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Key Issues:

1. The Government is actively progressing work on long-term reform of residential aged
care funding.

s22(1)(a)(ii)

: 7
Key Stakeholder Engagement \‘S\

e The current focus of the Government’s residential aged care funding re®¥m agenda is
the Resource Utilisation and Classification Study (RUCS) currentlyBging undertaken by
the Australian Health Services Research Institute (AHSRI) at th &Versity of
Wollongong which commenced in March 2018. This compre vae study is due to be
completed around the end of 2018. QV

e Any decision on residential aged care funding reform \Rfollow the completion of the
RUCS, and extensive consultation with the sector. \6\

<O
Sensitivities: O
S

e Residential care profitability results for&% sector have declined over the 12 month
period to December 2017 based on a@@ysis by StewartBrown. The slow-down in ACFI
growth and increasing cost press (& will be putting pressure on the sector, for the lower
performers in particular. Medjg Yeports of cut backs to staffing highlight the
sensitivities. Residential czlr@roﬁtability results for 2017 are provided at Attachment B.

s22(1)(a)(ii)

Att\z\@o-n’nents:

2%@chment A Key discussion points (Meeting Brief)
(Q ttachment B Residential Care Profitability — StewartBrown Results.
D

Attachment C Attendees Biographical details.
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Key discussion points and background

1. Residential Aged Care Funding Reform

Attachment A
(Meeting brief)

S)

e Work is underway to investigate alternative approaches to determining residential care {\\
funding that delivers more stable funding arrangements. (QQ’
o

e The Government has been engaging with the sector on the development of this | -

term reform.

$22(1)(a)(ii)

Key Discussion Points

e Following higher than anticipated growth in A
expenditure, the Government announced a n;

Q

Neg

7
&

&

to control and mitigate growth. @

are Funding Instrument (ACFI)

er of measures in 2015-16 and 2016-17

e The Government is actively progressg Owork on long-term reform on residential care
funding. The aim of this work is %evelop a more stable and sustainable funding
system that provides more sta@l and certainty for the sector and Government and
better supports the delivery& &uality care.

e The current focus of é?
the RUCS currentlb 1

&

overnment’s residential aged care funding reform agenda is

ng undertaken by AHSRI which will commence in March 2018.

This comprehen@fve study is due to be completed around the end of 2018.

(o8

e The RUC ®\% landmark study which will provide a solid evidence base on what drives
relative Qare costs in residential aged care, both at the resident level and facility level,
essg&' to help inform Government decision making on reform options.

J 6der‘[aking a RUCS was a key recommendation of AHSRI’s report "Alternative Aged
\ Care Assessment, Classification System and Funding Models Report". This report was
&' commissioned by the Government to explore alternative options and tools for residential
&
D

care funding arrangements, and was published in April 2017.

e The RUCS is designed around the recommended blended fixed/variable funding option

identified in AHSRI’s report, but will also provide an evidence base for all future

funding reform options.
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e In addition, the Government also commissioned a review of the existing ACFI tool, the
"Review of the Aged Care Funding Instrument" by Applied Aged Care Solutions
(AACS). This report examines options for significant amendments to ACFI to make it

more contemporary and robust. This report was led by Richard Rosewarne, the designer
of the current ACFI, and was published in October 2017.

e Any decision on residential aged care funding reform will follow the completion of the
RUCS, and extensive consultation with the sector.

s22(1)()(ii)
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Attachment B
Residential Care Profitability

StewartBrown Results

¢ Financial Results for the sector have declined over the past 12 months based on
analysis by StewartBrown.

e The latest StewartBrown report covers the period to December 2017. Key findings
are:

Q
0\*2‘
X
Q

o The ACFI indexation freeze and other ACFI changes have decreased reveq&é\@

growth (ACFI revenue growth has largely been flat) which has fallen b§&d
growth in wage and other expenses resulting in reduction in earnin fi
o A common performance measure is EBITDA (earnings before int@yest, tax,
depreciation and amortisation). Facility EBITDA has contmu&é\o noticeably
reduce:
»  From $9,404 per resident per annum (prpa) at I&(‘% to $8,397
(June 17) and $7,071 (Dec 17);
* More facilities reporting negative EBITD)?Q’QI% of facilities
compared to 16% at June 17); . OQ
o Another measure is Net Profit Before Tigééamings Before Tax.
= 41% are now recording negatl\é BT/EBT compared to 34% at
June 17. See chart.

