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Terms of Reference

TheFederalMinisterfor EmploymentandWorkplaceRelationshasaskedtheHouse

ofRepresentativesEmploymentandWorkplaceRelationsCommitteeto conductan

inquiry into aspectsofAustralianworkers’ compensationschemesin respectof:

• the incidenceandcostsoffraudulentclaimsandfraudulentconductby

employeesandemployersandanystructuralfactorsthat mayencouragesuch

behaviour;

• themethodsusedandcostsincurredbyworkers’ compensationschemesto

detectandeliminate:

(a) fraudulentclaims;and

(b) thefailure ofemployersto paytherequiredworkers’compensation

premiumsorotherwisefail to complywith theirobligations;and

• factorsthat leadto different safetyrecordsandclaimsprofilesfrom industryto

industry,andtheadequacy,appropriatenessandpracticabilityof rehabilitation

programsandtheirbenefits.

Summary
• Forthethird yearrunningtheVictorianaverageWorkCoverpremiumratewill

remainat2.22%ofremunerationandfor thesecondyearrunning,businesseswith

anannualremunerationof$1 million or lesswill havetheirpremiumcalculatedat

thesameratein 2002/03asin thepreviousyear. Thiswill givemorethan90%of

Victorianbusinessescertaintyin relationto theirWorkCoverpremiumsduringa

veryunstableperiodin theinsurancemarket.

Inquiry into Aspects of Australian Workers’ Compensation
2



• Throughbettermanagement,theVictorianWorkCoverAuthority’s (VWA)

fmancesareimproving aftertheschemeabsorbedabillion dollarsofliabilities

resultingform theGSTandpre-1997commonlaw claims. TheGovernmentwill

continueits goodmanagementoftheWorkCoverschemeby implementingan

improvedclaimsmanagementsystemduring2002. VWA will alsoprogressively

introduceasimplerandfairerpremiumsystem.

• Theincidenceandassociatedcostof fraudin respectof employersin the scheme

is relatively low. Inthe5 yearperiodbetweenthe 1993/94and 1997/98financial

yearsatotal of$45 million in unpaidpremiumwasrecovered.This comparesto

totalpremiumcollectionovertheperiodof $4.4billion orapproximately1%of

totalpremium.

• Benefitfraud is detectedthroughagents,targetedprogramsandin responseto

complaints. In the2000/01 financialyear429 complaintswerereceived.Twenty

six fraudrelatedprosecutionswerefinalisedduringthesameperiod. Thetotal

amountofrestitutionorcompensationrecoveredfor the2000/01 financial yearin

relationto benefitfraudwas$286,578. This figuredoesnot includetheimpacton

liabilities ofreducingbenefitfraud.
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Introduction
In orderto provideacontextfor the issuesraisedin theCommittee’stermsof

referencethis submissionwill providesomebackgroundto thecurrentfocusofthe

Victorian WorkCoverAuthority (VWA) andits projectsandachievementsoverthe

lasttwo andahalf years. It hishopedthatthis contextwill putthenarrowscopeof

theCommittee’sinquiry intoperspective.

BroadlytheresponsibilitiesoftheVWA areto:-

• helppreventworkplaceinjuries occurring;

• enforceVictorian’s occupationalhealthandsafetylaws;

• providereasonablypricedinsurancefor employers;

• help injuredworkersbackinto theworkforce;and

• managetheworkers’ compensationschemeby ensuringthepromptdeliveryof

appropriateservicesandadoptingprudentfmancialpractices.

VWA administerslegislationoftheVictorian Parliamentthat covers:

• health,safetyandwelfarein theworkplaceundertheOccupationalHealthand

SafetyAct1985.

• workers’ compensationandtherehabilitationof injuredworkersunderthe

AccidentCompensationAct1985andtheAccidentCompensation(WorkCover

Insurance)Act1993.

• explosivesandotherdangerousgoodsundertheDangerousGoodsAct1995.

• thetransportofdangerousgoodsby roadundertheRoadTransportReform

(DangerousGoods)Act1995.

• highrisk equipmentusedin publicplacesandonprivatepremisesunderthe

Equipment(PublicSafety)Act1994.

TheseActsaresupportedby moredetailedsubordinateinstruments— regulations,

ordersandcodesofpractice.
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TheVWA’s funding is derivedfrom insurancepremiumspaidby Victorian

employers. In 2000/01this totalled$1.6billion or anaverageof2.22%oftheinsured

firms’ total remuneration.Supplementingthesefundsarethereturnsgeneratedby the

moneyVWA holds in trustfor injuredworkers.

