CENTRE FOR
WORKFORCE FUTURES

v

MACQUARIE
UNIVERSITY

MV CKE
NSTHUTE

The Case for a National Portable
Long Service Leave Scheme




About the
McKell Institute

The McKell Institute is an independent,
not-for-profit public policy institute
dedicated to developing practical
policy ideas and contributing

to public debate.

The McKell Institute’s key areas of activity include producing policy research papers,
hosting policy roundtable discussions and organising public lectures and debates.

The McKell Institute takes its name from New South Wales’ wartime Premier and
Governor-General of Australia, William McKell.

William McKell made a powerful contribution to both New South Wales and Australian
society through progressive social, economic and environmental reforms.

For more information phone (02) 9113 0944 or visit www.mckellinstitute.org.au

The opinions in this report are those of the authors and do not necessarily
represent the views of the McKell Institute’s members, affiliates,
individual board members or research committee members.

Any remaining errors or omissions are the responsibility of the authors.




13

MOCKELL
NSTTTUTE

The Case for a National Portable
Long Service Leave Scheme in Australia

MACQUARIE
UNIVERSITY 0))/

CENTRE FOR
WORKFORCE FUTURES



RAY MARKEY

Ray Markey has been
Professor of Employment
Relations and Foundation
Director of the Centre

for Workforce Futures

at Macquarie University
since November 2011. He
has extensive experience

in workplace research in
Australia and New Zealand. He was the Foundation
Director of the New Zealand Work & Labour Market
Institute, 2006-11. He is currently undertaking a
survey of work practices to reduce carbon emissions
for the Australian Department of Innovation, Science,
Research & Tertiary Education. He has undertaken
research work for the International Labour
Organisation, the Danish Work Environment Fund
and the NZ Industrial Relations Foundation.

TIM KYNG

Tim Kyng is an actuary /
statistician and a Lecturer
in Actuarial Studies,

in the Department of
Applied Finance and
Faculty of Business

and Economics at
Macquarie University.
Previously, he worked

in the financial services industry including the
NSW Government Actuary’s Office, GIO, QBE,
Commonwealth Bank, and Coopers and
Lybrand Actuarial Services.

McKell Institute The case for a National Portable Long Service Leave Scheme in Australia 1

NICK PARR

Nick Parr has lectured

at Macquarie University

in the field of demography
since 1992. He was
awarded a Faculty of
Business and Economics
Teaching Award in 2008.
Nick has published
extensively in demography
and its related areas. His recent research includes:
the effects of family policies on fertility and
workforce participation in Australia; migrant labour
force outcomes in regional and rural Australia; and
population challenges for the Local Court of NSW.
He has provided invited expert advice to senior
Federal and State politicians.

SALUT MUHIDIN

Salut Muhidin is a Lecturer
in demography at the
Faculty of Business and
Economics, Macquarie
University. He has actively
been working on the
study of population
mobility issues and

its consequences in
different settings such as Asia, West Africa and
Australia. Previously, Salut had wide-ranging
international experience, including placements in
North America (Brown University and Université
de Montréal), Europe (Groningen University and
IIASA-Austria), and Asia (University of Indonesia).



SHARRON O’NEILL

Sharron O’Neill joined
Macquarie University in

July 2011 as a Research
Fellow in the International
Governance and Performance
(IGAP) Research Centre. Her
PhD examined accounting

for occupational health

and safety and her current
research explores issues of corporate governance, risk
management and accountability. Sharron has also taught
at the University of Sydney and at the University of
Western Sydney. Sharron came to academia from an
established career as a financial accountant, primarily in
healthcare and multinational manufacturing firms.

CHRIS F. WRIGHT

Chris Wright is a Postdoctoral
Research Fellow at the
Centre for Workforce Futures,
Macquarie University. He
completed a PhD and worked
as a Research Fellow at the
University of Cambridge.
_ Chris has worked as a

. : researcher in the University
of Sydney Business School, the Workplace Research
Centre, the International Labour Organisation and the
Australian Broadcasting Corporation.

SHAUNA FERRIS

Shauna Ferris is a Senior
Lecturer in the Actuarial
Studies Department at
Macquarie University.

She has previously worked
in the financial services
industry, in superannuation,
banking, and life insurance.
Her research interests
include risk management and prudential regulation
for financial institutions

LOUISE THORNTHWAITE

Louise Thornthwaite is a Senior
Lecturer in the Department of
Marketing and Management,
Macquarie University. Previously
she has held appointments as
Associate Professor, Sydney
Graduate School of Management
at the University of Western
Sydney, and Senior Lecturer

and Head of School, School of Industrial Relations at
Griffith University and Lecturer in Law at the University of
Western Sydney. Louise has also been Director, Centre for
Research on Employment and Work at Griffith University,
and Deputy Director, Australian Institute of Women'’s
Research and Policy at Griffith University.

CATRIONA LAVERMICOCCA

Catriona Lavermicocca
recently completed her
doctoral studies on the
income tax compliance
behaviour of large Australian
corporations. She originally
specialised in tax law with a
major chartered accounting
firm. Catriona currently
lectures in taxation law and is the co-ordinator for the
accounting programs in the Faculty of Business and
Economics, Macquarie University.




I McKell Institute The case for a National Portable Long Service Leave Scheme in Australia 1

FOFEWONT ... oo e
EXE@CULIVE SUMIM@IY ... 10
ReCOMMENAAtIONS ... 20
Introduction 22
1.1 PUMPOSE OF MO ... e 22

1.2 MEINOAOIOGY .o 24
Labour force trends and their implications for access to LSL 26
2.1 Length of time in emMPIOYMENT ... 20

2.2 Labour fOrCE PrOJECTIONS ... oo 28

2.3 Labour mobility PattEIrNS ... 28

2.4 ACCESS 10O LSL oo U 30

2.5 People with more than 10 years’ lifetime work experience and less than 10 years with current employer 34

2.6 Implications fOor aCCESS 10 LSL ... 35
Long service leave in Australia 36
B4 BB NISTONY OF LSL oo 36

3.2 Portable Long Service Leave (PLSL) SCREMES.... ..o 38

3.3 Major points of difference in existing statutory PLSL schemes..................................... 2240
3.3.1 Administrative arrangements for the management of the fund......................... 40

3.3.2 Employees’ LSL entitlements ... 42

3.3.3 Length of service for pro rata leave entitlements under certain conditions ... 43

3.3.4 Rate of pay during LSL ... 43

3.3.5 Rate of employer levy. ... e 44

3.3.6 When the [eVy iS PayabIE. . . 46

3.3.7 Frequency of employer reporting on workforce and deadline for returns ... 40

3.3.8 Type of employment arrangements covered ... e 47

3.4 Review of the established PLSL SChEMES .. 51
3.4.1 Arguments for and against the establishment of PLSL SChemMes ..o 51

3.4.2 Previous official reviews of established PLSL SChemes...............i, 56

3.4.3 Feedback from StaKeNOIJErS ... 57

3.5 Extra benefits Of I0Ng SENVICE I€AVE. ... 538
3.5.1 Research into the benefits of taking leave for emMpPlOYEES. ... oo 58

