the last 60 days' worth of correspondence; 

• Allows side-by-side comparison of documents; 

• Provides summary of benefits; 

• Allows decisionmaking on the most current information; 

• Faxes and prints directly from the screen; 

• Allows back up and off-site storage; and, 

• Provides a screen that infonns the claims manager when the case needs to be re­
examined. Every morning, the computer automatically lists the claims which 
need to be checked that day. 

Imaging allows claims managers to effectively and efficiently manage their 

caseloads. The claims manager can compare recommendations from the counselor and the 

physician, and ensure that progress noted by the physician is communicated to all parties to 

facilitate the RTW process. This has proven to be very useful since the physician does not 

automatically inform the counselor or the injured worker of his/her prognosis. 

Program Outcomes. Approximately 40,000 compensable lost-time claims are 

opened each year, some 28 percent of which are eventually referred for VR services. 

Washington's Employment Security wage match data for claims closed between 1989 and 

1991 show that 74 percent of injured workers were working in Washington during the 

quarter their claim was closed-80 percent of those who did not require vocational services 
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and 47 percent of those who received vocational services. Some 91 percent of these 

workers were recorded as employed during the quarter of injury (when all should have 

been working). Only 80 percent of workers were recorded as working two quarters prior 

to injury. Thus. it is difficult to know what the 74 percent employment rate should be 

compared with. It is clear that employment is less common among injured workers before 

and after injury than in the quarter of injury. 

The State Fund tracks outcomes for that portion of workers who receive VR 

intervention and other VR services. Services received by the State Fund were found to be 

successful for 73 percent of injured workers with services completed in FY 1994. Thirty 

percent of participants returned to work. while an additional 43 percent were found able to 

work. Rehabilitation plans were needed for only 31 percent of participants. The remaining 

69 percent received RTW interventions only. Washington's wage match studies also 

suggest that 40-45 percent of workers found able to work were working during the quarter 

following injury. and over two-thirds return to work at some time during the four quarters 

beginning with the quarter of "employability". 

DLI staff also found that injured workers who returned to work following an RTW 

intervention recovered more of their preinjury earnings than did VR plan completers. 80 

percent compared to only 70 percent. They attributed the lower wage replacement figure 

for the latter to the fact that plan completers were more likely to change employers or enter 

new occupations. 

RTW Programs. DLI is working on early intervention. They use loss-control 

specialists, auditors, and vocational counselors based in the field to contact employers and 

look for RTW opportunities. Rather than waiting for direction from DLI, the field staff are 

asked to look for needs and to use their discretion in responding to those needs. 

According to DLI. the key to an effective early RTW program is the 

employer/employee relationship. The employer and the worker are the key players in the 

system and must therefore institutionalize a process to work together. They are the ones 

who "own" the system and so they are the ones to change the system. If they are absentee 

owners, the special interest groups will take the system over. 

DLI field staff try to convince employers to "take back their system." They 

emphasize the need for the employer to get the injured worker back, even if they have to 

pay full wages while the person only does part of the job. The company has an investment 

in its employees and must reassure them that they are vital assets. The field staff stress that 

the lines of communication must be kept open for early RTW to be effective. Problems 

need to be kept at the level at which they originate rather than letting outside interests 

become involved. Supervisors or managers are encouraged to understand that it is 
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acceptable to call the worker at home and that the worker is most likely feeling isolated and 

waiting for that call. 

One-tenth of DLI's VR staff are working on injury prevention, provider education, 

and monitoring. Employers are shown how to establish an early RTW program that will 

reduce medical costs. disability payments. awards and litigation. This involves getting 

labor and management in place so that when an injury occurs someone accompanies the 

injured worker to the physician's office with a job description. The physician should 

understand that the employer wants the worker back as soon as possible. In the past, the 

physicians dealt only with the injured worker, not the employer. Where caseloads allow, 

claims managers will assist in early intervention, but DLI tries to encourage workers and 

employers to do this on their own. 

Ninety-five percent of Washington employers are small (fewer than 25 employees) 

and do not have the resources or the flexibility to implement early RTW programs. Staff at 

DLI have been educating employers on the benefits of working together with other small 

employers, because together, they can share and trade jobs at similar pay levels to 

accommodate injured workers. One Seattle-based employer's very successful RTW efforts 

are highlighted in the following box. 

W.G. Clark Construction: An Early RTW Success Story. In 1986, W.G. Clark 

Construction Co. in Seattle had more than 250,000 worker hours and paid $500,000 for 

workers' compensation coverage. The company had an accident "experience rating factor" 

1.3 times the state average. By 1992, Clark had cut their accident rating to less than half 

the national average and reduced their workers' compensation premium to $78,000. Clark 

has now gone more than six years and one million worker hours with only two lost-time 

claims (lost-time starts on day four). For the fourth consecutive year, Clark has been 

among the top three safest construction firms in the nation. These savings were a result of 

a claims management system, a safety management program, an incentive program for field 

managers and employees to reduce lost-time and an aggressive, early RTW program. 

Clark Construction has been so successful with its risk management program that it 

recently set up an in-house subsidiary, Approach Management Services, to consult with 

other firms in a variety of industries on how to reduce their workers' compensation costs 

by implementing earlv RTW and safety programs. 
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Washington provides several financial incentives to employers to hire injured 

workers: 

• Salary Differential. The State Fund pays for loss of earning power until the 
worker is medically stable. 

• Job Modification. The Fund will pay up to $5,000 for job modification 
assistance per worker per job modification. Claims managers can approve up to 
$1,500 for job modification without supervisor approval. If the worksite must 
be altered to accommodate the worker, the employer typically pays 50 percent 
of the costs involved, although that is negotiable. 

• Shon•term Training. The state provides "skill enhancement" or mini-training 
plans intended to help a worker brush up on skills previously learned. The goal 
is for the worker to go back to the preinjury employer in a position that requires 
these skills. The skill enhancement plan can last up to 90 days and cost up to 
$500. The plan must be signed by the employer, employee and attending 
physician. 

• Premium Reductions. Finally, DLI has the discretion to reduce or eliminate 
premiums or assessments to encourage employment of injured workers who are 
not re-employed by the employer at-the-time-of-injury. An injured worker may 
be classified as a "preferred worker" if the injury precludes the worker from 
returning to work with the former employer and impairs the likelihood of re­
employment with other employers. Employers insured with the State Fund 
who hire a "preferred worker" may be excused, for a period not to exceed 36 
calendar months, from the payment of any accident fund premiums and medical 
aid premiums associated with that worker. The second injury fund covers the 
costs of any subsequent injuries during the 36 month period. Last year, 2,983 
"preferred worker" certifications were issued and 1,149 "preferred workers" 
were hired. 

The Work Safe 90s Program was begun in 1989 and implemented in 1991. The 

first group of 15 employers who enrolled in 1991 realized a 17 percent reduction in 

workers' compensation costs by the end of the third year. It took a year for the concept to 

take hold. Players were perceived as either employer or employee advocates. It was 

difficult to convince them that the issue was not black or white, that one could be an 

advocate of both at the same time. Work Safe 90s is a "carrot" program that offers 

businesses insuring through the State Fund a 15 percent up-front discount on their first­

year premium, ten percent the second year, and five percent the third year, after which they 

can enter the "retro" program. As of August 1993, 15 accounts had been signed; 100 more 

were currently being assessed for eligibility. To be eligible. an employer must: 

• Have a RTW program in place or be in process of planning one; 

• Have a claims management program (which could be as little as one-tenth of the 
time of a personnel staff person); 

• Be current on their premium payments to the State Fund; and, 
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• Agree to let DLI auditors audit their accounts. The first audit is done as a risk­
free educational process to ensure that the rate classes are accurate and the firm 
is being charged the proper premium for the hours worked. Past discrepancies 
do not have to be back-paid. However, subsequent audits will demand 
payment if problems are discovered. Normally, an employer has a one in 
twenty-five chance of being audited each year. However, under this program, 
employers know they will be audited with certainty, and the second time will be 
for real. 

Washington's Future Plans. Washington is clearly ahead of most states in 

pursuing workers' compensation reform and in implementing innovative and effective 

RTW programs. Several other developments are likely in the near future, including: 

• Worksafe Washington. This is a program similar to Worksafe 90s for 
employers in the construction industry; and 

• Long-term Disability Pilot Projects. One planned pilot project reduces the 
number of employers and workers served by claim managers and enhances RTW 
services. The second pilot reduces caseloads, enhances RTW services and also 
uses case managers to work with attending physicians to improve medical care, 
to increase physician willingness to rate impairments and to prevent unnecessary 
disputes. 
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Legislative Reform. In 1986, Oregon ranked sixth highest in the nation in 

average workers' compensation premium rates paid by employers and had one of the 

nation's highest occupational injury and illness claims frequencies. The system was 

characterii.ed by: 

• Unnecessary medical treatment and extensive VR; 

• Proliferation of stress claims; 

• Mandatory assessment for VR of all injured workers on lost-time for 60 days or 
more; 

• Lack of control by insurance companies over rehabilitation expenses; 

• Training used as a means to maximii.e an injured worker's potential; 

• Lack of incentive to employers to hire or re-hire injured workers; and, 

• Proliferation of litigation resulting in a claim's status often not being determined 
for 60 days. Due to a backlog, workers could be out of work six or seven 
months waiting for medical treatment. 