Financial Position
TheCommitteeis referredto the2000/01 AnnualReportoftheVWA. TheChairof

VWA, JamesMacKenziestatedin his reportthatthescheme’srevisedunfunded

liabilities asat30 June1999were$771 million — almost$480million higherthan

originally estimatedandreported.

Thefailureto anticipatethesurgein claimsatthetime thatold commonlawwas

abolishedin November1997,coupledwith thefailureto effectivelymanagetheold

commonlaw systemwhenit wasin place,weresymptomaticofaWorkCoverscheme

thathadnot beenproperlymanagedfor a decade.

Theunfundedliabilities asat December2000wereestimatedat $1074million. This

alsoreflectedthe$190million additionalunrecoverableimpactoftheGSTon

liabilities.

Despitethetaskofmanagingtheseliabilities theschemeis showingsignsthatit is

beginningto stabilise. Financialhighlightsforthesix monthsto 30 June2001

includedanactuarialreleaseof$130million, a $390million halfyearprofit and

improvementin fundingratio. Thenotionalfull yearprofit for theschemewas$317

million.

Theschemealsorecordedanoperatingprofit of$149million for the six months

ending31 December2001 — thesecondsuccessivehalf-yearlyoperatingprofit — and

the first time since1995 thattheschemehasrecordedsuccessiveprofits. In addition

at 31 December2001,theschemealsoachievedits secondsuccessiveactuarial

releasewith awrite downin projectedliabilities of$28 million.

Forthethird yearrunningtheVictorian averageWorkCoverpremiumratewill remain

at2.22%ofremunerationandfor thesecondyearrunning,businesseswith anannual
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remunerationof $1 million or lesswill havetheirpremiumcalculatedatthesamerate

in 2002-03asin thepreviousyear. Thiswill give morethan90%ofVictorian

businessescertaintyin relationto theirWorkCoverpremiums.

Strategy 2000
During2000theVWA setaboutdeterminingits key challengesfor thefuture. These

are:reducingthenumberofdeathsandinjuriesin Victorianworkplacesandensuring

that injuries andthe claimstheycreateareeffectivelymanaged.TheCommitteeis

referredto Strategy2000which is theVWA’s blueprintfor achievingthesekey

outcomesfor theWorkCoverschemeandtheVictoriancommunity. Strategy2000

focusesonthreekeyissues:-

• Increasingtheemphasison prevention;

• Developingmoreeffectiveclaimsmanagement;and

• RevitalisingtheVWA organisation.

Focus on Prevention
Thefocusonpreventionis drivenby aconstructivecompliancepolicy. Constructive

compliancereliesonbothpositivemotivatorsanddeterrents.Thestrategyinvolves

encouragementfor effectiveworkplacehealthandsafetythroughinfonnationand

education,investmentin healthandsafetyandanimprovedpremiumsystem. The

strategyalsoentailsstrongdeterrenceforpoorperformancewhich includesagreater

emphasison theregulatoryrole of theVWA andincreasedprosecutionsand

regulatorynoticeswhenthelegislationis breached.

Thefocuson preventionhasspecificallytargetedthefollowing areas:

• thefourworstindustries:manufacturing,construction,transportandstorage,

public sectorandcommunityservice;

• the 100 worstemployersthathavethemostto gainfrom improvingtheir

healthandsafetyrecord;

• commoninjury types,in particular,strainsandsprains;
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• ensuringthatwork relatedfatalities arereduced;

• majorhazardfacilities — implementingthenewmajorhazardregulations

introducedaspartoftherecommendationsoftheLongfordRoyal

Commission.

C’aims Management
An importantaspectoftheturnaroundoftheWorkCoverschemeis theVWA’s

innovativeapproachtowardsclaimsmanagement.

Bill Mountford,theChiefExecutiveofVWA, reportedin the2000/01 AnnualReport

thatan intensivefocusoncommonlaw claimsin thepasttwo andahalfyearsandin

particularold commonlaw hasseenWorkCoveradoptanumberof strategiesaimed

at bettermanagingcommonlaw. Thesuccessofthis approachhasled the

organisationto undertaketheClaimsManagementReviewwhich identifiedthe

structureandworkpracticesVWA requiredto successfullymanageclaimsinto the

future.

Theresultsofthereviewled to the announcementofmajorreformsin April 2002.