3.5.2 Benefits to tourism and NoSPItality ... 60




3.5.3 Fair entitlements guarantee and payment of long service leave entitlements in event of insolvency

3.5.4 Contribution to national saving and investment

3.6 Portable long service leave and small business
Designing portable long service leave schemes 64

4.1 Desirable features of portable long service leave arrangements
4.2 Comparison of alternative models
4.2.1 Option A: The ADF model
4.2.2 Option B: The Industry-based Defined Benefit Fund model
4.2.3 Option C: The Accumulation model

Costing of long service leave obligations 106

5.1 The rate of accrual of LSL benefits
5.2 Investment returns relative to wage increases
5.3 Length of time until payment of benefits
5.4 Exits: Number of people who exit from the fund before qualifying for an LSL benefit
5.4.1 Non-PLSL
5.4.2 PLSL within industry
5.4.3 PLSL across industries
5.5 Administration expenses
5.6 Taxes
5.7 Overview of levy costs
5.8 Defined Benefit Funds: Variability in the levy rate

5.9 Accumulation Funds: Risks to employees

Tax implications and advantages for employers of a nationally consistent PLSL scheme 122
Conclusion and recommendations 124
Appendices 130

Appendix 1. Meaning of ‘ordinary pay’ or ‘remuneration’ in PLSL statutes
Appendix 2: Actuarial estimates of administration costs as a percentage of worker’s wages
Appendix 3: ATO list of Approved Worker Entitlement Funds (per ATO website, 4 March 2013)

Appendix 4: Vesting requirements under State legislation for minimum LSL entitlements

Acknowledgments 136

Footnotes 137



—0reworo

LONG SERVICE LEAVE IS UNIQUE TO AUSTRALIA

AND NEW ZEALAND.

The origins of Long Service Leave can

be traced back to the 19th century as an
entitlement referred to as a furlough given
to civil servants which enabled those who
had served for a long period of time to
travel ‘home’ to Britain, confident that they
could return to Australia and return to their
previous job.

The entitlement was transformed from leave
provided to visit Britain, to leave provided after a
long period of employment for workers to have a
break and return to work fresh and renewed.

During the post-war years, Long Service Leave
spread from the public sector to the private sector,
and soon was legislated as a basic entitlement in
State and Territory Parliaments. While the length
of leave and qualification periods vary from State
to State, the general entitlement a worker receives
is two months leave after ten continuous years of
service with the same employer.

However, due to the changing nature of
employment, Australian workers are more
frequently changing jobs and careers. This has
meant Long Service Leave in its current form
has become inaccessible to the overwhelming
majority of Australian workers.

Only one in four Australian workers stay with
the same employer for 10 years.

This is not due to a change in the ‘loyalty’ of
workers to one employer, but a simple reality of
the changing dynamic of the Australian labour
market.

Now more than ever before, Australian workers
are struggling to balance their work commitments
with their family and other life commitments.

This is in no small part due to the changing
nature of our labour market and the fact that
Australians work some of the longest hours in the
world. They also stay in the workforce for longer
than previously.

Recent surveys have shown well over 50% of
Australian workers would rather have an extra
two weeks annual leave then take the equivalent
annual pay rise.

In this context, the McKell Institute believes the
time has come to again restructure Long Service
Leave and create a 21st century entitlement by
making Long Service Leave fully portable.

If Long Service Leave were to follow
a worker as they change jobs and



careers (as our superannuation does), us to again re-invent this entitlement so that it
the majority of Australian workers would achieves its intended ends.

again be able to take a well earned
break after a long period of time in
the workforce.

Such a change will ensure that the majority
of Australian workers receive a well earned
break partway through their increasingly
The McKell Institute is proud to present longer working lives.

this report by Professor Raymond Markey

and his colleagues at the Macquarie

University Centre for Workforce Futures.

The report provides the most comprehensive
framework for the establishment of

a National Portable Long Service Leave
Scheme ever produced in Australia.

The report will provide a basis for deliberation,
consideration and discussion around this
significant and timely proposal.

An entitlement that began as a furlough
to visit Britain was transformed into
Long Service Leave to provide a decent
break for workers partway through

their working life.

o The Hon John Watkins Peter Bentley
That objective is as relevant today as ever, but CHAIR EXECUTIVE DIRECTOR

the changing nature of the way we work requires MCKELL INSTITUTE MCKELL INSTITUTE
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E LEAVE

This report examines the feasibility of

a nationally consistent portable long
service leave (PLSL) scheme for Australia.
Traditionally, three reasons have been
cited for providing long service leave (LSL)
benefits:

to reduce labour turnover;

to provide a reward for long and faithful
service; and

to enable employees halfway through their
working life to recover their energies and return
to work renewed, refreshed, and reinvigorated.

The third objective, in particular, is becoming
increasingly important to Australian workers.
Australians are spending larger proportions of their
lifetimes in employment and growing numbers of
workers are remaining in the workforce at older
ages. As the length of time in work increases, the
importance of LSL entitlements — particularly for
those who work in physically or mentally exhausting
jobs — becomes increasingly evident.

Despite this, high mobility trends in the profile

of Australia’s workforce have resulted in a low
proportion of workers being able to access LSL
benefits — some due to employment choices
and others for structural reasons. Recognising
this, a small number of industries with high
structural job mobility, such as construction and
contract cleaning, have introduced portable

long service schemes (PLSLs). These schemes
have successfully improved access for a small
percentage of workers. This report examines the
feasibility of introducing a nationally consistent PLSL
scheme that would cover all workers, including
those who are casual, permanent full-time and
permanent part-time.
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Methodology

This report assesses trends in the Australian
labour force based on data from the census, the
Australian Bureau of Statistics (ABS) and from

the survey of Household Income and Labour
Dynamics in Australia (HILDA). We also prepared
projections of future labour force patterns and
reviewed the development of LSL in Australia.

The full report summarises key features of
minimum LSL entitlements and industry-based
PLSL arrangements. We analysed annual and
actuarial reports and reviews of these schemes
and conducted interviews with key stakeholders,
including fund administrators and the employer
and worker representatives of their boards, to gain
further insights into how effectively these schemes
operate, their financial stability, and their costs and
benefits.

We consider three approaches for extending
PLSL to a broader range of workers. Employers
will naturally be concerned about the additional
cost of PLSL benefits, therefore we have provided
cost calculations for typical LSL benefits. These
illustrate the factors which are likely to affect

the overall cost, including benefit accrual rates,
investment returns, wage increases, benefit
design, workforce mobility, leave taking patterns,
and administrative arrangements. This illustration
should not be used as an estimate of the costs of
any particular scheme. Further, the cost analyses
do not address savings and potential tax benefits
that employers may gain as a result of introducing
a PLSL scheme, nor the financial benefits to
government and the community.




Labour force trends
and their implications
for access to LSL

Labour force participation
and time spent in employment
are both increasing

Australians are spending more of their lifetimes

in employment. For new-born males in 2011 the
expected lifetime number of years in employment is
36.8 years, and 31.9 years for females. There are also
increases in the numbers of males and females in the
later working and post standard retirement ages. The
number of females aged 60 to 69 in employment rose
by 169.7% between 2001 and 2011, whilst for males
aged 65 to 69 the number in employment also more
than doubled (an increase of 124.1%).

The median age of employed males is projected

to increase to 41.9 years in 2021 and that for
employed females to 41.6 years. The percentage of
the employed who are aged 45 or over is projected
to increase for males from 39.6% in 2011 to 43.1%
in 2021, and for females from 38.8% to 42.8%.