In 1987. Governor Neil Goldschmidt appointed a seven-member committee, 

headed by the Oregon Secretary of State, to recommend changes to the workers' 

compensation statute. The committee membership included the chairs of the House and 

Senate Labor Committees, representatives from the largest business group, the AFL-CIO, 

and the trial lawyers association. Based on the committee's recommendations. legislation 

was enacted which made the following changes to the VR system: 

• Eligibility requirements for VR services were restricted. Prior to 1987, the 
primary condition for VR assistance was if an injured worker needed assistance 
to return to his/her previous employment or any employment. Under the new 
law, workers who can return to their employer at injury or to any other job that 
pays at least 80 percent of their job at time of injury wage do not receive 
vocational assistance. 

• Injured workers were permitted greater involvement in the selection of VR 
providers. 

• Providers were required to certify with the Department of Insurance and Finance. 

• A flat VR service fee structure was developed. In the past, providers billed on 
an hourly basis. 

• Training programs were limited to 16 months, with one possible extension to 21 
months under certain conditions. In the past, there had been no time limit on 
training. 
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As a result of these changes, the number of new vocational assistance cases decreased by 

84 percent from 1987 lo 1991, while the total cost of closed cases decreased by 42 percent. 

However, workers' compensation costs remained a significant problem. 

In 1990, a 14-member Labor-Management Advisory Committee was appointed by 

the Governor to develop proposals for further changing the workers' compensation 

system. Special interest groups that had profited under the old system. such as attorneys, 

doctors and private VR providers, were intentionally excluded from the development 

process. In May of 1990, Governor Neil Goldschmidt charged the Legislature with 

passing the resulting massive workers' compensation bill exactly as it was drafted by the 

Committee. These sweeping changes marked a significant departure from the way the 

system had been operating for the past 25 years. The bill was passed in a single day and 

mandated the following changes to workers' compensation: 

Controlling Medical Costs 

• Palliative care (care that makes one better but does not improve the medical 
condition) would no longer be covered after the worker is medically stationary. 

• The definition of an attending physician was confined to medical doctors, oral 
surgeons and osteopaths. Chiropractors, who had previously been included, 
could only have attending physician status for a maximum of 30 days or 12 
visits. 

• The definition of a job-related injury was changed to cover only pre-existing and 
consequential conditions. 

• The law defined injury starting and ending points, to address the issue of pre­
existing conditions. 

• Physicians were made accountable for keeping all participants (i.e., injured 
workers, employers, counselors) informed of the status of injured workers. 

• Insurance companies were authorized to contract with managed-care organizations 
(MCOs), certified by the Department of Insurance and Finance, as a way to 
provide quality medical care while still controlling escalating medical costs. 
Insurance companies could now require injured workers to use MCOs. 

• Hearings to resolve treatment disputes were eliminated in favor of utilization 
standards established by the Department of Insurance and Finance. 

Injured Worker Benefits: 

• Awards to injured workers who suffered "scheduled injuries" more than doubled 
from $145 for each degree of impairment to $305. Scheduled injuries are those 
injuries which involve the loss of an extremity. 
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• Injured workers were given three years of reinstatement rights to return to their 
regular job if the job still existed, even if a replacement had been hired. 
Reinstatement rights did not apply to employers with 20 or fewer employees at 
the time of the claim or the worker's reinstatement demand. 

Employer Incentives: 

• Improved financial incentives were offered to employers who hired injured 
workers. 

Settlements: 

• Compromise and release (lump sum settlements) of future benefits on an accepted 
claim would be permitted. This did not apply to medical benefits. 

Safety Committees. 

• Employers with more than ten employees were mandated to establish labor­
management safety committees to investigate each accident. Employers with 
fewer than ten employees were required to establish similar committees if they 
were in a hazardous occupation or had a high incidence of job-related injuries. 
Minutes of safety committee meetings were to be kept and audited by Oregon's 
Occupational Safety and Health Office. 

These reforms improved the balance between employers who pay the premiums and 

injured workers who receive the benefits. By 1993, Oregon had become a national model 

for workers' compensation reform and improved workplace safety and health. Oregon has 

experienced: 

• The largest percentage rate reductions in the nation-23 percent from 1990 to 
1992, saving employers more than $200 million. A third reduction of 11.4 
percent is scheduled for 1993. 

• A drop in ranking from eighth highest nationally in 1990 to 22nd in 1992. 

• A 110 percent increase in benefits paid to workers with scheduled injuries. 

• A $65 million enhancement to Permanent Disability Benefits approved by the 
1991 session of the Oregon Legislature. 

The following discussion details how Oregon reformed its workers' compensation 

system and was able to realize these savings. 

Organizational Structure. The Department of Insurance and Finance (hereafter 

referred to as the Department) oversees Oregon's workers' compensation laws and rules. 

The Workers' Compensation Division oversees the system, ensuring injured workers 

receive benefits to which they are entitled. 
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The five-member Workers' Compensation Board is an independent branch of the 

Department. Board members are appointed by the governor and approved by the state 

Senate and represent the interests of workers (two members), employers (two members) 

and the general public (one member). The board elects the chair. The board supervises the 

Hearings Division, which hears contested cases such as appeals of denied claims. The 

board also reviews appeals from decisions made by the Hearings Division. 

In 1987, the Legislature created the Workers' Compensation Ombudsman as an 

advocate for the injured workers in the resolution of their disputed claims. The 

ombudsman accepts and investigates complaints and helps injured workers understand their 

rights. The ombudsman reports to the Director of the Department. 

VR: Employer/Employee Responsibilities. Review of eligibility for VR is 

mandatory in the state of Oregon. Injured workers are required to be assessed for 

rehabilitation services or risk losing their benefits. Insurance firms have the authority to 

stop lost-time payments for noncompliance. The employer or insurance carrier is mandated 

to pay for VR services if it is determined such services are necessary. 

System Financing. Employers have three options in terms of workers' 

compensation insurance coverage: self-insurance; the State Accident Insurance Fund 

(SAIF); or private insurance carriers. Twenty-six percent of Oregon employers are self­

insured. SAIF is the designated insurer of state government. In 1976, legislation was 

passed allowing SAIF to compete with private insurance carriers on the open market. 

Currently, SAIF is the largest workers' compensation insurer in Oregon, with 37 percent 

of the market. 

Oregon has a Re-employment Assistance Reserve, managed by the Department of 

Insurance and Finance, which was established in the early 1970s as a standard second­

in jury fund. This fund accumulated interest virtually untouched for two decades. The 

Reserve totaled $25 million in 1985, but by 1992, it had grown to approximately $85 

million. During the 1980s, the Reserve was used primarily to finance wage subsidies and 

worksite modifications for injured workers. However, the funds were difficult to access 

given what administrators refer to as "red-tape rationing." In addition, injured workers 

were regarded as "damaged goods" and therefore not rehired. In FY 1993, expenditures 

from the Reserve totaled only $10.5 million, of which $6.1 million was for the Preferred 

Worker Program. 

The Reserve is unique in that it is now funded through both employer and employee 

contributions. It was financed solely by worker contributions until 1988. Currently, 

regardless of how a firm is insured, workers pay 2.25 cents and employers pay 4.25 cents 

daily toward the Reserve. Workers are so used to seeing the deductions on their pay stubs, 

that they are often unaware that they are contributing to the Reserve. 
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Providers of VR Services. All direct VR services for workers' compensation 

claimants are provided by state certified private rehabilitation firms. In the future, Oregon 

plans to require continuing education credits for providers to maintain certification. The 

state is also considering requiring a test for all rehabilitation counselors, even those 
currently certified. 

Service Delivery System. Workers' compensation is mandatory for Oregon 

employers. About 1.2 million workers are covered by workers' compensation in the state. 

There are some 30,000 compensable claims each year. 

The law states that the employer/insurance carrier must notify the Department within 

five days of an injury or knowledge of an injury. The counselor then has 30 days to 

determine eligibility for VR. An injured worker is eligible for VR if he/she is not able to 

return to the labor market given his/her current skills and abilities, and is not able to earn 80 

percent of preinjury wages. Following the 1990 legislative reforms, the number of 

workers found eligible for VR decreased considerably. Training is limited to 16 months, 

including remedial education, with a possible 22-month extension. 

Insurance companies recently have been disputing payment for VR services for nine 

out of ten claimants determined eligible by counselors, creating a fertile area for disputes. 

All injured workers, regardless of how their employers are insured. are entitled to appeal a 

decision through the Department. In 1992, 1,720 YR-related disputes were brought to the 

Department The average time to complete an appeal is 40 days, although the median is 20 

days. indicating that most appeals are handled relatively quickly. Eighty-nine percent of the 

appeals are completed within 60 days of the request If the case goes to a hearing, the time 

frame and the costs increase substantially. 