VWA is implementinganewperformancebasedsystemfor WorkCoveragentswhich

will deliverbetteroutcomesfor injuredworkers,throughbettertreatmentandreturn

to workand— ultimately— lowercostsfor Victorian business.

A newpanelofWorkCoveragentswasappointedto managetheemployerpremium

andinjuredworkercompensationelementsofthe scheme.An extensiveopentender

processselectedthenewagentswith theview to deliveringthesignificantchangesthe

VWA phasedin from 1 July 2002.

In designingthenewsystemtheVWA hasincorporatedthemostsuccessfulelements

ofworkers’compensationsystemsfrom throughouttheworld. All membersofthe

newagentpanelarerequiredundertheircontractsto meetthenewperformance

standardssetby theVWA whichwill beauditedandmonitored.

An elementofeffectiveclaimsmanagementis ensuringtheright benefit is paidand

theright treatmentis providedattherighttime to enableeffectivereturnto work.

Oneaspectofthis strategicclaimsmanagementapproachis ensuringthosewho are

notentitledto benefitsdo notcontinueto accessbenefits.Benefitfraud is detected
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throughagents,targetedprogramsandin responseto complaints.Unlike otherstates,

whenaclaim is acceptedundertheVictorian systemtheemployerpaystheemployee

directly(in themajorityofcases)andtheVWA reimbursestheemployer. Any

systemicfraudmayinvolve theemployeeandthe employer. Thenewclaims

managementmodelenvisagesa strongerrelianceon agentsmanagingclaims

includingappropriateuseof privateinvestigatorsto establishtheoriginal andongoing

entitlementto benefits.

In the2000/01 financialyear429 complaintswerereceived.Twentysix prosecutions

were finalisedduringtheyear. Thetotal amountofrestitutionorcompensation

recoveredfor the2000/01 fmancialyearin relationto benefitfraudwas$286,578.

This figuredoesnot includetheimpacton liabilities ofreducingbenefitfraud.

Premium
PremiumReview

TheYWA is currentlyconductingapremiumreviewto implementasimplerand

fairersystemfor premiumcalculation. Thepremiumreviewwasestablishedin 2001

to:

• Simplify theWorkCoverpremiumsystem;

• Improvecommunicationswith employers;and

• Increaseincentivesfor employersto improvetheirsafetyandreturnto work

performances.

TheVictorian Governmenthasreiteratedtheimportanceofthepremiumreviewin its

businessstatementBuilding Tomorrow‘s BusinessesToday.

Reformingthepremiumsystemis expectedto deliver significantbenefitsincluding

fewer injuries, betterreturnto work outcomes,fairerandmoreequitablepremiums,

lower costsfor employersandthe VWA. Qualitativebenefitsinclude: less

complexity,lessvolatility unrelatedto behaviour,greatertransparencyandmore

choice.
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Premiumcollection2000/01

In 2000/01,theVWA receivedabout$1.6 billion in premiumrevenuefrom Victorian

employerscoveredby WorkCover. This representsanaveragerateof2.22 percentof

the insuredfirms’ totalremuneration.All employersthat arenotself insuredwith

remunerationabove$7,500arerequiredto takeoutaWorkCoverinsurancepolicy,

while VWA coversemployerswith remunerationunder$7,500withoutchargeunless

aclaim is made.

Eachworkplaceofanemployeris classifiedto an industryasdefinedby the

WorkCoverIndustryClassification(WIC) system. Premiumsfor the94 percentof

employerswho haveremunerationoflessthan$650,000arealmosttotallybasedon

therateprevailingin theirindustry. As firms getlarger,sotoo doestheproportionof

thepremiumbasedonthefirm’s ownexperience.

Employerstakeouta WorkCoverpremiumwith oneofthesevenVWA agents.As

the“frontline” servicedeliveryarmoftheVWA, agents’responsibilitiesandactivities

include:

• issuingWorkCoverinsurancepoliciesto employers;

• collectingemployer’spremium;

• administeringandmanagingworkers’ claimsfor compensation;

• facilitatingandmanagingreturnto work;

• assistingemployerswith injury andclaimprevention;and

• providinginformationandeducatingemployersandworkersabouttheir

obligations.

Theseagentscompetefor thebusinessofemployersbasedon thequality oftheir

serviceprovision(ratherthanprice).