Australian workers are highly
mobile, but mobility rates
differ across the workforce

Mobility is high with almost 1 in 5 workers employed
by their current employer for less than one year
(ABS 2012b).

Labour mobility differs across sectors and is highest
among those employed in industries such as:
mining; wholesale trade; transport and logistics;
rental, hiring and real estate; business and personal
services; and healthcare.

Implications for access to LSL

There is a low prevalence of long-term employment
relationships, with around three in four workers
working with their employer for less than 10 years
(including many that have worked in the labour
force for a longer period). Given that 10 years is the
usual qualifying period for LSL, the structural trend
away from long-term employment is limiting access
to LSL entitlement for a significant share of the
Australian workforce.

Benefits from LSL portability are more likely among
workers aged 35 to 54, female workers and workers
engaged in particular (generally lower-skilled) non-
managerial service and blue-collar occupations.
Notably, the highest mobility rates are reflected in
occupations that tend to be characterised by high
rates of contract and casual labour. It is a highly
gendered issue because of the predominance of
women in the casual and part-time workforce.

Long Service Leave
in Australia

As a statutory right to a sustained period of leave
after an extended period of employment, LSL is a
distinctively Australian provision, with origins going
back to the 19th century. Most States currently
provide 8.67 weeks LSL after 10 years of service.
Workers are entitled to LSL again after every
additional 5 year period in most jurisdictions.
These schemes are typically State-wide and provide
an entitlement to LSL for workers who complete
continuous service with the one employer. This
entitlement is not portable within an industry or
across employers.




PLSL entitlements are widely available to public
sector workers in the Commonwealth, State and
Territory public sectors. They are most prevalent in
building and construction, mining, contract cleaning
and community services.

Feedback from stakeholders about
PLSL schemes

Representatives of employers, employees, and
administrators involved in the management of
established PLSL schemes generally present

a positive view of these schemes and see the
advantages of PLSL as outweighing its costs.

A number of interviewees (including employer
representatives) said that PLSL allows workers

to receive their LSL entitiements, and that the

levy system is an effective way of collecting funds
without imposing an administrative burden on
employers. However, some interviewees said that
the obligation to make LSL payments into industry
funds effectively imposes an additional cost burden
on employers operating in industries where the
profit margins are typically very small. Stakeholders’
detailed comments are summarised as follows.

Potential advantages
of PLSL schemes

Retention of workers — PLSL schemes
address challenges in retaining employees in
industries with high levels of labour mobility.

Equity — \Workers in highly casualised or contract
roles otherwise have no practical access.

Mobility and flexibility — \Workers have more
capacity to move between employers or to
take short periods out of employment to meet
commitments such as carer responsibilities.

Productivity and work environment —
The capacity to take a sustained period of
leave to rejuvenate after a lengthy period of
continued work has advantages for boosting
productivity and morale.

Employee attraction — A benefit for “good
employers” as employees feel less compelled
to stay in poorly managed workplaces in order
to meet LSL eligibility requirements.

McKell Institute The case for a National Portable Long Service Leave Scheme in Australia 1

Non-compliance problems reduced -
Employers pay for entitlements as they accrue.

Free-riding problems reduced — Industry-
based LSL schemes mean that all employers
are obliged to fund LSL entitlements,
regardless of whether they retain employees
who reach the vesting period for taking leave.

Administrative benefits for employers —
Industry funds effectively remove from employers
the responsibility for administering LSL
arrangements and payment for employees.

Cost certainty — Greater cost stability is
provided to employers because the pay-as-you-
go operation limits the potential for employers
to accumulate liabilities and not being able to
pay employees their entitlements if they become
insolvent or have trading difficulties.

Tax benefits — Employers can claim a tax
deduction for payment of the levies, and the
portable industry funds are not required to pay
tax on their investment income.

Potential disadvantages
of LSL portability

Administration costs for employers —

This factor is pronounced during
transitional periods of newly established
schemes. However, recent improvements
in administrative software and systems
were cited by administrators and employer
representatives as significantly reducing the
administrative burden and cost.

Financial costs of providing benefits for
employees who leave after a short period
of service — In industries where many workers
do not achieve the qualifying period under non-
portable schemes, PLSL has effectively imposed
an additional financial cost for employers.

Prefunding impact on business cash flows —
Smaller employers may fail to provide for LSL
benefits in their accounting systems and simply
pay LSL payments from consolidated revenues
as required. The PLSL schemes require
employers to prefund these benefit payments,
which impacts the employers’ cash flows.



Additional benefits of LSL

Although there is limited research into the benefits
of LSL specifically, research into annual leave
sheds light on the need for LSL. In general the
importance of leave from work for employee health,
well-being and work/life balance has been widely
acknowledged. Long hours of work with a lack of
adequate leave have been associated with stress-
related iliness, including heart disease and stroke.
This can represent a cost to employers. Leave also
provides an important period of rest for workers

in occupations particularly susceptible to long-
term fatigue and associated stress. Studies have
found that people who take leave are generally
more productive and exhibit fewer symptoms

of workplace stress, which may help to reduce
employers’ occupational health and safety costs.

Wider benefits include

the tourism and hospitality sector may benefit
from extended leave provisions;

the Commonwealth government would

save a substantial and growing financial

outlay for the LSL component of the Fair
Entitlements Guarantee in the case of business
insolvencies; and

PLSL funds would benefit the economy
generally by contributing substantially to
national saving and investment.




SECTION 4.
Designing PLSL schemes

Under the Fair Work Act 2009, the Commonwealth
government has the power to establish National
Employment Standards, including standards for
LSL entitlements. There are three key aspects: the
Constitutional issue associated with establishing
PLSL funds, vesting of entitlements and transfer of
entitlements.

Firstly, the Commonwealth may have the
Constitutional power to establish PLSL funds with
compulsory employer levies, but this may also be
challenged by the States. An alternative approach
would be to develop cooperative arrangements
with the States whilst the Commonwealth institutes
model legislation; this approach was used for
occupational health and safety.

Secondly, portability requires full vesting of each
worker’s LSL entitlements to a pro rata benefit
whenever they leave service, even after a short
period of service, for whatever reason. Over time,
effectively the “vesting period” would be reduced to
zero. Each employer would have a liability to pay a
specified amount in respect of the LSL entitlements
accruing for each worker during each worker’s
period of employment.

Thirdly, it would be necessary to develop rules

for the payment of LSL benefits and the transfer

of leave entitlements. At present, pro rata LSL
benefits are paid in cash when an employee leaves
service, and the employee cannot transfer their
leave entitlements to their next employer. However,
under a PLSL scheme, a worker might not take
cash payment when they leave their job. Instead,
the money set aside to pay their accrued benefits
would be held in reserve. Of course, some workers
might prefer to take the cash payment, although
this would mean that they will not be eligible to take
leave for another 10 years and would forgo many
of the benefits identified here. Questions then arise
as to whether portability should allow the worker to
choose either alternative, or whether there should
be restrictions in the payment of cash pro rata
benefits.
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LSL entitlements are usually determined on a
defined benefit basis. When an employee takes
leave, they receive a benefit which is equal to the
number of weeks of LSL taken multiplied by their
weekly wages at the date the benefit is taken.
Alternatively, employers might fund LSL payments
on an accumulation basis. The employer would
periodically pay contributions, equal to a fixed
percentage of salary, into an employee’s LSL
account. The contributions would accumulate
with interest, less administration fees. When the
employee takes leave, they would be entitled to
withdraw money from their account. Under an
accumulation arrangement, the contribution would
presumably be set at a level which would be
expected to provide an adequate LSL benefit.