(’\\' o The impact of slow/flat revenue growth (blue line) and increasing costs (red
(Qz line) can be seen in chart below. While this does not take into account other
000 revenue sources (accommodation, fees, investment) which contribute to
S overall EBITDA it highlights the financial pressures.
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e The top quartile of providers in StewartBrown continu@g}emm much higher results

than the average but also show a decline in results: X3
o From EBITDA of $18,943 prpa at Dec k{% $18,285 (June 17) and $17,760
(Dec 17); «O
o This highlights the variability acr&Q@le sector with the better providers still
returning good results. While gbeir earnings have declined it has not been as
marked as for the lower pe&;@mers.

ACFA Results Q\QJ

Top Quartile v. the Rest

7
o ACFA’s latest report oxlﬁovers year to 30 June 2016 (before the ACFI changes
took effect). That sh&ed:
o 17% wi @%ative EBITDA;
o 31% w@lra negative net profit;
o A@b& noted in that report that they expected financial results to deteriorate as
& ACFI measures took effect.
J Ste‘@Brown results reflect a survey and can be somewhat worse than the whole of
or ACFA results as StewartBrown predominantly covers not for profit providers
rb.a'?zvho in general have lower financial results (and may not aim to maximise profit as
é\\{\ much as for profit providers).
(QQJ o Nevertheless trends in StewartBrown data (such as reducing profit/EBITDA)
N are likely to be the same across the industry.

60 e Historically, based on ACFA figures, the percentage of providers having negative
© NPBT or EBITDA has been relatively stable (around 15-20% negative EBITDA and
around 30-34% negative NPBT). Negative profit does not necessarily mean a
provider is not able to continue operations. As noted above profit may not be the
driving motive for providers in the not for profit sector and they may also finance
their operations from other sources and being part of a broader group.

Page 7
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e There was an increase in providers with negative profit of around 4 percentage points
(from 30% to 34%) when reductions to ACFI happened previously in 2012 but this
proved to be temporary (helped in part by later reforms - higher accommodation

supplement, roll-in of workforce supplement to subsidies etc - which were positive
for the sector in the Living Longer Living Better package).

<
Commentar
y NS

S)
e Asnoted in the Information Brief from January, the slow down in ACFI growth and (’\\'

increasing cost pressures will be putting pressure on the sector, for the lower
performers in particular. Media reports of cut backs to staffing highlight the fb\,
sensitivities. <

e The reduction in profit/earnings continues to be evident in the StewartBrg@yn
analysis. How providers respond will depend very much on the man ent of the
facility and other factors (parent entity support etc). The return t %) tly full
indexation from 1 July 2018 will also help but there are not th@‘ne revenue
friendly reforms as helped restore profitability after 2012. (}\'

v
O

<
&
\\'Q@
&
O
S
S
QO
\&
&@
)
<
Q
>
o
A\
N
<
$
()0
Page 8
UNCLASSIFIED

FOI 938 Document 1 8 of 10



. h Australian Government

a1 ‘\1\\&;\4»,
iz Department of Health

Meeting Brief

MB18-001467
Date sent to MO: 01/05/18
Te: Minister Wyatt \2\@
s22(1)(a)ii) S
"\
)
\v\@
(og
&
<
&
S
Qv
)
\'\'
)
v
&
‘S
(o4
&
<O
&
e
60(0
Q,Q’
Q\
\?@
&
\\}\
eé
&
(o3
\&
&@
Q}Q
<
Q
>
A
"\
Q
)
N
&
©
L&
ConbctOfficor s22(1)(a)(i) Director, Funding s22(1)a)(w)