TheVWA alsoperformscertainrolesin premiumcollectionincludinganannual

PremiumsOrdermadeby theGovernor-in-Council(which setsout the formulaunder
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which individual premiumsarecalculated),providingcomputersupportandbanking

facilities.

TheVWA operatesanauditprocessfor premiums. Theauditofemployersis

conductedto ensureemployerspaythecorrectpremiumin accordancewith the

legislation. Audits reviewtheemployer’srateableremunerationandmayincludea

reviewoftheemployer’sworkplaceindustryclassification.Theauditsarecompleted

onaprogrambasis,with eachprogrambasedonthefinancialyearto beaudited.

For theremunerationauditprogramfor theyear1997/985,257auditswereconducted

from anallocated6,200. For all auditprogramsovertheperiod1993/94to 1997/98,

26,310auditswereconducted.

Thefollowing diagramshowstheresultsof selectedauditprograms.The

RemunerationAudit Programsfor 1996/97and 1997/98(notyet fully complete)show

that thepercentagesofauditedemployerscomplyingwith oroverpayingpremium

paymentsis higherthanthepercentagewithunderpaidpremiums.This hasbeena

consistentpatternovertime. Any overpaidpremiumis offsetagainstthepremium

thatis requiredin futureyearsfromtheemployer.

It shouldbenotedthattheauditprogramis notentirelyrandom. A proportionof

employersareselectedfrom theemployingpopulationat random,however,the

majorityofauditsarerisk targeted.Industrieswherethereis knownto beconfusion

in WorkCoverIndustryClassifications,orahighuseofcontractorsor outworkersare

frequentlytargeted.TheseincludeBuilding andConstructionandallied industries,

Clothing,andManufacturingIndustriesaswell asemployersclassifiedto

administrationtypeservices,employmentagencies,andwholesalingagencies.
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Remuneration audit compliancedata

In all auditscoveringthe1993/94to 1997/98periodatotalof $45million in

additionalrevenuehasbeencollected(with anadditional$5 million identifiedandin

theprocessofbeingcollected)from thoseemployersthathaveunderpaidpremium.

This comparesto totalpremiumcollectionovertheperiodof$4.4 billion.

Thecostto VWA ofconductingtheseauditswas$18 million. While theseaudits

requiresignificantresourcesto complete,theauditprogramshavehadsignificantcash

benefitsto theWorkCoverscheme.Thereis no quantificationoftheirdeterrenteffect

in achievingsubsequentcompliancefrom bothauditedandnon-auditedfirms.

Safety records in different industries
VWA maintainsclaimsrecordsthat it usesasthebasisfor targetingits occupational

healthandsafetypreventionactivity. Thehealthandsafetyperformanceof

employersvariesacrossindustry sectorsandwithin individual industrysectors.The

variationacrossindustrysectorsoccursbecauseofthedifferencesin hazardsandrisks

thatworkersareexposedto andthedifferent systemsofworkemployed.Forinstance

office workersareexposedto fewhazardsthatgenerallyresultin low risksto

Remuneration Audit Program Results
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workers. By contrasttheconstructionsectorhasalargerangeofhazardsthat, in

somecasessuchasworkingatheight,representhighrisksto workers.

Thevariationin performancewithin aparticularindustrysub-sectorcanbeattributed

to thecommitmentthat individual employershaveto theprovisionofhealthyandsafe

workplaces.Committedemployerswill generallyhaveoccupationalhealthandsafety

programsorinitiativesin placethat areeffectivein controllingrisksto employees.

Thefollowing providesasummaryofthe claimsdatareportedfor thetwelvemonths

ended30 June2001 extractedasat 31 August2001.

• A total of32,539compensatedworkplaceinjuries wererecorded.

• Thenumberofinjuriesper$1 million remuneration(withoutsuper)during

2000/01was0.47 for all industries.

• Manufacturingindustryworkershadthehighestproportionofinjuries with

28.7percent(9,330)ofall injuries. Theinjury ratewasalsohighestfor

manufacturingindustryworkers(0.89 injuriesper$lmillion remuneration

excludingsuper).

• During2000/01for claimsreported,943,749work dayswerelost in all

industriesdueto work injuries (doesnot includeestimates,only days

compensatedto date).

• Theaveragenumberofdayscompensatedperinjury was29 (doesnot include

estimates,only dayscompensatedto date).

• Labourersandrelatedworkerssustained24.2 percent(7,894)ofall industries

injuries.