Comparison of 3 alternative models

Each of these models has a different mixture of
advantages and disadvantages for employers and
employees.

OPTION A
The ADF Model (paying a mixture of defined
and accumulation benefits)

The ADF model is based on the system of
Approved Deposit Funds (ADFs) established in

the superannuation industry during the 1980s
(also known as Rollover Funds). Employers make
their own internal provisions for LSL until an
employee leaves or is eligible for LSL. Employees
who leave service can roll over a lump sum PLSL
benefit into any ADF they nominate. The accrued
benefit payable at exit from an employer would

be calculated using a defined benefit formula,
based on the employee’s wages at the date of
exit, in line with existing legislation, awards and/

or workplace agreements. The lump sum benefit
would not normally be payable in cash (unless the
employee met a LSL condition of release). The ADF
invests the money on behalf of the employee, in an
accumulation-style account, until the employee is
eligible to receive LSL.



Each worker would have just one ADF account
for LSL benefits. If a worker worked in a series of
different jobs, or worked in two or more part-time
jobs, the LSL payments would be made into the
same ADF account. This would help to prevent
the proliferation of multiple small accounts. Each
employer would provide the ADF with information
about the period of service applicable to each
lump sum payment. The ADF would be required to
maintain records sufficient to determine a worker’s
eligibility for LSL cash payments in the future.

The ADF would invest the money on behalf of the
account-holder, and credit investment earnings

to the account. The ADF would also deduct
administration fees from the account.

The LSL ADF provider would be required to meet
registration, reporting, and corporate governance
requirements, similar to those imposed on the ADFs
that hold superannuation savings. Financial institutions
would be required to apply for permission to manage
LSL ADF accounts. The Australian Prudential
Regulatory Authority (APRA) would set standards

for authorisation and would monitor ADF providers.
Banks, life insurers, and superannuation funds would
be eligible to offer LSL ADFs, as long as they met the
authorisation standards.

This model has many advantages:
It could be phased in gradually over time.

It is relatively simple to understand.

It does not create a great deal of extra
administrative work for employers.

It does not require pre-funding, therefore the
employers’ cash flows would not be affected
until their employees left service or took LSL.

It is flexible.

[t does not create cross-subsidies between
different employers or industries.

It reduces (but does not eliminate) the risk of
loss of entitlements due to employer insolvency.

It could make use of existing infrastructure,
i.e. it would not be necessary to create new
organisations to provide ADF LSL accounts.

However this model does have
significant weaknesses:

The administrative costs are likely to be high
relative to the size of the account balances, and
this will erode workers’ LSL benefits.

Financial institutions may be reluctant to offer
products which are likely to have low balances
and hence limited profitability.

Workers who hold money in ADF accounts

are exposed to investment and inflation risks,
meaning that the account balance might not
always be sufficient to provide a replacement of
income when the worker takes leave.

This model does not incorporate any additional
mechanisms for ensuring that employers will
comply with their LSL obligations (other than the
existing compliance checks performed by Fair
Work Australia).

Unless regulated to restrict payments to one
ADF, this model could mean that workers

end up with multiple LSL accounts in different
ADF’s. Multiple accounts would create
problems in assessing eligibility for entitiements,
and risk many workers losing track of their
accounts and becoming “lost members” leading
to lost monies, as occurs in the superannuation
system.

OPTION B

An alternative model involves the creation of a range
of industry-based defined benefit funds. There are
already more than a dozen established industry-
based PLSL arrangements, however, each of these
provides only limited portability. Workers only accrue
LSL benefits while working within the industry, and
may forfeit their entitlerments if they cease working in
the industry prior to completing the vesting period of
service. Workers who complete the vesting period,
and then leave the industry are usually entitled to
claim a cash payout.




Employers in the industries covered by existing
schemes are required to be registered with the
relevant fund. The employers periodically provide
information about each employee and periodically
pay levies to the fund administrators. Each fund is
invested in line with a strategy determined by the
Board and/or approved by the Minister or Trustee.
When an employee becomes eligible for an LSL
payment, a benefit may be payable directly from
the LSL fund; or may be payable by the employer,
who then claims reimbursement from the fund. The
benefits payable are calculated in accordance with
the relevant legislation and/or award. This currently
means that LSL benefits are defined benefits.

Each fund is periodically reviewed by an actuary, who
assesses the adequacy of the fund’s assets, relative
to the fund’s liabilities, using reasonable assumptions
about the future experience of the fund. The actuary
might recommend an increase or a decrease in

the levy rate, in order to maintain an acceptable

level of solvency. The fund administrators play a

role in ensuring that employers comply with their
obligations, for example, educating new employers,
inspecting records of registered employers and
imposing financial penalties for late payments.

If these schemes are extended to provide full
portability, then presumably the LSL benefit
entitlerents would be transferred to a different
industry fund if a worker shifted employment to a
different industry. For example, if a person working

in the retail industry transferred to the hotel industry,
LSL funds would be transferred from the retail industry
fund to the hotel industry fund. This would allow more
workers to claim their LSL benefits, but the complexity
of the administration would be increased.

Industry-based PLSL funds have the
following advantages:

The defined benefit structure provides benefits
which provide a replacement of normal income
while the employee is on long service leave.

The established industry-based funds have
been successful in developing administration
systems which minimise the administrative
burden for employers.

The larger industry-based funds have
apparently been able to keep administration
costs at about 1.5% to 2% of assets or less.
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The established funds have devoted resources
towards improving compliance, i.e. ensuring
that workers receive their entitlements.

Improved compliance also provides a level
playing field for employers, i.e. by limiting the
risk that irresponsible employers will be able to
undercut responsible employers.

However this option also has
disadvantages:

Defined benefit funds are more difficult to
manage when there are multiple employers
with a diverse group of employees who
frequently switch between funds.

If new schemes are created for each industry,
this will create administrative difficulties, e.g. if
workers accrue benefits in multiple industries

across multiple jurisdictions.

If new schemes are created for each industry,
it is likely that many of these schemes

will be too small to operate efficiently. If

they are unable to attain economies of

scale, employers will have to pay higher
contributions in order to cover higher
administration fees.

The defined benefit structure might create
cross-subsidies between different employers
and different generations of employers.

Based on the experience of the established
PLSL schemes, the levy rate is likely to vary
over time, creating difficulties for employers.
This problem is likely to be more severe in
cyclical industries and/or in funds which adopt
more volatile investment strategies.

Defined benefit funds may develop large
deficits (especially if there is pressure to keep
levy rates low); it would be desirable to have
clear-cut rules for the management of fund
surpluses and deficits (which might entail
benefit reductions).

Defined benefit schemes are less flexible than
accumulation schemes, i.e. less able to cope
with variations in entitlements across different
categories or workers, and less able to cope

with changes in entitlements over time.



OPTION C

Employers would be required to make regular
contributions for all eligible employees into
designated LSL accounts administered by
superannuation funds and/or authorised financial
institutions. (The minimum contribution would be
determined by the National Employment Standards.)
Account funds would be invested on behalf of the
account holder and investment earnings would be
credited. Administration fees would be deducted.
The account-provider would be required to maintain
records sufficient to determine the worker’s eligibility
for LSL cash payments in the future.