Disputes regarding vocational services cannot be appealed to a higher level than the 

Director of the Department, who is to provide an objective. independent review. VR 

experts, trained in alternative dispute resolution, are present The statute limits the standard 

of review to "substantial evidence" at the next level. Attorneys are not awarded fees. This 

process enables insurers and workers to talk through the issues largely without attorney 

involvement. Typically, approximately one-third of the cases are resolved through 

agreement, one-third are dismissed. and one-third are director's orders, of which 86 

percent are in favor of the insurer. According to Department staff, appeals are often the 

result of personality conflicts, miscommunication or lack of knowledge. 

Substantial numbers of claims are settled through Claims Disposition Agreements 

(CDAs) which must be approved by the Department. The injured worker can only settle 

issues related to VR services and lost-time benefits, not PPD or medical benefits in CDAs. 

In 1992, fully 40 percent of those eligible for VR services chose the CDA route. Insurance 

companies favor CDAs since training and lost-time benefits are expensive. 
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If an injured worker is given a full medical release, the employer is mandated by 

law to take him/her back if the preinjury job still exists, even if a replacement was hired. 

However, such reinstatement rights to do not apply to employers with 20 or fewer 

employees at the time of the claim or the worker's reinstatement demand. 

If the worker is still recuperating but is eligible for early return to work, the 

counselor negotiates with the employer to arrange temporary light or modified duty. 

Workers not cooperating with light duty risk losing their benefits. The attending physician 

has to approve all work-related activities, thereby controlling the system to a large extent. 

Self-insured employers have dealt with this potential problem by contracting with 

MCOs. Prior to the legislative reform. injured workers could go to the physician of their 

choice and could change physicians up to three times during the life of the claim. Now, 

injured workers must choose physicians from the approved MCO list. An exception is 

made if a worker has an established, close relationship with another physician prior to the 

injury. However, this physician must operate within the guidelines of the MCO if he/she is 

to continue to treat that worker. Self-insured firms inform new employees of this policy so 

that they have the option of signing up with an MCO-approved doctor for all their health 

care needs. Physicians that are affiliated with an MCO tend to be committed to early RTW 

programs and are familiar with the worksites. Consequently, they are knowledgeable 

about the types of jobs available and can identify alternate tasks for workers to do while 

recuperating. 

The Department recently established a cooperation plan with the Division of 

Vocational Rehabilitation (DVR), which is located within the Department of Human 

Resources. This plan provided DVR with $300,000 (financed out of the Re-employment 

Assistance Reserve) for a pilot project to determine if those eligible for VR were receiving 

needed services or receiving duplicate services. DVR currently funds VR services through 

the regular federal/state rehabilitation program. As of 1993, only 900 workers' 

compensation cases had been funded through the pilot. It is too soon to assess the results 

from this pilot 

Program Outcomes. Workers' compensation premium rates decreased by over 

30 percent from 1991 to 1993, saving employers over $200 million. Prior to the reforms, 

the majority of injured workers went through complete retraining programs at a cost of 

between $20,000 and $25,000 per program participant. In 1987, around 8.000 injured 

workers were eligible for VR assistance: of these, 1,500 were placed in training, while 

6,500 were provided direct employment assistance. In 1992, only 1,350 injured workers 

were found eligible for VR assistance: approximately one-half of these entered training 

programs, while the other half either settled their claim or dropped out of the process. 
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RTW Programs. Early return to work is a primary goal of Oregon's workers' 

compensation law. The 1987 and 1990 reforms to the law succeeded in switching the 

emphasis from YR assistance to expanding employer incentives to encourage the hiring of 

injured workers. Oregon has several innovative and effective early RTW programs, 

including the Preferred Worker Program, Employer-at-Injury Program, and SAIF's Early 

RTW Program. 

Preferred Worker Program. In 1990, as part of the workers' compensation 

reforms, legislation was passed establishing the Preferred Worker Program (PWP). In 

1993, it was named "Innovative Rehabilitation Program of the Year" by the National 

Association for Rehabilitation Professionals in the Private Sector. This optional program, 

operated by the Department, provides injured workers with a package of financial 

incentives to off er employers to hire or re-hire them. For a detailed discussion, refer to the 

section of this case study entitled Oregon's Preferred Worker Program. 

Employer-At-Injury Program. In March of 1993, the Department initiated an 

Employer-At-Injury-Program (EAIP) for employers who wanted to participate in an early 

RTW program. To qualify, the worker must have a compensable disabling injury, 

temporary medical restrictions on work, and the physician's approval to return to work. 

The employer must be the employer at the time of the original claim or the employer at the 

time of a claim opening. The employer must have suitable work for the injured worker 

while he/she recuperates and a formal early RTW policy. 

While PWP is worker-activated, EAIP is employer-activated. Basically, EAIP is a 

response to perceived weaknesses in the PWP. In the latter, a worker is only eligible when 

the claim is closed, sometimes a lengthy process. EAIP provides the employer with 

financial incentives to offer an injured worker temporarily modified duties until their case 

closes and they become eligible for PWP. For example, an employer can use EAIP for a 

worker for up to six months. If at claim closure there is a permanent disability and the 

worker cannot return to his/her old job, he/she may be eligible for the PWP. 

EAIP benefits may be used once per worker per opened claim. These benefits are 

meant for workers who are expected to recover and return to their regular jobs. EAIP 

financial benefits per worker available under EAIP are: 

• A 50 percent wage subsidy (of wages in the early RTW program or wages at the 
time of injury, whichever is lower) for up to three months; 

• Worksite modification up to $2,500; 

• Tools and equipment up to $1,000; 

• Tuition, books and class fees up to $750; and 

• Clothing up to $400. 
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The insurance carrier covers these costs and is subsequently reimbursed by the state. There 

had been only 20 to 30 employer EAIP requests by August 1993. 

State Accident Insurance Fund's Early Return-to-Work Program. As indicated 

above, SAIF is the largest insurer of workers' compensation in Oregon and is the insurer 

of state government. In 1985, SAIF implemented a risk management program to address 

the escalating workers' compensation costs. They have had significant success in a very 

short period of time. For a detailed discussion of SAIF's program, please refer to the 

section of this report entit1ed Oregon's State Accident Insurance Fund Corporation. 

The Oregon Department of Insurance and Finance uses up to $250,000 annually 

from the Reemployment Assistance Reserve for worker and employer education. The 

Department uses conferences with employers and employees to spread the word. Oregon 

offers numerous examples of organizations, both public and private, Lhat have successfully 

taken control of escalating workers' compensation costs, several of which are highlighted 

in the following box. 

Oregon Success Stories: 

• A plastics manufacturer reduced its workers' compensation losses by 41 percent 
in one year. Lost work-days fell from 400 to 5 after the company began offering 
temporary part-time and light-duty jobs. Management now treats their employees 
like valued assets. 

• A construction firm reduced its workers' compensation claim costs from 
$170,000 to $12,000 in just three years. The firm implemented award-winning 
safety measures and now uses any job, even picking up trash, to get injured 
workers back to work. 

• A food manufacturer reduced its workers' compensation costs by $237,000 
over four years and reduced the number of work-related injuries by two-thirds. Its 
early RTW coordinator provides the physician with a videotape of the types of 
work available at the firm and asks him or her to indicate which would be 
acceptable tasks for the particular injured worker. 

• A forest products firm reduced its workers' compensation costs from $ 1.5 
million to $150,000 over three years. Their philosophy now is that getting 50 
percent out of someone in an early RTW program is 50 percent more than they 
would be getting if the person were simply staying at home. 

• In 1988, Fairview, a state facility for the mentally and physically handicapped, 
had 3,000 employees, 1,680 new claims, $30 million in lost-time claims and more 
than 500 cases in litigation. By 1990, Fairview had experienced a 58 percent 
reduction in workers' compensation premiums, a 25 percent reduction in new 
claims, a 71 percent reduction in lost-time claims, a 68 percent reduction in rate of 
injury, and a savings of $30 million per year. 
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The Department of Insurance and Finance also distributes a video highlighting six 

local companies with aggressive early RTW strategies. These firms realized that workers' 

compensation costs could mean the difference between profit and loss. In a depressed 

economy, such as Oregon's, reducing these costs became a matter of survival. 

Oregon's Future Plans. Oregon has a reputation as the leader in innovative 

and effective RTW and VR strategies. Oregon's success is the result of innovative 

thinking. courage and a great deal of hard work. Those trying to improve the system are of 

the opinion that the easy cost reductions have already taken place. Further reductions will 

be much more difficult to realize. Several changes Oregon is considering include: 

• Automated Follow-up: Up to this point, workers have not been tracked after 
returning to work. The Department plans to use Unemployment Insurance 
Wage Records data to follow-up injured workers returning to the work force. 

• Drug Screening. A plan for drug screening is in the developmental stage. 