• Thethreeoccupationswith thehighestnumberof injuriesin all industries

weremiscellaneouslabourersandrelatedworkers7.3percentof injuries,

truckdrivers4.3percentof injuries andprocessworkers4.0 percentof

injuries.

• Themostcommonnatureofinjury wassprainsandstrains,whichaccounted

for 56 percentof injuries in 2000/01.
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• Over24.5 percentofall injuries sustainedby workersin 2000/01 wereback

injuries. Theseinjuries accountedfor 29.7percentofworkdaysabsent(does

not includeestimates,only dayscompensatedto date).

• Mostcommonly,injuries occurredfrom muscularstresswhile lifting, carrying

orputting downobjects,accountingfor 21.4percentofall injuries.

• Fracturesanddislocations,sprainsandstrainsandopenwoundinjuries

accountedfor 68.8 percentofthetotal paymentsfor all industries.

Compensatedworkplace injuries, number and rate, all industries 2000/01

SelectedIndustry Number Per cent

ofclaims

Claims

Frequency

Rate (1)

Agriculture 809 2.5 0.82

Mining 121 0.4 0.58

Manufacturing 9,330 28.7 0.89

Utilities 189 0.6 0.35

Construction 2,810 8.6 0.73

Trade 4,513 13.9 0.36

Transport 2,476 7.6 0.80

Conununications 49 0.2 0.19

Financeandbusiness 2,015 6.2 0.13

Publicadministration 486 1.5 0.33

Communityservices 7,729 23.8 0.46

Recreational/personalservices 1,987 6.1 0.55

Unclassified 25 0.1 N/A

All Industries 32,539 100 0.47

(1) Numberofinjuriesper$lmillion remuneration(withoutsuper)

TheCommitteeshouldnotethat differentinformationis providedto theWorkplace

RelationsMinisters’ Council aspartoftheComparativePerformanceMonitoring
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Project. Thefourth reportofthe ComparativePerformanceMonitoringProjectwill

soonbe available.

Rehabilitation and Return to Work
Improvingreturnto workoutcomesis amajorfocusofVWA’s newclaims

managementmodel,becauseit benefitsnot only theschemebutmostimportantly

thoseit is designedto support— workersandemployers.Oneimportantfeatureis the

multidisciplinarymodelwhich offers acomprehensiveandcoordinatedmethodof

managingtherehabilitationandcompensationaspectsofahighrisk claim. It

encouragesactivemanagementofhigh-riskclaimsin amannerthatpromotesanearly

andsafereturnto work andcommunityactivities in acost-effectivemanner.Whena

newclaimthatis identifiedashighrisk is receivedthecasemanagermustundertakea

three-pointcontactwith theemployer,theworkerandthetreatingpractitioner. The

three-pointcontactis critical in establishingthe employer’sandworker’sexpectations

andclarifying theirobligationsin thereturn-to-workprocess.This involves

addressingin asystematicmannerissuesassociatedwithReturnto Work Plans,

suitableduties,theemployer/workerrelationship,etc.

In April 2002theMinisterfor WorkCover,theHon.Bob Cameron,launchedanew

campaignaimedat improvingreturnto workoutcomesfor Victoria’s injuredworkers.

Theinformationcampaignintroducednewreturnto workguidelineswhich cameinto

effectonJuly 1 this yearandaredesignedto ensureinjuredworkersreceive

appropriatesupport. A CD-ROM wassentto 180,000Victorian employersandall

employershavebeenbeencouragedto learnmoreabouttheir returnto work

obligationsthroughprint, radio andtelevisionadvertisements.
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Employershavealwayshadobligationsto their injuredworkersbutunderthenew

returnto workguidelinesthespecificsofthoseobligationshavebeenmadeclearer.

Thenewguidelinesandsupportinginformationcampaignis designedto helpimprove

averagereturnto work ratesin Victoria.

Conclusion
Thenewclaimsmanagementsystembeingintroducedby theVWA will ensurethe

workersofVictoria areprovidedwith therightbenefitsattheright time. The

premiumreviewwill encourageemployersto improvetheirhealthandsafety

performanceandpotentiallyreducetheir costs. Returnto work initiativesunderway

will enhancetheworkinglife ofthosewho areinjuredatworkandencourage

employersto meettheirstatutoryobligations.TheVWA will continueto work

towardsachievingthesekeygoalsoftheworkers’ compensationsystem.

Thedocumentsreferredto areattached.Furtherinformationis availableon the

VWA’s websiteatwww.workcover.vic.gov.au.
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