The LSL benefit would not become payable in cash
until the worker met an “LSL condition of release”,
similar to the preservation requirements applicable
to superannuation benefits. The LSL account-
provider would be required to meet registration,
reporting, and corporate governance requirements,
similar to those imposed on the financial institutions
that hold superannuation savings. APRA would set
standards for authorisation and monitor account-
providers. Banks, life insurers, and superannuation
funds would be eligible to offer LSL accounts, as
long as they met the authorisation standards.

The employee would be entitled to choose their
LSL account-provider and to transfer their LSL
account from one provider to another. This would
enable an employee to combine LSL payments
from two or more employers into one account.

This would improve the efficiency of the system,

i.e. minimising administration fees. If an employee
did not exercise their right to choose, then the
employer would make payments to an LSL account
administered by a default account-provider. In
practice, the employer’s administrative burden
would be reduced if there was consistency between
the superannuation system and the LSL system.

[t would be necessary to carefully consider the
tax treatment of these LSL accounts. Established
industry-based PLSL schemes are not required
to pay tax on levies received or on the investment
income earned. However, LSL benefits are taxed

in the hands of recipients when the benefits are
ultimately paid. The tax treatment of these accounts
will, of course, affect the costing of LSL benefits. If
LSL accounts are taxed, then employers will have

to pay a higher rate of contributions in order to fund
the same level of benefits. If LSL accounts are given
favourable tax treatment, the annual contributions
should not exceed the amount needed to fund the
accruing LSL entitlements (e.g. fixed as a percentage
of wages or salary).

The advantages of this model are:
It is simple to understand.

Assuming that the administrative arrangements
can be integrated with the superannuation
system, the administrative burdens for the
employer should be acceptable.

Assuming that: (1) the LSL savings account is
designed to be a low cost, no-frills product;

(2) the industry can achieve economies of
scale in providing these products; and (3) there
are synergies with the superannuation; then
administration costs should be lower than
Option B.

The employers’ cost is stable and predictable.

It avoids cross subsidies between employers
and industries.

It is flexible.

On the other hand, this model also
has some disadvantages:

The legal framework for creating this system
has not been specified and it might be
difficult to achieve consensus between
Commonwealth and State governments.

It would require some additional resources to
monitor and enforce compliance.

Accumulation benefits may not provide a
replacement of income during leave — the risks
are passed to the employee.

As with Options A and B, the system is
vulnerable to the “small accounts problem”,
i.e. relatively high administration costs for
accounts with small balances.




SECTION 5.
Costing of LSL obligations

As a basic principle, over the long term the income
received by any fund must cover the payments made
from the fund according to the following formula:

Employer levies investment
income on assets must be sufficient
to cover Benefit Payments
Administration Expenses Tax

The cost of LSL benefits will depend on the level
of benefits provided, the fund’s investment returns
relative to wages growth, the timing of benefit
payments, the amount of withdrawal surplus,

and the administration costs. We have estimated
the long term average levy rate based on the
following assumptions:

The fund can earn investment returns which
exceed the rate of wages growth by 2% p.a.;

Benefits are paid to an employee after
every 10 years of service, on average;

There is no significant amount of withdrawal
surplus;

Ongoing administration costs are between
0.1% and 0.3% of workers’ wages;

Establishment expenses are not included;

Funds do not have to pay tax.

Under these assumptions:

A fund which provides 2 months LSL after
10 years of service would require a levy rate
between 1.6% and 1.9% of worker’s wages;

A fund which provides 3 months LSL after 10
years of service would require a levy rate between
2.4% and 2.7% of workers’ wages.

These figures are purely indicative. In order to
estimate the costs for any specific fund, a full
actuarial review should be conducted, taking account
of the rules of the fund and the demographics of the
fund membership.
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Defined Benefit Funds:
Risks to employers

We have estimated the long term average levy

rate which would be needed to fund LSL benefits.
However, in a defined benefit fund, levy rates might
vary widely over time. Volatility in the levy rate is also
more difficult to manage when a fund’s revenue base
is cyclical or declining. For example, suppose that a
particular industry is booming, and a large number
of workers accumulate LSL benefits. Suppose

that the fund then suffers large investment losses,
creating a large deficit. If the industry is stable,

these losses can be spread across a large number
of employers, i.e. the levy rate would increase by a
relatively small amount. But if the industry is facing
profitability problems and the number of employers in
the industry declines, a smaller number of employers
must pay higher levies to cover the fund’s deficit.

Clearly, in a defined benefit system employers bear
the risk of volatility in levy rates. Many employers are
unwilling to accept such risks. In the superannuation
industry, employers have demonstrated a strong
preference for accumulation benefits. The number of
defined benefit superannuation funds has declined
steadily over the last 20 years. The trend towards
accumulation benefits has been particularly strong
amongst smaller employers.

Accumulation Funds:
Risks to employees

In an accumulation fund, the workers will bear the
investment risk. If there are poor investment returns,
then the workers’ accounts may not provide enough
money to provide a replacement income during
periods of LSL. As a result, it might be preferable to
adopt a low-risk investment strategy. If we assume
that the long term investment returns are roughly
equal to long term increases in remuneration (i.e.

a 0% gap), then the required contribution rates
would increase slightly. For example, under these
assumptions:

A fund which provides 2 months LSL after
10 years of service would require a levy rate
between 1.8% and 2.1% of worker’s wages;

A fund which provides 3 months LSL after
10 years of service would require a levy rate
between 2.6% and 2.9% of workers’ wages.



Tax implications

Currently employers required to prepare accounts
recognise a liability to pay LSL to employees over
an employee’s period of service and then claim
that liability as an expense in the accounts each
reporting period. However, for income tax purposes
no deduction is available until the LSL benefit is
actually paid out or until the employer makes a
leave transfer payment. As a result there is often

a mismatch between the liability recognised by

the employer in the accounts and the amount
actually claimed as an income tax deduction in any
particular reporting period.

A nationally consistent PLSL scheme would
ensure that the amount provided for LSL in a
particular year is tax deductible in that year.

An income tax deduction for a levy paid to the
scheme is supported by the ATO'’s approach to
worker entitlement funds as it is envisaged that the
scheme would have similar characteristics. The
Commonwealth Government could legislate to
make the position clear in this respect. In addition,
because the LSL is paid directly to the member of
the scheme, employers would not have to include
these payments in their workers compensation
calculations.

Another tax issue relates to the question of whether
a levy paid by an employer would constitute the
provision of a fringe benefit and be subject to fringe
benefits tax (FBT) at a flat 46.5%. It could be argued
that exemption from FBT should apply on the

same basis as the current exemption for approved
worker entitlement funds. If an employer levy paid
to a scheme is treated as an exempt benefit for
FBT purposes then it would also be excluded from
liability to State payroll tax.

The treatment of existing worker entitlement funds
in relation to the Superannuation Guarantee Charge
could also be applied: that neither the worker
entitlement fund or the employer have an obligation
to make superannuation contributions on LSL
payments made to an individual from the fund.