In addition, two bills which were submitted to the 1994 state legislative session 

failed to pass. One did not make it out of committee. These bills would have allowed the 

Re-Employment Reserve to be used for modification of the workplace to prevent injuries 

and for providing services for non-disabling injuries. Both have been pulled out again as 

"legislative concepts" for the upcoming 1995 state legislative session. As yet, neither has 

received the approval of the joint Labor-Management Advisory Committee. 

OREGON'S STATE ACCIDENT INSURANCE FUND CORPORATION 

Oregon state government and its largest insurer, the State Accident Insurance Fund 

Corporation (SAIF), have each had tremendous success in reducing workers' 

compensation losses. The process they went through to achieve this is detailed below. 

A Description of SAIF. SAIF was established in 1916 and is regulated by the 

Department of Insurance and Finance. Its five-member, Governor-appointed board is 

comprised of private citizens with business and labor backgrounds that represent the 

geographic diversity of the state. The Board appoints the Fund's Chief Executive Officer. 

In 1979, SAIF became a public corporation in order to guard the integrity of the 

state as the accident insurance fund. SAIF is mandated by law to insure the state, and the 

state is mandated to insure through SAIF. However, SAIF is able to compete on the open 

market for business. SAIF is currently the largest workers' compensation insurer in 

Oregon. with 31,000 policyholders and $300 million in premiums in 1992. SAIF has 37 

percent of the workers' compensation insurance market. Of SAIF's total subscribers, 

currently 20 percent are public entities and 80 percent are private businesses. SAIF insures 
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more small businesses than any other carrier in the state-nearly 16,000 of its 31,000 

accounts have annual premiums under $2,500; more than 71 percent of its policyholders 

have fewer than five employees, while less than three percent have more than 100 

employees. 

As a result of its success in controlling costs, SAIF has been reducing its rates. 

This has forced private insurers to follow suit, causing a great deal of resentment. SAIF is 

also criticized for not having to pay truces, thus allowing greater financial leverage. 

However, at the same time, SAIF is heavily scrutinized. SAIF is audited by different 

agencies several times a year. 

The Problem. In 1987, Oregon was faced with a fiscal crisis. One-fourth of the 

workers' compensation claims were lost-time cases, representing 95 percent of the 

system's workers' compensation costs. State agencies were doing little or nothing to 

manage the system. Instead, managers would steer problem employees into the workers' 

compensation system. Injured workers liked or at least tolerated the system because it 

rewarded them for doing little or nothing. Management blamed the problem on the "poor 

quality workforce." SAIF was criticized for accepting every claim that came through the 

door and for using government as a "cash cow." Claims managers at SAIF that got on the 

"bad side" of their supervisors were reportedly assigned to government accounts. 

Political pressure had been put on SAIF in the past not to increase premiums. 

However, the situation got to the point that SAIF ref used to pay the claims without a 

premium hike. This led to a statewide initiative to address escalating costs and increasing 

numbers of disability claims. The Governor felt that government workers' compensation 

costs had to be controlled before the private sector could be effectively criticized. To that 

effect, the Governor issued an executive order requiring all state agencies to tum their 

attention to safety. Agency directors were told to reduce lost-time costs by one-third by the 

end of the first biennium and by one-half by the end of the second biennium. 

State Government's Early RTW Program. Managers in state government 

were now held accountable for their agency's workers' compensation costs. Agencies 

were advised to start looking at one of every four lost-time claims submitted. The solution 

was early RTW and safety management. The Division of Risk Management in the 

Department of Administrative Services (referred to as the Division) was directed to address 

these issues. The Division focused on five strategies to reduce risk and to control costs: 

1) Management Accountability 

2) Safe Working Environments 

3) Safe Working Practices, Policies and Procedures 

4) Training (on job safety, claims management and safety management) 

5) Disability Prevention 
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Oregon developed a premium allocation system that charged each agency a separate 

rate based on prior losses. This move toward fiscal liability made managers notice. 

However, getting management commitment to concepts such as early return-to-work 

(within two weeks) and safety was not easy. Since safety is a cost, it was hard to convince 

agencies not to view it as an expense. An added problem was that safety specialists did not 

know how to talk to management. Management did not view safety as an ethic, but 

referred to this externally imposed requirement as "guerrilla safety." 

RTW was passed in the context of a safety management push-reduce workers' 

compensation costs through injury prevention. The Division provided agencies with step­

by-step instructions. and by the end of the third year, the goal of a 50 percent reduction in 

lost-time claims was achieved. In FY 1987, the rate of lost-time claims per 100 FfEs was 

3.15. By FY 1993, it dropped to 1.12, exceeding their goal of 1.14. Now the goal is to 

hold lost-time claim rates at or below the lowest of the prior three fiscal years. 

Success in reducing costs was the result of three things that happened 

simultaneously. First, government changed the way managers dealt with workers' 

compensation. It no longer paid to put personnel problems into the workers' compensation 

system. Workers stopped filing lost-time claims because they knew management would 

consult with the physician. Second, SAIF had a turnaround in the way they did business 

and started to manage claims. Far fewer claimants were found eligible for VR and many 

more entered early RTW programs. Third, the 1990 legislative reforms took effect. 

State Accident Insurance Fund's RTW Program. In 1988, the SAIF 

board hired a new CEO who created an organizational atmosphere that allowed for and 

demanded change. SAIFs new organizational climate was one of flexibility and creativity. 

In 1989, SAIF developed a risk management approach, of which early RTW was an 

integral component. By the end of 1989, SAIF reduced claims costs by $20 million. 

SAIFs early RTW program was in place before the 1990 legislative reforms. 

Carefully chosen risk management consultants at SAIF were given four goals to 

accomplish: 1) reduce the frequency of injuries; 2) reduce the severity of injuries; 3) retain 

old customers and secure new customers; and 4) maintain customer satisfaction. All four 

goals were measured and tracked. To meet their goals, consultants went to the worksite to: 

1) Meet with policyholders to interest them in early RTW and assist them in setting 
up their own systems; 

2) Intervene in injured workers' cases and ensure examination of lost-time claims; 

3) Assist employers in accessing funds from the Re-employment Assistance 
Reserve for wage subsidies and job modification; and 

4) Help employers set up risk management systems that include early RTW, 
training, claims management and injury prevention programs. 
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Although early RTW is not a new idea, especially for the self-insured finns, it is a 

tough sell. The key to getting the employers' attention is illustrating the cost savings 

potential. They have to be convinced that costs associated with lost-time, medical and P1D 

benefits can be controlled. When management's attitude in one area is changed, they begin 

to pay more attention to other areas such as safety. Safety is prevention which cuts the 

flow of new claims, while early RTW and disability/risk management are remedial efforts 

which only address the situation after an injury has occurred. Since the majority of ADA 

claims filed with the Equal Employment Opportunity Commission to date stem from work­

related injuries and conditions-fully 20 percent are for back injuries, employers have an 

added incentive to pay attention to R1W. 

At 90 days of lost-time, SAIF counselors determine if an injured worker will be 

able to return to work or needs VR assistance. Training is the last option considered since 

it is the most expensive and considered to be the least effective. SAIF conducted a 90-day 

follow-up and found that only 35 percent of claimants completing fonnal training were 

working. Prior to 1988, all injured workers with compensable injuries were entitled to 

VR. The eligibility criteria are now much more stringent. SAIF has been 95 percent 

successful in denying requests for eligibility when challenged. 

SAIF vocational evaluators assess transferable skills through a software package 

referred to as the Occupational Analysis System (or OASYS). OASYS determines if a 

worker's skills can transfer to another job, and if the person can return to work at 80 

percent of his/her preinjury salary level. If the labor market search is positive, the worker 

is not eligible for VR services. OASYS has proven to be very cost effective. Whereas a 

private consultant can take up to 60 days and charge up to $700, OASYS does the job in 

only nine days at a cost of $250. However, despite the cost, SAIF continues to contract 

with private consultants since they are perceived to be "objective" third parties. 

If the worker is eligible for VR, the VR evaluator and coordinator issue a report, 

outlining the plan, the worker's expectations, the counselor's prognosis of the success for 

the plan, a transferable-skills assessment, barriers to re-employment and labor market 

service data. All parties then must agree to the tenns of the plan and to the choice of a 

counselor. The counselor then refers the injured worker to a VR provider. 

In the case of an employer who refuses to rehire an injured worker, the VR 

coordinator and a SAIF early RTW specialist may visit the uncooperative employer to 

inform management of the likely financial impact of their decision. They inform the firm 

that SAIF has allocated up to $30,000 from the Reserve for VR services (including training 

and lost-time benefits) for this worker over the next 12-month period. This allocation, in 

the fonn of a "surcharge", affects the finn's "experience rating" and ultimately leads to 
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premium increases. The visit often convinces Lhe employer of the value of re-hiring the 

injured worker. This negotiation can ta1ce place anytime before training actually begins. 

Providers of VR Services. SAIF has 15 vocational coordinators on staff and 

contracts with 49 private firms throughout Oregon for providing VR services. Private 

rehabilitation consultants charge between $55 and $75 an hour. They offer counseling, 

placement and job development assistance. SAIF also contracts with counselors certified 

by the state, using a two-tiered system that distinguishes between "preferred counselors" 

(the highest level of certification) and "certified counselors" based on case outcomes. 