Reform Section

Assistant Secretary,

Ph: (02) 6289 8796

Clearance Officer: | Nigel Murray Funding Policy & .
Prudential Branch s22(1)(a)(ii)
FOR OFFICIAL USE ONLY
UNCLASSIFIED
FOI 938 Document 2

10of4



UNCLASSFIED
FOR OFFICIAL USE ONLY

$22(1)(a)(ii)

X
)

Key Facts:

1. Following higher than anticipated growth in ACFI expenditure, the Government
announced a number of measures in 2015-16 and 2016-17 to control and mitigate

growth. This included changes to the ACFI tool and a full indexation freeze in

2017-18. While full indexation will apply from 1 July 2018 to the Activities of Daily Living
and Behaviour elements of ACF]I, there will be a 50 per cent indexation pause to the Complex
Health Care Domain in 2018-19.

>
$22(1)(a)(ii)
Sensitivities: ©
e According to analysis by Stewart n, residential aged care financial performance
results (earning before tax) hav lined over the 12 month period to

December 2017. This is attriba’(c%d to a slow-down in ACFI growth and increasing cost
pressures e.g. wage cost r{g& above inflation and price increases on equipment.

Media reports of cut b@glé'to staffing also highlight this sensitivity.
s47G(1)

e The Go¥ernment notes these results on financial performance, and is undertaking the
Regfitce Utilisation Classification Study to better understand the relative costs of the
Ydential aged care system.

s22(1)(a)(i)
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s22(1)(a)(ii)

1. The 2016-17 Budget changes to residential aged care funding Q

S
’O\'
The Australian Government is providing estimated funding of $18.6 b11110n@
2017-18 to support aged care consumers and the sector. B &
Government spending on aged care will continue to grow over futureears and is
expected to reach over $22.3 billion by 2020-21. The Governme E@committed to
having an aged care system that supports older Australians whﬂgénsuring aged care
expenditure is affordable and sustainable.

Due to a much higher than anticipated growth in funding gRdms, the Government
increased funding estimates for residential aged care the forward estimates by an
additional $3.8 billion in light of higher than anticipdd growth in funding claims. As
a responsible fiscal manager, Government had t e action to ensure growth is
sustainable. The 2016-17 Budget measures r¢ddted the unexpected growth by

$2 billion over the forward estimates. N

Funding to the residential aged care se&t\@will continue to grow over the forward
estimates.

These measures do not change th@qulrements on providers to provide quality care
to residents, with the Aged C. Q@lct 1997 setting out the responsibilities approved
providers must meet includigg*quality of care standards. The standards require aged
care providers to ensure tR§¥e are adequate numbers of appropriately skilled staff to
meet the care needs @sidents. These requirements are monitored by the Australian
Aged Care Quality, &ency in its assessment of an aged care home against the

standards. >
Q)é

2. Residential a @Qare funding reform

A

s22(1)(@)(ii)

FOI 938

The G ment is actively progressing work on long-term reform on residential care
fundikP. The aim of this work is to develop a more stable and sustainable funding
m that provides more stability and certainty for the sector and Government and

detter supports the delivery of quality care.

The current focus of the Government’s residential aged care funding reform agenda is
the Resource Utilisation and Classification Study (RUCS) currently being undertaken
by the Australian Health Services Research Institute (AHSRI) at the University of
Wollongong which commenced in March 2018.

This landmark study will provide a solid evidence base on what drives relative care
costs in residential aged care, both at the resident and facility level, essential to help
inform Government decision making on reform options.

Any decision on residential aged care funding reform will follow the completion of
the RUCS, and extensive consultation with the sector.
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MINISTER: Ken Wyatt
s22(1)(@)(ii)

e The Government is committed to having an aged care system §supports
older Australians while ensuring aged care expenditure is aﬁéﬂi ble and
sustainable. o)

N

e Total Australian Government spending on aged car \'Iuding residential
aged care will continue to grow over future years gnd is expected to reach
around $23.6 billion per year by 2021-22. ’b\>

e Residential care providers have benefited\@am major reforms in recent years,
including changes from 1 July 2014 i +®|ng a 2.4 per cent increase in
subsidies, the deregulation of accom@ddation payments and the higher rate
of Government accommodation s&@lement.