ATO class rulings have confirmed that a payment of
LSL from a worker entitlement fund to an employee
will receive the same tax treatment as if it had

been paid directly by the employer. In addition,
contributions by the employer to the worker
entitlement fund are not assessable as income to
the fund. A nationally consistent PLSL scheme, if
structured appropriately, would provide an upfront
income tax deduction in respect of an employer’s
liability to pay LSL as well as payroll tax and
workers compensation payment savings.

Further tax incentives could be explored to minimise
any increased costs for small employers. These
could include company tax reductions linked with
the cost of a levy.

Conclusion and
Recommendations

We conclude that a national uniform system

of PLSL accessible to all workers would be of
great benefit: not only to employees, but also for
employers, government and the community and
economy generally. This system could build on
extensive experience from existing PLSL schemes
and the superannuation system, which provide
strong viable models. PLSL should be introduced
as part of a collaborative process between
stakeholders and all levels of government, with
supportive tax measures to minimise cost to
employers and ensure the full value of entitlements
to employees.




Recommendations

That the Commonwealth government legislate for a uniform minimum Long Service Leave
standard as part of the National Employment Standards.

That the Commonwealth government find ways to extend coverage of Long Service Leave
through a portable scheme to include the large proportions of the workforce who are mobile
between employers as a result of changing career patterns, rapidly shifting sectoral labour
demand, and the growth of workplace flexibility through casual and part-time employment.

That the name for this employee benefit be changed to Accrued Employment Leave
in recognition that it would no longer be tied to service with one employer.

That the Commonwealth government initiate a consultative process involving State

and Territory governments and employer and employee representative groups to determine
the most effective mechanisms for implementing portable long service leave and to broaden
the level of community support.

That the Commonwealth government adopt a model for Accrued Leave Funds based on one,
or a combination of, models successfully employed in the superannuation industry, namely
Approved Deposit Funds, industry-based Defined Benefit Funds, or Accumulation Funds.

That the Commonwealth government consider the ways of minimising extra business costs,
especially for small and medium sized enterprises, through favourable tax treatment

of portable long service leave accounts in specified funds, tax offsets linked with

the cost of a levy in the form of reduced company tax.

That the stakeholders consider an agreement for a one-off wage offset for the first year
of an employer levy, to the extent of 1-2% of anticipated wage increases,
to assist with the transition.

That existing portable long service leave arrangements in some sectors, whether established
by State legislation or industrial instruments, be allowed to persist within the new system,
at least for a transitional period.







1.1 Purpose of report

The Fair Work Act 2009 established a framework
for uniform minimum National Employment
Standards (NES) across all States and Territories

of Australia. The NES cover various types of leave,
including annual leave, parental leave, carer’s leave,
and community service leave. In relation to long
service leave the National Employment Standard
preserved employees’ existing rights in a transitional
entitlement, pending the development of a uniform
national long service leave standard.

The Fair Work Review proposed a national
streamlining of the long service leave standard
by 2015:

“The Panel recommends that the Commonwealth,
State and Territory governments should expedite
the development of a national long service leave
standard with a view to introducing it by 1 January
2015.”" The government’s intention was to provide
an opportunity for a community discussion on all
aspects of long service leave entitlements. Before
developing a uniform national standard, policy
makers needed to establish what type of long
service leave benefits should be provided, and what
is the best way of providing these benefits for the
greatest benefit of employees and employers.

This report aims to examine the feasibility of a
nationally consistent portable long service leave
(PLSL) scheme for Australia that would cover

all workers, including those who are casual,
permanent full-time and permanent part-time. The
name of the entitlement would more appropriately
become Accrued Service Leave.

Long service leave (LSL) is a benefit unique to
Australia and New Zealand. It had its origins in the
19th century benefits to civil servants which enabled
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long serving workers to travel ‘home’ to Britain,
confident that they would be able to return to their
positions when they arrived back in Australia.

The post-war decades saw LSL become a
widespread entitlement for workers in Australia as
employers strove to be more comparable with the
public service. Over time, each State and Territory
passed long service leave legislation which set
out the minimum entitlements in each jurisdiction
(the current provisions are described in Section 3
of this report).

LSL has evolved over time as a result of trends to
extend LSL benefits to a wider range of employees,
reduce the qualifying and vesting periods for

LSL benefits, and increase the amount of leave
granted. These changes demonstrate recognition
by State legislatures of the value of providing LSL
benefits. Indeed, proponents of long service leave
cite important benefits for both employees and
employers (see Section 3), although its critics argue
it is an obsolete entitlement.2 Traditionally, three
reasons have been cited for providing long service
leave benefits:

to reduce labour turnover;

to provide a reward for long and faithful
service;

to enable employees halfway through their
working life to recover their energies and
return to work renewed, refreshed, and
reinvigorated.®

The third objective, in particular, is becoming
increasingly important to Australian workers.
Demographic changes in the labour force are
seeing Australians spend increasing proportions
of their lifetimes in employment (see Section 2)
and increasing numbers of workers are remaining
in the workforce at older ages, consistent with
government policy. As the length of time in



work increases, to 30 or 40 years or more, the
importance of LSL entitlements — particularly

for those who work in physically or mentally
exhausting jobs — becomes increasingly evident.

Despite this, however, changes in the profile of
Australia’s workforce have resulted in a declining
proportion of workers being able to access LSL
benefits. LSL was originally designed to reward
full-time employees for long and faithful service
with one employer. However, Australia’s workforce
is increasingly mobile, driven by structural changes
in the labour market, which have substantially
increased the proportion of contract, casualised
and part-time labour as employers seek labour
flexibility. As a result, many workers are failing

to qualify for long service leave — some due to
employment choices and others for structural
reasons. If labour mobility continues to increase

in the future even fewer workers will be eligible to
access these benefits.

Recognising this problem, a small number of
industries with high structural job mobility, such
as construction and contract cleaning, have
introduced portable long service schemes (PLSLs).
This broke the traditional nexus between the
employee and a single employer by enabling
workers to retain their LSL entitlements as they
move from one employer to another, as long as
they remain within the same industry. A review
of existing industry-based PLSL schemes is
described in Section 3 of this report.

While the introduction of PLSLs has improved
access for a small percentage of workers,

many remain unable to access LSL benefits.

This has prompted questions over whether LSL
entitlements should be strengthened and adapted
more broadly to meet the changing needs of the
Australian workforce. In particular, the potential to
extend PLSL to cover more workers is one such
consideration. The ACTU’s Independent Inquiry into
Insecure Work, for example, recommended that:

¢ The Federal Government
support the expansion
of portable long service leave
schemes for insecure workers,
particularly in contracting
industries where workers
are most exposed
to poor job security.”*

This report examines the feasibility of introducing

a nationally consistent PLSL scheme. Section 4
explores three alternative models for the design

of such a scheme. Each model is assessed

against various criteria such as simplicity, flexibility,
efficiency and cost. In Section 5, a simplified
actuarial approach is presented to estimate the cost
of providing these PLSL benefits.




1.2 Methodology

We assessed trends in the Australian Labour
Force based on data from the census, the
Australian Bureau of Statistics and from the survey
of Household Income and Labour Dynamics in
Australia (HILDA). We also prepared projections

of future labour force patterns.