Preferred counselors have an increased caseload but are rewarded with higher hourly rates 

($70/hour versus $55/hour), discretionary bonuses and reduced paperwork requirements. 

Contracts are negotiated once a year, and the preferred counselors have to re-earn their 

status annually. In 1992, SAIF had 52 "preferred counselors." A mentor assists 

counselors in achieving this "preferred" status. Since 40 percent of the counselor's time is 

spent writing reports that document services provided, SAIF has developed report formats 

to ease the paperwork burden. 

RTW and Related Program Outcomes. In 1989, SAIF was losing $50 

million a year. By end of 1990, they had a $250 million surplus, some portion of which 

can be attibuted to the expanded use of early RTW efforts. By 1990, more than two-thirds 

of all claims were accepted or denied within the allotted 14-day period lo avoid unnecessary 

payment of benefits. More than 30 percent of new lost-time claims were denied, mostly 

without appeal or costly litigation. From 1988 to 1989, the number of Permanent Total 

Disability awards was cut in half, saving policy holders millions of dollars. SAIF notes 

proudly that they became profitable before the legislalive reforms of 1990. However, 

legislative change ultimately helped lo drive their rates down even further. 

As a resull of a number of reforms, not just the implementation of early RTW 

programs, SAIF is now writing more risk for lower premiums and is paying dividends as 

well.7 By December 1992, SAIF had achieved 14 consecutive quarters of profitable 

financial performance, declared more Lhan $60 million in dividends, added more than $60 

million in new business, and renewed 98 percent of their exisling business. In 1992, SAIF 

provided risk-free exposure to all of state government to reward them for significant 

savings. Within 60 days of operating the risk management service, SAIF was recovering 

its costs. SAIF now has a 13: 1 return on its investment. In direct services, SAIF expected 

a $12.5 million savings in FY 1993. This is characterized by SAIF as a "win-win" 

situation for all stakeholders. SAIF now must choose between continuing to distribute 

dividends and providing reduced premiums; it can no longer do both. 

7Early RTW programs have been implemented as a "free" service to employers, paid for through !heir 
premiums. 
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OREGON'S PREFERRED WORKER PROGRAM 

Program Goal. The goal of Oregon's Preferred Worker Program (PWP) is to 

encourage re-employment or hiring of injured workers for work appropriate to their 

physical and mental abilities. PWP is intended to "level the playing field" for the injured 

worker who is re-entering the workforce. 

Program Description. PWP is operated through the Department of Insurance 

and Finance (hereafter referred to as the Department). The PWP provides the injured 

worker with a financial incentive package to off er an employer to help bring about the hire 

or re-hire of the injured worker. When employers are faced with bringing back to work or 

hiring a worker who has had a workers' compensation claim, often they are afraid of the 

potential for additional exposure and the burden of increased workers' compensation costs. 

The PWP essentially provides a "warranted worker". An additional employer benefit from 

PWP is that these workers have experienced the workers' compensation system and 

generally have no desire to do so again. 

The PWP was initially established in 1987. However. the 1990 reforms enhanced 

the program significantly by providing premium exemptions. In 1993. revisions were 

made to reduce the program's paperwork requirements and to increase the job-site 

modification allowance from $15,000 to $25,000 for the life of the claim. These changes 

greatly increased employer interest in the program. The number of "preferred worker" 

contracts increased by over 59 percent from 1987 to 1992. The PWP won the 1993 

Innovative Program Award from the National Association of Professionals in the 

Rehabilitation Field. 

Eligibility Criteria 

• The worker must be partially disabled for life (permanent disability) and 
therefore unable to return to his/her former job, and must have not turned down 
a suitable job offer with the employer at injury. 

• The worker's claim must be closed. As of March 1993. this law was changed 
so that a worker whose claim is still open is eligible, but only if they have a job 
to return to when they get PWP assistance. This change was made to allow 
workers to seek assistance in returning to work much earlier. 

Participants 

• Since the changes to the program in 1990 that simplified participation. 867 
employers put 1,109 workers back on the job during FY 1990, a 23 percent 
increase over 1989. 

• In FYs 1991 and 1992, 7,772 PWP cards were issued; and 2,259 workers (30 
percent) had been hired under the program as of July 1993. 
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• PWP exempts employers from paying workers' compensation premiums for 
three years on those previously injured workers that they hire; 

• Through PWP, Oregon offers employers wage subsidies of 50 percent for up to 
six months. If the worker is "exceptionally disabled" (i.e., complete loss of use 
or loss of two or more limbs) the wage subsidy is up to 75 percent for one year; 

• Oregon pays up to $25,000 for work-site modification per worker; and 

• The state of Oregon pays for any job-related injury (but not the same injury) that 
occurs to the re-employed worker during the first three years. Note that only 
three percent of those re-employed under this program have suffered 
subsequent injuries. As of March 1993, the state will also pay the insurer an 
administrative fee to handle these second-injury claims. 

Benefits to the injured worker 

• Provides a bargaining tool with which to seek re-employment; and, 

• Reimburses employees for expenses such as tools, clothes and moving costs 
and union initiation fees for eligible workers. 

Referrals 

• Referrals are typically made from the carrier/employer. When the insurer or 
carrier closes a claim they send information regarding the injured worker to the 
Department of Labor and Industry. 

Service Delivery System. Interested workers that meet the eligibility criteria 

are given a PWP card which certifies to the potential employer that they are eligible for all 

program benefits. PWP is a worker-activated program in that it empowers the injured 

worker to seek employment. Although the Department does not off er placement assistance, 

numerous calls were coming in from employers that wanted to hire a "preferred worker." 

Six months ago, the Department entered into a cooperative agreement with the Employment 

Division (located in the Department of Human Resources) to allow "preferred workers" and 

interested companies to register with them. The Employment Division now matches 

preferred worker qualifications with job openings. 

The PWP card may be used for three years from date of issue. The first employer 

to hire the worker is required to complete the card and return it to the Department within 90 

days of hire to qualify for the premium exemption and other benefits. In the past, the 

worker could only use one job-site modification and one wage subsidy in the three-year 

period. Consequently, if they switched employers in the three-year period, they could not 

use these benefits again. The rules were changed to allow the "preferred worker" to use 

each benefit twice in a three-year period. This permits job mobility within and between 
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companies. allowing workers to better maintain employment. Although the worker may 

use two worksite modifications with the same employer (up to the $25.000 limit). the 

second wage subsidy must be used with a new employer. 

The Department employs seven re-employment consultants. Each consultant 

monitors approximately 100 cases. of which 35 are new job modifications and between 35 

and 60 are old modifications that are still being "debugged." These consultants travel all 

over the state and work closely with insurers, counselors and early RTW specialists. Since 

the most common injury is to the back, the most common job modification is office chairs. 

Most chairs are antiquated and need to be adjusted for the particular tasks. However, the 

types of job modifications performed vary widely. For example, the Department had a 

custom-made saddle built for a cattle ranch hand that dislocated his hip at a cost of $1,650. 

The average job-site modification cost for all injuries is less than $10,000. 

Marketing Program. To advertise PWP (as well as EAIP), the Department 

requires insurers to send notices to the employers and employees on five different 

occasions when there has been an injury. Additionally, the Department staff has been 

conducting seminars and workshops around the state that explain the benefits available. 

System Financing. The Re-employment Assistance Reserve, which had a 

balance of approximately $65 million in FY 1992, supports PWP and other VR and RTW 

efforts. The Reserve is funded through employer and employee contributions to the 

workers' compensation system. Workers pay two and a quarter cents and employers pay 

four and a quarter cents daily toward the Reserve, for a total of six and one-half cents per 

day. Until 1990, this RTW fund remained untapped. Between July 1990 and November 

1991, the state put $2 million into the PWP. In FY 1993, $6.1 million from the Reserve 

was allocated to the PWP. 

Program Outcomes. In FY 1990, the PWP signed 2,209 agreements with 

employers, ranging from premium exemption to equipment purchases. This was a 13 

percent increase from the previous year. In FY 1991 and FY 1992, 7,772 cards were 

issued, and 2,259 workers (30 percent) have been hired to date. Before the injury, 12.5 

percent of "preferred workers" were in "white collar" occupations. compared to 53.2 

percent after the injury. However. the Department has no control over the type of job taken 

or how long the person stays at the job. In FY 1993, 3,096 cards were issued, and 495 

workers were hired. PWP Reserve expenditures for FYs 1989. 1992 and 1993 were: 

Ci!tef:OQ'./Fiscal Year FY1989 FY1992 FYI99~ 

Worksite Modifications $0.3 m. $1.9 m. n.a. 
Wage Subsidies $2.4 m. $3.2 m. n .a. 
~ ~0,1 m, ~0,!! !!l, n..Jh 
TOTAL $2.8 m. $5.7 m. $6.1 m. 
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lnLroduction of the EAIP program may well reduce the use of PWP, since EAIP may be 

viewed as a pre-emptive employer strike in some sense. 