e The Government is aware %(/hile some providers are producing strong
results, others are reporti& losses and this was highlighted in the recent
StewartBrown report. SN

e 1In 2016, due to a@%h higher than anticipated growth in funding claims, the
Government ingiased funding estimates for residential aged care over the
forward esti s by an additional $3.8 billion. As a responsible fiscal
manager, Government had to take action to ensure future expenditure
growth ‘@s sustainable. In the 2016—-17 Budget, the Government announced
meagyres aimed to reduce future growth by $2 billion over the forward
es@@rates.

\(\’O%ne of these changes included an indexation pause for all ACFI domains in
" 2017-18. The majority of indexation for the ACFI will return in 2018-19, which
4 will increase funding for the sector.

s476(1)

N
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v

e The Department of Health has commissioned a residential aged-@?’e
resource utilisation and classification study to empirically detg®ine the
characteristics of residents that drive residential care costgyThe study will
also design and test a new residential classification sysgﬂj nd funding
model. This study is due to be completed around Dec er 2018.

e No decision has been taken by Government on,r@%rm options and any
decision will follow further consultation with the&ctor.

Background: \é

The Resource Utilisation and Classification S{uﬁv (RUCS)

The Government has commissioned repor{s®n options for funding reform and
commenced a landmark Resource Util's@{\)n and Classification Study (RUCS) to
determine a solid evidence base on drives care costs in residential aged care,
both at the resident level and facigg@evel. The study, which is currently underway,
and will be finalised around the of 2018, will inform Government’s consideration
of funding reform options. &\‘9

. @
The study will: Q
e Identify those 'h}cal and need characteristics of aged care residents that
influence trlg?eost of care (cost drivers);
Z
o Identif)@}e proportion of care costs that are shared across residents (shared
cos@\relative to those costs related to an individual’s needs (variable costs);
<
o gvelop a casemix classification based on identified cost drivers that can
\{\rb'underpin a funding model that recognises both shared and variable costs;

e Test the feasibility of implementing this classification and funding model
across the Australian residential aged care system.

FOI 938 Document 3 20f3
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s22(1)(a)(ii)

3. Aged care funding
e Total Australian Government spending on aged care including residential aged care will
continue to grow over future years and is expected to reach around $23.6 billion per year
by 2021-22. \2@
e The current focus of the Government’s residential aged care funding reform agenda is the 0\
Resource Utilisation and Classification Study being undertaken by the Australian Health (’\\,
Services Research Institute at the University of Wollongong. The study will provide a
solid evidence base on what drives relative care costs in residential aged care, both at the
resident and facility level, and is essential to help inform decision making on reform
options.
e Further details on residential aged care funding are at Attachment D.
s22(1)(a)(ii)
>
&
| S
s22(1)()(ii) X,
9
Q?‘
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N

Aged care funding e

The Government is committed to supporting a s@?ainable high quality

residential care sector. That is why the Government is continuing to actively
progress work on reform options for residential aged care funding.

The Resource Utilisation and Classification Study is progressing well and is
set to be completed around the end of the year.

No decisions have been taken by Government on residential aged care
funding, and any decision will follow further consultation with the sector.
The Government is aware of the findings of the StewartBrown report and
that while some providers are producing strong results, others are reporting
losses.

The residential care sector is funded via subsidies paid under the Aged Care
Funding Instrument and the majority of these subsidies have returned to
indexation from 1 July 2018 increasing funding for the sector.

Rural and remote providers are provided additional funding over and above
Aged Care Funding Instrument (ACFI) subsidies through a Viability
Slﬁplement.