We reviewed the historical development of LSL
arrangements in Australia. This report includes
a summary of the key features of the minimum
LSL entitlements provided under current
Commonwealth, State and Territory legislation;
and a description of the industry-based PLSL
arrangements which cover workers in a small
number of industries, including coal mining,
building and construction, contract cleaning,
security and community services. We reviewed
annual and actuarial reports of these schemes,
and conducted interviews regarding the features
of the existing schemes with key stakeholders
including fund administrators and the employer
and worker representatives of their boards. This
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allowed us to gain further insights into how well
these schemes operate, their financial stability, and
the costs and benefits.

We considered different approaches that might
be used to extend PLSL to a broader range of
workers. We looked at the problem from the
perspective of the stakeholders — employees,
employers, and government — in order to identify
the criteria that might be used to assess these
alternatives. Our analysis is informed by our
knowledge of the issues which have arisen in the
superannuation industry and the superannuation
system as it has progressively evolved since the
1980s, to provide better portability of benefits as
workers move from one job to another.

Each of the alternatives has advantages and
disadvantages, costs and benefits. However, we need
to be clear about the limitations of our approach. For
instance, we do not provide an analysis of the risk for
the alternative schemes proposed.

Employers will naturally be concerned about
the additional cost of PLSL benefits. We have
provided illustrations of the calculation of costs for



typical LSL benefits. This is designed to illustrate
the factors which are likely to affect the cost,
including (inter alia) benefit accrual rates, investment
returns, wage increases, benefit design, workforce
mobility, leave taking patterns, and administrative
arrangements. We should stress that this illustration
should not be used as an estimate of the costs of
any particular scheme. Notably, the cost analyses
do not address the cost savings that may be gained
as a result of introducing a PLSL scheme. It is
impossible to provide an accurate estimate of these
costs and savings at this stage, since so many
scheme details are as yet undefined and there is
little data available on many of the key demographic
and financial variables. The Actuaries Institute is
sponsoring further research into some of these
aspects.

The report is structured as follows:

Section 2 presents an analysis of recent

and projected trends in the Australian labour
force and the implications of these trends for
workers’ capacity to access LSL entitlements;

We hope that this report will provide a useful basis
for further discussion on the provision of PLSL.

Section 3 outlines the history and rationale for

LSL before examining the legislation governing
existing standard and PLSL provisions across

the various jurisdictions;

Section 4 considers various factors that
policymakers will have to consider when
designing a nationally-consistent system
of PLSL and then outlines three alternative
models that could form the basis for the
design of such a system;

Section 5 examines the cost of funding PLSL
benefits, illustrating the impact of variables
such as investment returns, salary growth
rates, administration costs, tax, staff turnover,
and patterns of leave-taking; and

Section 6 examines the tax implications and
advantages for employers of a nationally
consistent LSL scheme.
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for access to LSL

This section describes recent and prospective
changes in the composition of Australia’s labour
force, trends in variables related to access to
LSL, and differences in these patterns between
demographic subgroups of the population

and between industries. Particular attention is
paid to the number of years Australians spend
in employment over their lifetimes and to the
numbers of years they have been employed by
their current employer. The data in this section
is drawn from the five-yearly population census,
the Australian Bureau of Statistics (ABS), the
Household Income and Labour Dynamics

in Australia (HILDA) survey and labour force
projections prepared by the authors.

Demographic data shows that in Australia: labour
force participation is growing, especially amongst
women; the number of years spent in paid
employment is growing; the workforce is ageing; the
proportion of the part-time workforce is increasing;
and labour mobility is increasing. This means that
access to LSL is restricted and potentially declining
even as the need for it is increasing.

2.1 Length of time
in employment

The increase in years spent in the paid workforce
is not surprising. Life expectancy is increasing,
and workers can look forward to a longer period
of retirement. As a result, workers may need to
remain in the workforce longer, in order to build
up sufficient superannuation savings to provide an

income for many years in retirement. In response to
the ageing of Australia’s population, the government
has taken steps to encourage older workers to
remain in the workforce. The eligibility age for
accessing lump sum superannuation benefits is
increasing from age 55 to age 60; the eligibility age
for the old age pension is increasing from 65 to

67; and further increases have been mooted.® The
government has also taken steps to prevent age
discrimination in employment, and has a policy of
encourageing employers to recognise the benefits
of employing mature, experienced workers. Indeed,
many older workers now remain healthy and fit
enough to continue working well past traditional
retirement ages — particularly in occupations which
do not require manual labour.

Between 2001 and 2011 the number of Australians
counted as being in the labour force increased by
19.0%.¢ The growth rate for the number of females

in the labour force (23.7%) was greater than that

for males (17.1%), resulting in a modest increase in
the female share of the labour force (from 44.9% to
46.6%). With a generally falling unemployment rate,
the increases in the numbers of employed (18.0% for
males and 25.1% for females) have been slightly more
rapid than those for the labour force. These increases
are the product of population growth in the working
ages and increases in labour force participation.

Between 2001 and 2011 the employment-to-
population ratio for males increased for all ages
over 30 years,” with the largest increases occurring
in the later working ages (Figure 2.1).8 For females
there were increases for all ages over 25 years,®
with the increases generally being greater than
those for males (Figure 2.2). The increases were



especially large in the later working ages for females.

For example, for females aged 60 to 64 years the
percentage in employment almost doubled from
22.9% in 2001 to 40.1% in 2011. Figures 2.1 and
2.2 show that, in addition to a general increase in
employment to population ratios, there has also
been a trend towards a later pattern of labour force
participation, reflecting the marked trend towards
later retirement and, of secondary importance,
lower employment to population ratios near the
labour force entry ages. The trends for full-time
employment-to-population ratios are broadly
similar to those for all employment, except that the

FIGURE 21

decreases below age 25 are more marked due to
increases in the percentage of the employed who
work part-time.

Australians are spending more of their lifetimes in
employment. For new-born males the expected
lifetime number of years in employment increased
from 35.1 in 2001 to 36.8 in 2011.7 The increase
for female new-borns, from 28.7 years in 2001

to 31.9 years in 2011, has been even more
rapid. Whilst there were significant increases in
the percentage of the employed who worked
part-time as opposed to full-time (from 16.5% of
employed males and 43.0% of employed females
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in 2001 to 18.3 of employed males and 44.3%

of employed females in 2011) (ABS 2012a), there
was nonetheless a significant increase in the
expected lifetime numbers of years in full-time
employment (from 26.6 to 27.6 for males and from
14.2 to 15.4 for females). The increases in lifetime
years in employment are driven by a combination
of increased life expectancy and increasing
participation in the labour force.

The shift towards a later pattern of workforce
participation, combined with underlying ageing of
the population, has resulted in a significant ageing
of Australia’s labour force. Between 2001 and 2011
the median age of males in employment increased
from 39.3 to 40.9 and the median age of females in
employment from 38.4 to 40.5. The median ages
for males and females who are employed full-time
also increased (from 39.9 to 41.3 for males and
from 38.1 to 40.5 for females). The percentages of
the employed who were 50 years or over increased
from 23.9% in 2001 t0 29.3% in 2011 for males
and from 20.3% to 27.4% for females. There were
also increases in the numbers of males and females
in the later working and post standard retirement
ages. For example the number of females aged 60
to 89 who were in employment rose by 169.7%
between 2001 and 2011, whilst for males aged 65
to 69 the number in employment also more than
doubled (an increase of 124.1%).