Problems. Department slaff complain that it is difficult for the worker to explain 

all the available benefiLs of PWP to the potential employer. OuLsiders to the system 

complain that, due to the "red-tape," very few workers are able to participate in the 

program. 

C. Lessons from the Northwest-The Tale of the Two States 

Washington and Oregons' successes have resulted from innovative thinking, 

courage, dedication and a great deal of very hard work. They have also stemmed from 

highly collaborative efforts, with all the principal players listening and learning. One of the 

keys to the process has been open communication, allowing myths to be dispelled and 

"business as usual" to take on a whole new meaning. Washington and Oregon, despite 

their tremendous success, freely admit they have not found a workers' compensation 

panacea. Some of the problems common to both states are described in this section. 

Educating the medical community. Physicians can be a source of misinformation. 

They often recommend retraining in cases in which the injured worker is not YR-eligible, 

further complicating case resolution. Physicians also will not release an injured worker to 

return to work if he/she perceives poor claims management by the company. Unaware of 

options such as light duty, physicans may fear further injury to the worker if he/she returns 

to work. They forget Lhat work is important for the emotional and social health of the 

worker which is necessary for physical recovery. Finally, physicians caring for injured 

workers may abuse the system in their own ways, ordering unnecessary teslS, surgery and 

physical therapy. Oregon has atlempted to minimize these problems through the use of 

managed care organizations (MCOs) and physician education more generally. 

Educating the business community. Raising the consciousness of the business 

community is ofLen an uphill baltle. It is difficult to convince employers that injured 

workers are not "damaged goods". Insurance carriers have obtained lislS of injured 

workers and provided them to employers as a guide to (not) hiring. Oregon and 

Washington are trying to convince all firms to adopt some of the more successful practices 

of the self-insured employers, including disability prevention, risk management, early 

RTW and others. 

Lack of communication. Often problems result from misunderstandings and 

miscommunication. The injured worker waiLs at home for an employer phone call which 

never comes. The employer, in the meantime, wailS to hear from Lhe injured worker. Each 

expects Lhe other to make the first move, thinking it would be inappropriate to call first 

They are unaware of their righlS and consequently put the burden on state agencies. 
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A system of disability management. The system sadly has evolved into one of 

disability management rather than disability prevention. Unfortunately. managing the 

disability once it occurs is actually "profitable" for many participants. As one staff member 

of the Washington Department of Labor and Industries stated: "Only in the workers' 

compensation system do injuries get worse over time. A non-catastrophic injury can 

become disabled in the system as a result of administrative. legal. medical and 

employability problems." 

Late intervention. Each claims manager at the Washington Department of Labor 

and Industries handles approximately 350 open cases at any point in time. resulting in rapid 

staff turnover. This compares to average caseloads of 120 to 150 for private providers. 

Sometimes the case is at least a year old by the time it is referred for "early" intervention. 

This further complicates RTW efforts since there is the presumption that a worker who is 

disabled for a period of time is "damaged goods" and was responsible for the accident. 

Cheaters in the system. Small firms in industries with high accident rates have an 

incentive not to pay the workers' compensation premium rates. For example, the logging 

industry pays twice the minimum wage per hour for insurance due to their high experience 

rating. Those in the industry complain that the Washington Department of Labor and 

Industries' rate and the spotted owl are the two biggest threats to logging. Firms get 

around the law by not obtaining a business license or by forming a corporation and 

appointing everyone to executive officer positions. This has been a problem in 

Washington, which lacks the auditing resources necessary to catch these firms. This abuse 

affects everyone, because when too many people cheat the system, the base is reduced and 

rates increase for those remaining legally within the system. 

Washington and Oregon are actively addressing these problems. They admit that 

the easy cost-cutting has already taken place. Further gains will be far more difficult to 

realize. However. they continue to educate the medical and business communities 

concerning the benefits of early RTW and disability prevention. They continue to look for 

innovative, effective ways to get the injured worker back to work as soon as possible. 
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This section provides general considerations concerning YR and RlW programs, 

before presenting a number of suggested RTW design parameters which Texas 

policymakers might consider in the near future. 

A. General Considerations 

There is a remarkably strong consensus among workers' compensation and VR 

policymakers and program staff, private rehabilitation professionals, employers and 

workers about some of the more essential elements of RTW and related policies. (This 

consensus also is reflected in the growing literature on VR and RlW which is summarized 

briefly in Appendix A.) Such a consensus exists in few policy areas as it appears to 

surrounding R 1W. Important related elements of this consensus include the following: 

• Disability (risk) prevention, rather than disability management, is key. 
Workers' compensation, VR and RTW programs would all face an easier job if 
there were fewer work-related injuries and if both employers and workers took 
more to heart the message that all accidents are preventable. 

• Expanded education for both the medical and business communities could yield 
substantial benefits for the workers' compensation system, employers, carriers 
and workers. 

• Early intervention, once an injury has occurred, is absolutely vital to injured 
workers' success in returning productively to the workplace. 

• Fostering trust and mature, cooperative relationships among the key players 
involved in the system, especially employers. workers and the public entities 
(i.e .• TWCC and TRC) responsible for serving them, is essential as well. 

These elements tend to make good sense from economic, psychological and other 

perspectives. There really has been little disagreement regarding any of these elements in 

recent years. however much their use and prevalence may have lagged in practice. 

In addition, as the literature (e.g .• Ross 1991; Hyatt 1992) and the U.T. Center's 

state VR and RTW canvass (Table 3.1) indicate, there is wide variation in the approaches 

and practices which are being implemented around the country, whether in the form of 

pilot/demonstration efforts or full-blown programs for injured workers under workers' 

compensation. In terms of RTW and related efforts, the range encompasses everything 

from the complete absence of VR and RTW references in state law (e.g., Delaware) and 

simple referrals for VR services for groups in need of such assistance (e.g., Texas) to 

aggressive disability prevention and early RTW programs, complete with financial 

incentives for both employers and injured workers (e.g., Washington and Oregon). 

55 



December 1994 Center for the Study of Human Resources 
LBJ School/University of Texas-Austin 

Presently, there is considerable documentation concerning the types of VR and 

RTW interventions which states offer for injured workers, with the possible exception of 

services provided directly by the employers-of-injury or arranged by their insurance 

carriers. As King et al. 1993 suggest, information about employer- and carrier-based R1W 

efforts remains largely anecdotal (e.g., Beaudway 1986; Epes 1992). 

Some of the very best evidence available on VR and R1W interventions and their 

effectiveness can be found in: Dean et al. (1993), Lam et al. (1989), Olander et al. (1990) 

and Gardner (1991), concerning the longer-term earnings impacts and benefit/cost ratios 

for VR and RTW; and Padgett et al. (1993), regarding early RTW programs in Texas. 

These studies have been well designed and implemented, given the data available and 

existing methodologies. 

Recently, support has been growing for the use of publicly funded incentives to 

promote hiring injured workers and a number of other related experimental initiatives to 

foster RTW and reduce workers' compensation premiums and disability costs for 

employers, workers and society. Both Oregon and Washington, the case study states, are 

using such approaches. They have done so deliberately and with the active support of 

partnerships forged with business, labor and government. Yet, the definitive word on 

whether such approaches are efficient and effective has not been written. Well designed 

evaluations of these relatively new approaches to promoting early RTW-carefully 

documenting and analyzing their impacts, benefits and costs-have not been conducted. 

Moreover, neoclassical economic theory and existing empirical evidence from 

studies of similar incentive-based efforts, such as the Targeted Jobs Tax Credit and various 

wage subsidies, are not at all encouraging. Such credits and subsidies unfortunately have 

been found to further "stigmatize" the populations targeted for assistance (Burtless 1985) 

and overwhelmingly to be "windfalls" for participating employers (e.g., Bishop 1993). 

Most participating employers have received the benefits of such credits or subsidies without 

substantially altering their hiring or employment practices regarding the targeted groups 

when compared their similarly situated counterparts. It is possible that such incentives may 

have very different effects when the targeted group is a known quantity-an injured worker 

seeking early RTW with or rehire by the employer-of-injury-rather than just another 

member of a targeted class of worker seeking a job. 

As pointed out below, all of this is not to say that approaches such as Oregon's 

Preferred Worker Program and its Employer Assistance Incentives Program should be 

ignored or avoided by Texas policymakers. Rather, it suggests that, if attempted in Texas, 

they should be initiated cautiously and tried as pilot or demonstration projects­

accompanied by comprehensive evaluations-before proceeding to scale. This is the 

approach taken with Texas' Early RTW Pilots which were begun in Ft. Worth, Irving and 
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San Antonio with TRC participation (Padgett et al. 1993). It would also work well in 

Texas for some of the newer concepts now being implemented in other states. 