FOI 938 Document 4
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Attachment D

Aged Care Funding and other issues

Residential aged care funding

e Due to a much higher than anticipated growth in funding claims, the Government @
increased funding estimates for residential aged care over the forward estimates by e
$3.8 billion. As a responsible fiscal manager, Government had to take action to ensure \2\
growth is sustainable. The 2016—17 Budget measures were aimed at reducing the 0\

unexpected growth by $2 billion over the forward estimates, leaving a net increase in (’\\'
funding to the sector of $1.8 billion. The measures included changes to the ACFTI tool anaQ’
indexation freezes.

e ACFI expenditure was below budget in 2017-18, and, if current trends continue, will be
below budget in 2018-19.

e The sector is likely to view growth below budget forecasts as the changes having a deeper
impact than Government had intended.

e In addition, in the 2018-19 Budget, the Australian Government announced additional
funding of $40 million for infrastructure investment in regional, rural and remote aged

care.
o
Summary of StewartBrown Aged Care Financial Perforp@ce Survey

e The June results show a further deterioration in resultsfb&?}e. the proportion of facilities
reporting a loss) since the March quarter, continuing the previous trend. Profitability also
increases in metropolitan areas compared to regional and remote areas.

e These results reflect cost increases (largely wages) continuing to exceed revenue growth
(particularly with the ACFI indexation freeze still in place in the June quarter, though
indexation mostly returned from 1 July).

e 45% of facilities in their survey group now reporting a loss. This is up from 43% at the
March quarter and 34% at 30 June 2017.

o As noted previously, there has historically been around 1/3 of providers making a
loss.

o Using the other common performance measures of Earnings Before Interest Tax
Depreciation and Amortisation (EBITDA) there are 21% reporting negative
EBITDA. This is no change from March but up from 14% at 30 June 2017.

e Inner Regional at 47% making a loss compared to 36% at 30 June 2017 (23% negative
EBITDA now versus 13% at 30 June 2017).

e OQuter Regional and Remote at 63% making a loss compared to 52% at 30 June 2017
(38% negative EBITDA now v. 25% at 30 June 2017)

e The top 25% continue to report much better results, though these have also seen a decline.

o Top 25% have average net profit of $10,637 per resident per annum versus $810 for
sector in total.

e Metro areas have average net profit per resident of $1,507 versus $246 for inner regional

0& and a loss of $2,336 for outer regional and remote.

e Stewart Brown have added analysis predicting results for the 2018-19 year. These
predictions show that results will continue to deteriorate in 2018-19 but not at the same
rate as in 2017-18 (reflecting that indexation is returning but still running below the
expected wage costs growth going forward).
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Date QTB created: 18 September 2018
Last Updated by Department: 16 October year
Last Updated by Adviser: day month year

AGED CARE FUNDING REFORM

BUDGET
2012-13 | 2017-18 | 201819 | 201920 | 202021 | 2021-22 Total ‘b\’-\\(\
(ACTUAL) | (ACTUAL) | (BUDGET) | (BUDGET) | (BUDGET) | (BUDGET) | 2018-19t0 {@
($m) ($m) ($m) ($m) ($m) ($m) 2021-22\‘<
($m{0
TOTAL AGED CARE | 133275 | 18,086.68 | 19,7645 | 21,1031 |221854 |23,602.7 | 86,68
FUNDING S
INCREASE IN N
SPEND OVER SEE 13386 | 10823 | 14173 Q0
NOTE X
PREVIOUS PERIOD Q
GROWTH (%) SEE Q&
NoTE 6.8% 5.1% i@
A Ya)

Note: Figures will be included once forward estimates have been set at MYEFQQ, ~

KEY POINTS

e The Government is not planning any changes&l’%%f

to aged care.

e Annual funding will increase to record le
forward estimates from $18.1 billion |

2021-22.
e The Australian Government;@/iding record aged care funding of

$19.8 billion this year, of whi

care.

e Aged care spending

year.

X
S

<<\

2
O

;\\O

%)
Y

would reduce funding

@by $5.5 billion over the
@17-18 to $23.6 billion in

15.2 billion is residential and home

Qa@?ncreased by an average of more than 6% each

e Thatis, on averad®, $1 billion of extra support for older Australians each

year. We are

and 775 SQQ?f term restorative places.

e Based Qn*

<

Qf‘\\increase of $12,900 per resident or 24.3%.

the latest data, in 2017-18, the average Australian
ent payment (subsidy plus supplements) for a permanent
ydent in residential care was $66,000 per resident; this compares to
3,100 in 2012-13, which was Labor’s last full financial year. This is an

ding an additional 13,500 residential aged care places

Since the last budget we are delivering 20,000 new high level home
care packages to support senior Australians to remain at home longer.

e By 2021-22, over 74,000 high level home care places will be available,
an increase of 86 per cent on 2017-18.