2.2 Labour force
projections

LLabour force projections for the period 2011 to 2021
were calculated by applying projections of future
labour force participation rates and of employment
to population ratios, which were calculated through

a linear extrapolation of the 2001-2011 trends, to
projections of the population. The projections of

the population were prepared assuming that life
expectancy at birth for males and females increases
to 82.4 years for males (an increase of 2.2 years from
2011) and to 86.5 years for females (1.8 years) by
2021, using the projections of Li (2013), and assuming
that net international migration remains constant at
around its recent level of 180,000 per annum.
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Under these assumptions the expected lifetime
number of years in employment is projected to
increase further to 39.0 for males and 35.4 for
females by 2021, and the expected lifetime numbers
of years in full-time employment to 29.0 for males
and 16.8 for females. The median age of employed
males is projected to increase further to 41.9 and
that for employed females to 41.6 in 2021. The
percentage of the employed who are aged 45 or
over is projected to increase for males from 39.6% in
2011 t0 43.1% in 2021, and for females from 38.8%
to 42.8% over the same period.

2.3 Labour mobility
patterns

High rates of labour mobility have been evident

in recent years. In February 2012 nearly one-fifth
(19.5%) of employed Australians had been with
their current employer for less than one year, with
the percentage for females (20.3%) being slightly
higher than that for males (19.5%) (ABS 2012b).
Younger adults are more likely than older adults to
have been with their current employer for less than
12 months. Employed people in managerial and
professional occupations have the lowest rates

of mobility, whilst sales workers (27 %), labourers
(27%), machine operators and drivers (26%), and
community and personal service workers (25%)
have the highest rates.

Between 2000 and 2008 the percentages of males
and females who had been with their current
employer for less than a year remained fairly steady.
However a marked drop was evident between 2008
and 2010, followed by a small and partial recovery
between 2010 and 2012.

Changes in employment may be either voluntary
or involuntary. The ABS data shows that 37% of
the people who left their jobs left involuntarily; 16%
because their employer went out of business or
downsized the workforce; and 17% because their
job was seasonal or temporary.'?If an employer
goes out of business, then the employees will
involuntarily forfeit their accrued (but unvested) LSL
entitlements.



There also have been some significant changes in
the distribution of employment between industries
over the 2001 to 2011 period. The largest increases
in the share of total employment were recorded by

health care and social assistance, construction,

public administration and safety, and mining, whilst

the largest decreases were for manufacturing,
agriculture, forestry and fishing, and wholesale
trade (Table 2.1). The distribution of the employed

between types of occupation also has changed, with

TABLE 21

increasing percentages in professional occupations
and personal and community service workers and
decreases in all the other 1-digit (i.e. broadly defined)
Australian and New Zealand Standard Classification
of Occupations (ANZSCO) categories.

These workforce changes reflect changes in
Australia’s economy. For example, the ageing
population leads to an increase in demand for
health care; the mining boom leads to an increase
in employment in the mining industry; the decline

PERCENTAGES OF EMPLOYED PEOPLE BY INDUSTRY, 2001, 2006, 2011

INDUSTRY

Agriculture, forestry & fishing

Mining

Manufacturing

Electricity, gas, water & waste services
Construction

Wholesale trade

Retail trade

Accommodation & food services
Transport, postal & warehousing
Information media & telecommunications
Financial & insurance services

Rental, hiring & real estate services

Professional, scientific & technical services

Administrative & support services
Public administration & safety
Education & training

Health care & social assistance
Arts & recreation services

Other services

PER CENT OF TOTAL o
EMPLOYED IN INDUSTRY %
CHANGE
2001-20M

3.99 3.09 2.48

0.91 1.17 1.76 +93
11.82 10.46 8.98 -24
0.93 0.98 1.15 +24
6.55 7.80 8.24 +26
5.04 4.35 4.01 -20
11.12 11.35 10.51 -5
6.52 6.32 6.47 -1
4.64 4.70 4.76 +3
2.46 1.94 1.77 -28
3.76 3.83 3.75 0
1.70 1.69 1.58 -7
6.61 6.61 7.26 +10
3.33 3.15 3.22 -3
5.83 6.68 6.86 +18
7.56 7.66 8.00 +6
9.56 10.50 11.61 +21
1.39 1.40 1.51 +9
3.98 3.71 3.76 -6

Source: ABS Census Data
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in manufacturing industries leads to a decline in
employment in this sector. The workforce must
be adaptable in order to cope with changes in
demand for labour. However, under the current
arrangements, workers who change their
occupation are likely to miss out on LSL benefits.

2.4 Access to LSL

Our projections suggest that in the future, workers
are likely to remain in the workforce for 35 to 40
years on average. Under these circumstances, the
opportunity to take breaks from work from time to
time is likely to be valuable. But how many workers
will be able to take LSL?

According to ABS data, approximately 33% of
workers report not having any entitlement to LSL.'®
As shown in Figure 2.3, those who are earning the
least are most likely to report that they have no
LSL entitlements.

The ABS data indicates that the majority of workers
(about 67%) are entitled to LSL benefits. But under
current arrangements, most workers will only be
eligible to take leave if they remain with the same
employer for 10 years. Therefore, the numbers who
actually qualify to take LSL will depend on labour
mobility patterns.

In order to gauge the extent of eligibility to LSL among
employed Australians, and the extent to which this
would have been different had a portable scheme
been in operation, we have analysed employment
data from the Australian Bureau of Statistics and
from the 2009 survey of Household, Income and
Labour Dynamics in Australia (HILDA Survey).™

Workers are generally entitled to take LSL after
completing 7 or 10 years of service; they may be
entitled to pro rata cash payments after 5 or 7 years
on leaving the service of the employer and subject
to certain conditions (depending on the jurisdiction,
award, or workplace agreement). Therefore, the
percentages of employed people who have been
employed by their current employer for more than 5
or 10 years provides a crude indication of the extent
to which employed Australians are eligible for LSL
from their current employer.

The most recent data from the Australian Bureau of
statistics survey shows that about 44% of workers
had been employed by the same employer for

at least 5 years. Only about 25% of workers had
remained with the same employer for 10 years

or more, even though as Figure 2.4 shows, the
proportion of people working 10 years or more has
increased slightly over the past 20 years.

This is consistent with data from the HILDA Survey.
In 2009, 24.5% of all employed people'® and 26.9%
of all full-time employed people in Australia had
been with their current employer for at least 10
years. These figures have been fairly stable over the
last 20 years for males, while increasing for females.
There were significant increases in these figures
between 2004 and 2009.
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FIGURE 2.3
EMPLOYEES WHO STATE THAT THEY DO NOT HAVE ANY LSL ENTITLEMENTS (%), 2011
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FIGURE 2.4
PEOPLE WORKING MORE THAN 10 YEARS
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Different subgroups have different job mobility
patterns. The second column in Table 2.2 shows
the percentage of workers who have been with the
same employer for at least 10 years, subdivided
between demographic subgroups of the
population and between industries. Not surprisingly
the percentage who have been with their current
employer for at least 10 years increases rapidly
with age. However even for the 55 to 64 age group
only slightly more than half (51.7%) have been
employed by their current employer for at least 10
years. In addition:

Males are more likely than females to have
been employed by their current employer
for at least 10 years;

The percentage of Indigenous Australians
(12.1%) who have been with their employer
for at least 10 years is well below average;

Migrants are slightly more likely than the
Australia-born to have