B. Suggested RTW Parameters 

The RTW parameters which are suggested here for Texas policymakers to consider 

have been developed based on: an extensive review of the VR and RTW literature; a 1993 

canvass ofVR and RTW programs in all states and the District of Columbia; and site visits 

conducted in Washington and Oregon in August 1993. These RTW parameters are also 

based in part on the earlier analysis of Texas RTW patterns and programs performed for the 

T.W.C. Research Center by King et al. (1993). These suggestions are further based on 

two important premises regarding the Texas workers' compensation and VR environment; 

namely, that both workers' compensation and VR services for covered injured workers will 

continue to be voluntary, and that funding for TRC's VR services, now derived almost 

exclusively from the federa1/state VR program, will remain largely unchanged. 

A number of suggested RTW design parameters are provided and discussed briefly 

in the following pages. Each should be viewed as a suggestion only. Each would also 

entail costs (and likely benefits) which would have to be considered. 

1. Education and marketine effort5 should be expanded, reeardine workplace 

safety ceneratty and disability prevention and early RTW in particular. Such efforts should 

be targeted to the medical and business (employer) communities. In part, these would 

market innovative or model early RTW approaches used in TRC's Early RTW Pilots and in 

other states around the country, resources available for their implementation, key 

contacts-including state agency staff, as well as experienced employer and medical 

personnel-and the important advantages of early intervention and quick returns to the 

workplace. 

2. TRC's existinc Early RTW Pilots should also be enhanced and expanded to 

other areas of the state. based on interest carefully cultivated by TWCC and TRC program 

staff among industry associations and employer and worker groups. Padgett et al. (1993) 

make a very strong case that the "right stuff' is already there programmatically. The costs 

of early RTW appear to be quite low, and the initial outcomes very good. TRC, the 

participating employers and related groups have developed a solid understanding of how to 

implement such early RTW efforts in these pilots and could serve as the nucleus for 

expanding them. 

3. TRC's efforts to computerize skills transferability assessment should he 
continued and examined for possible enhancement5 and expansion potential. The existing 

joint project (with the Texas SOICC) provides frontline TRC counselors with improved 

access to information necessary for assessing injured workers' current skills and skills 
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transferability, as well as their opportunities for reemployment. The effort has merit and 

should be continued in some form, whether with SOICC or other entities. With 

improvements in technology and the knowledge developed from this pilot program, more 

effective models may be possible in the future. TRC is currently exploring enhanced 

models. 

4. Oregon's Preferred Worker Program and its companion. the Employer-At­

Injm:y Program. should be piloted in Texas. These two programs involve worker wage 

and training subsidies as well as marketing efforts for employers to hire/rehire injured 

workers rather than let them sit idle while collecting their impairment income benefits. 

While the empirical evidence on hiring/employment subsidies, tax credits and similar 

efforts is not very encouraging, there is considerable interest and experimentation in other 

states to warrant piloting such programs on a small scale. As indicated above, there is also 

reason to think that such incentives might be more productive for injured workers with their 

employer-of-injury than for the other targeted groups on which the existing research has 

focused. 

Adequate funding for such incentive programs would need to be secured, since they 

are likely to be expensive. Oregon's programs are funded out of its Re-employment 

Assistance Reserve which is supported by both employer and worker contributions. 

Oregon assesses employers $0.0424 per worker per workday and covered workers at 

$0.0225 per workday. If participation were required of all covered firms and workers in 

Texas, such an effort would yield enormous sums of money. A much lower rate-say as 

little as $0.005 per worker per workday for employers and $0.0025 per workday for 

covered workers-would yield on the order of $16-$18 million annually. A small pilot or 

demonstration effort could possibly be funded through other funding sources. 

5. A public sector Early RTW initiative should he implemented as well. A few 

state agencies should be selected-based on a combination of accident/injury rates, 

resource availability and interest-to demonstrate the public sector cost savings potential as 

well as the possible benefits for injured state employees. Most of the emphasis in the 

literature has been on private sector initiatives; however, in many communities (e.g., 

Austin), employment in the public sector is a significant share of the total workforce. 

Moreover, if early RTW is good for private employers, it should be even better for those in 

the public sector. 

6. A two-tiered system for serving injured workers more effectively and efficiently 

should he developed and tested. Of the VR options available, most injured workers (in 

other states) have tended to do better-in terms of returning to work and recovering their 

preinjury earnings-with less intensive, workforce attachment than with more intensive 

education and retraining approaches. Such less intensive early RTW efforts also tend to be 
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less costly by far. At the same time, there are injured workers who clearly have benefited 

from and could benefit from receiving more traditional, more intensive VR services. 

7. More concerted, ongoing evaluations should be instituted, to document the costs 

as well as the impacts of VR and early RTW on longer-term employment and earnings for 

injured workers and accompanying effects on employers-of-injury and carriers. Given the 

availability of archived Unemployment Insurance (UI) wage records in Texas (King et al. 

1993), workers' labor market outcomes could be tracked inexpensively, both for 

participating injured workers, as well as for a similar group of nonparticipants. The 

techniques for measuring net employment and earnings impacts from VR and RTW 

participation have been well established recently by Dean et al. (1993); they should be 

applied to Texas' VR and early RTW efforts for injured workers covered by workers' 
compensation as well. 

8. Additional analysis should he conducted on those groups of injured workers 

whose RTW patterns have heen less than successful. While the most common pattern in 

Texas under both the old and new law is returning to steady postinjury employment, a 

substantial share of injured workers either fail to return to work at all or do so initially only 

to exhibit subsequent patterns of unstable employment. Special efforts should be made to 

better understand the characteristics of these injured workers and the factors affecting them. 

Such analyses make use of the T.W.C. Research Center's existing data bases developed by 

King et al. (1993). The analysis needs to be multivariate rather than simply descriptive, so 

that the various factors likely to affect the RTW process can be controlled for. The results 

of these analyses could facilitate better targeting of safety and disability prevention efforts, 

development of early RTW programs focused on those injuries, occupations and industries 

with the greatest potential benefit, and thus increased efficiency and effectiveness. 
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VR and RTW Programs in the Literature 

This summary of recent VR and RTW research is organized into the following 

topic areas: program goals and objectives; program components; service delivery; system 

financing; and program outcomes, costs and benefits. 

Program Goals and Objectives 

The first VR law in the United States was enacted by Massachusetts in 1918. It 

covered only those industrial workers affected by work-related accidents and 

occupational diseases (Texas Joint Select Committee on Workers' Compensation 

Insurance 1988). Other states followed Massachusetts' lead enacting similar provisions in 

their workers' compensation statutes, and in 1920, the U.S. Congress passed and the 

President signed Public Law 636 creating the federa1/state VR program which provided 

for VR for occupationally disabled workers regardless of the worker's occupation. 

State workers' compensation programs, which date from 1911, sought to provide 

workers with cash benefits and medical care necessary to relieve them from the negative 

effects of work-related injuries (Berkowitz and Berkowitz 1991). Injured workers were 

to be provided medical care which would return them as close as possible to their 

preinjury physical condition. Berkowitz and Berkowitz (1991, p. 184) summarize the 

YR/workers' compensation linkage as follows: 

"The rehabilitation services were designed, not to make the worker better off, but 
to restore the worker, as closely as possible, to the position enjoyed prior to the 
injury. If return to the previous job was not possible, then, analogously with the 
concept of maximum medical improvement, the worker was entitled to a job as 
close as possible to the one held before the accident If the worker had some 
educational deficiency, that might or might not be repaired. The test would not be 
what was good for the worker but whether further education or training was 
necessary to repair the effects of the accident" 

In 1973, based on the recommendations of the 1972 National Commission Report 

on State Workmen's Compensation Laws, the federal/state VR program began shifting 

towards serving the severely disabled, giving occupationally injured workers lower 

priority (Berkowitz and Berkowitz 1991). Emphasis on early RTW for workers' 

compensation claimants is growing, both as a goal and a component (Habeck et al. 1991; 

King et al. 1993). 
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VR for injured workers may consist of some combination of the following 

components: counseling and guidance; evaluation; job modification and placement; 

education and training; and general services. These VR services can be further 

categorized. Counseling and guidance correspond to rehabilitation assessment and 

counseling. Evaluation encompasses vocational evaluation and testing, physical 

evaluation/testing and job analysis. Job modification and placement may include 

placement and job modification and redesign, among others. Education and training may 

entail vocational schooling, academic schooling, and on-the-job training (OJT). Finally, 

general services may consist of physical rehabilitation coordination, home modification 

and others. 

Increasingly, program staff and researchers alike view R1W as an integral part of 

more comprehensive disability prevention and management programs. The success of 

VR and RTW programs depends on the elaboration of well structured disability 

management programs (Tate et al. 1986; Bruyere et al. 1991), which the National 

Institute on Disability and Rehabilitation Research (1988, 1990) defines as proactive 

programs directed at minimizing the impact of disability (injury or disease) on workers' 

capacities to perform their jobs. Habeck et al. (1991) found that the central elements of 

successful programs were: 

• Top management commitment and supportive polices; 

• Education and involvement of employees at all levels, including union 
participation from the outset; 

• A coordinated, team approach across departments for effective claim 
management and job placement; 

• Active use of safety and prevention strategies to avoid disability occurrence; 

• Earlier intervention and ongoing monitoring for health risk and disability 
cases; 

• Systematic procedures for effective use of health care and rehabilitation 
services; 

• An organized R1W program with supportive policies and modified duty 
options; 

• Use of incentives benefit design, cost accounting, and performance evaluation 
to encourage participation of employees, supervisors, and managers; and 

• An integrated management information system to monitor incidence, benefit 
use, services, costs and outcomes. 
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Bruyere and Shrey (1991) stress the importance of strengthening "occupational 

bonds" between employers and employees. Work-related injuries can cause severe 

disturbances in the injured employee's life, and employers can make disability 

management programs work only by keeping an atmosphere of mutual trust. Mutual trust 

exists if the employer and the management team show concern for the injured employee. 

Earlier contact with the injured employee (e.g., a phone call) can positively influence 

RTW program results. Dent (1990) found that employers who contacted injured 

employees immediately after an accident to express concern and hope of recovery might 

speed RTW by 21 percent. 

Education and involvement of employees at all levels. including unions. is another 

feature of successful disability management programs (Tate et al. 1986). Corporate 

officials. union representatives. supervisors and workers alike need to be informed about 

companies' disability management programs. The various program components must be 

fully explained to employees so that they understand their rights and responsibilities. 

Bruyere and Shrey (1991) point out four major requirements of safety and 

prevention programs: first. objective worker evaluations; second. classification of 

physical job demands; third. medical surveillance and follow-up; and finally. graduated 

progression to an acceptable permanent job placement option. These same requirements 

are also featured in a comprehensive model for employer-based rehabilitation (National 

Institute on Disability and Rehabilitation Research 1988, 1990). 

Dent (1990} identifies the purposes of earlier intervention as: helping an employee 

understand benefits policies and regulations; informing an employee of obligations 

during his or her disability; creating a RTW expectation; guaranteeing the employee that 

light-duty work can be made available; and assessing employee motivation and the 

resources for supporting RTW efforts. Early referral of an injured worker to VR 

providers is a key element of successful programs. Van Hoosert and Rice (1989) 

conclude that "the longer the injured or disabled worker is separated from work ... the 

more difficult it is for the individual to return to gainful employment". 

Some private rehabilitation associations suggest referring injured workers within 

30 days after a back injury and within 60 days for all other injuries. State practices differ 

widely. Hyatt (1992) recommends using a set of guidelines to relate particular types of 

injuries and referral time intervals. Premature RTW can delay a worker's recovery from 

an accident. white a late RTW can produce adverse effects. 

There are many ways of referring injured workers to VR. An injured employee 

can be referred to a vocational rehabilitation program through an employer. insurance 

carrier, lawyer or the workers' compensation agency. Washington has an electronic 
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system that receives information from certified rehabilitation specialists vendors and 

automatically refers injured workers for VR. A similar approach is utilized by Core 

Management, a disability management company in California. 

Adoption of a systematic procedure for effective use of health care and 

rehabilitation services has been the strategy used by companies concerned with the 

escalating VR costs. Some companies are establishing managed care departments that 

focus attention on reviewing costs and services of medical and rehabilitation services. 

Fletcher ( 1993) refers to some managed care techniques that companies are using, 

including: limiting injured workers initial choice of provider; limiting provider changes 

by employee; fee schedules; hospital payment review; bill review; and utilization review. 

Injured workers' RTW experience depends on companies adopting systematic 

early RTW plans including: early identification of individuals at risk for job- or 

disability-related problems; management of physical symptoms; willingness to modify 

jobs; and establishment of personnel policies that facilitate work return (Tate et al. 1986). 

They explain job site and work accommodations as part of broader transitional work 

programs, in which injured workers are reemployed doing some kind of modified work. 

Modified work usually requires less physical or emotional exertion from injured workers. 

Injured workers may also be assigned to light-duty jobs, performing the assigned job until 

a medical or VR case manager releases them to return to regular work permanently. 

Habeck et al. (1991) provide an example of the successful work transition 

program that Herman Miller, Inc. has adopted to provide modified work for its injured 

employees. The program begins with early identification of injured or ill employees 

through the company's Health Service Department. Following early identification, every 

case of injury. illness or absence is carefully monitored, coordinated and analyzed with 

the participation of the employee. supervisor and treating physician. Once this process is 

concluded, the employee is sent to a transition work center established by the company if 

it is found that he/she is not capable of executing his/her job. At the center, a manager 

helps him/her to find a productive work opportunity or a modified work schedule 

corresponding to his/her limitations and abilities and the company's needs. 

Finally, development of a management information system to record the many 

activities that a RTW program requires may also contribute to success. According to 

Centineo (1986), to document and record all activities concerning a RTW program in a 

systematic way helps to implement and monitor a RTW plan, to remind the insurance 

carrier or company of those injured workers to be released shortly (from medical 

treatment) and to inform injured workers' supervisors of their estimated RTW date. Such 

procedures help to accelerate an injured worker's actual RTW date. 
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Delivery of VR services can take place either through public or private 

institutions or some combination of the two. Services delivered by federal/state and 

private providers tend to differ. Traditional federal/state VR services tend to focus more 

on education and training, while private organizations focus more on worker evaluation, 

job modification and placement. 

Injured workers are referred to private VR services by their employers, insurance 

carriers or the state workers' compensation agency. The trend in VR appears to be for 

large companies to contract out services to cost-containment firms (Madeja 1992). 

Unfortunately, as King et al. (1993) point out, very little is known about the nature and 

extent of early RTW services being provided within and by the employers-of-injury. 

The relevant question concerning VR service delivery is not whether the service is 

provided by a public or private agency or by the employer-of-injury, but rather whether 

appropriate, high quality services are being delivered by competent professionals. 

Rehabilitation counselor's are ultimately responsible for assessing the physical and 

mental condition of injured workers and for discussing reemployment possibilities with 

employers (Willard and Gault 1989; Madeja 1992). 

System Financing 

Federal/state VR services are financed via tax revenues. State agencies operate 

these VR programs with matching federal funds, with states paying approximately 20 

percent and the federal government paying the remaining 80 percent. VR services for 

workers' compensation claimants tend to be funded through the federal/state VR program, 

industry contributions to a special or second-injury fund and/or direct payments to private 

rehabilitation providers (Texas Joint Select Committee 1988). 

The underlying rationale for not funding dedicated VR funds for injured workers 

is that the costs of work-related injuries and their remedies should be paid largely by the 

employer/carrier rather than the general public (Texas Joint Select Committee on 

Workers' Compensation Insurance Research Papers 1988). Responsibility for returning 

the injured employee to a condition of employability should rest squarely on the 

employer-of-injury (Hyatt 1992). Thus, with few exceptions, employees are exempt from 

contributing (directly) to any costs arising from their rehabilitation. 

Recent changes in state workers' compensation statutes have altered this situation 

somewhat. For example, Oregon operates its Preferred Workers Program, which assists 

with RTW for its injured workers, using worker and employer contributions to a reserve 
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fund known as the Re-employment Assistance Reserve. Workers and employers, 

respectively, contribute 2.25 and 4.24 cents daily to this program (Bussewitz 1991). 

Program Outcomes 

Using longer-term data collected nationwide from over 700 VR programs serving 

more than 39,000 individuals with disabilities, Olander et al. (1990) characterized VR 

program outcomes. They found that 

• Local unemployment rates and the amount of funds spent on VR services do 
not substantially affect outcomes; 

• Location does not affect program outcomes; 

• The top quartile of VR programs helped 50 percent of those served RTW, 
while the lowest quartile only put 16 percent back to work; similarly, the top­
ranked VR programs produced client earnings and related benefits valued at 
$8,100 a year, while the bottom quartile yielded less than $2,200 per person; 

• Programs with "enriched services", e.g. higher ratios of staff to participants 
and higher costs, do not necessarily achieve better results than less expensive 
programs; 

• Large program differences cannot be fully explained by factors such as 
serving more difficult or severely disable population, location in a small 
community or a higher than average unemployment rate; and 

• Program success is not guaranteed if a facility utilizes computers, installs 
work samples identifying skills or adopts counseling techniques based on the 
latest rehabilitation theories. 

Dean et al. (1993) also evaluated the federal/state VR program, applying a quasi­

experimental design (i.e., treatment vs. comparison groups) to Rehabilitation Services 

Administration (RSA) data for more than 40,000 persons treated and whose cases were 

closed by VR in FY 1980. RSA data for both men and women were linked to long-term 

Social Security Administration (SSA) earnings data, including up to eight years of 

postprogram data. They examined seven different disability-related groups: visual; 

hearing/speech; musculo/skeletal; internal injury; mental retarded; mental illness; and 

substance abuse. Positive and statistically significant net impacts on first-year earnings 

were found for VR treatment for musculo/skeletal, internal and mental illness for both 

men and women; impacts were considerably larger for men. VR for mentally retarded 

men also yielded positive and significant first-year earnings impacts. Many of these 

positive earnings impacts were sustained over the eight-year postprogram period, 

including, for men, those in the musculo/skeletal, the internal and mental illness groups; 

for women, sustained effects were less evident, although present for musculo/skeletal, 
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