FOI 938
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Over $100 million investment in mental health services for ageing
Australians in the community and in residential aged care, consisting of:

o A $20 million trial to improve mental health services for Australians Q\(\
over 75 years of age. \2\@‘0'
o $82.5 million in new mental health services for people with a 0‘\

diagnosed mental disorder living in residential aged care facilitieéﬁ\\

On 12 September 2018 we announced an additional $16 million to(éQ
police quality in aged care. @Q’b'

We are also bringing forward $90 million this financial year t@&;pport
quality in residential aged care and aged care capital worKsln regional,
rural and remote Australia. AS)

v

The Government is also examining options for a m Q>stable, certain
and efficient residential care funding tool to replagpe the current Aged
Care Funding Instrument (ACFI), which has b recognised by the
independent Aged Care Financing Authority®s no longer being
contemporary, as inefficient, too subjectQ@ nd lacking stability in

outcomes. \Q\O
Development of a new funding toolés being led by the University of
Wollongong who will provide a rt to the Government by the end of
this calendar year. Any new @ adopted by Government will involve a
better and more efficient of allocating the funding pool — the
Government is not con{@ering any options that would reduce the
funding pool. Q}\

\\f‘é

KEY FACTS AN&¢5IGURES

Table 1. Averag
increase sincfe\

stralian Government payments (subsidies plus supplements) and cumulative
2-13 for each permanent residential care recipient, 2012-13 to 2017-18

‘QJQJ\ 2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17 | 2017-18*
Avera%‘b)ayment $53,100 | $56,100 | $60,200 | $63,400 | $65,500 | $66,000
Cg‘n@r%tive increase since 2012-13 $3,000 | $7,100 | $10,300 | $12,400 | $12,900

Q}Q\* preliminary - subject to change

N
> IMPACT ON REGIONAL AUSTRALIANS

60

N

FOI 938

e Any new funding tool will examine the costs being incurred by facilities

in regional Australia to allow these costs to be better reflected in funding
outcomes.
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IF ASKED
If asked about funding cuts to ACFI

e ACFI growth in 2014-15 and 2015-16 was around 2 percentage points
higher than predicted.

e As a result Government made estimates variations at MYEFO 2015 a
Budget 2016-17 which increased estimated residential care expendi{g@e

over the forward estimates by around $3.8 billion. (\
e The growth in estimated funding in 2015-16 could not be attn@?gd to
natural growth in frailty alone. \(\

e A natural growth in frailty would occur gradually over tm@and not lead
to claiming growth in certain parts of one domain of&@Fl (the complex

health care domain) alone. \'y

e Rather increases in funding claims would have E((e’en spread more
evenly within the complex health care domgiQ®*and more evenly spread
across the other areas of ACFI (acthes&@fdally living and behaviour
domains). ;\Q

e The Government announced measgtﬁs at MYEFO 2015 and Budget
2016-17 to mitigate the impact ofghis higher growth. These included
changes to the ACFI tool and Qeexation freezes. The impact of these
measures was to reduce h by $2 billion over the forward estimates.
Overall, growth still incregsed by $1.8 billion.

e The Government’s agpPoach in 2016-17 was consistent with that taken
by the then Gover@ent in 2012 when unanticipated growth in ACFlI
funding claims @é\é led the then Government to pause indexation for a
year and ma hanges to the ACFI tool (to address concerns of ‘over
claiming’ ugﬁhe tool) to constrain growth to more sustainable levels —
Iargelykb‘e same actions taken by the Government in 2016-17.

e In @%ACFI changes and an indexation pause resulted in a $1.1 billion
sage.
\\%\he 2016-17 changes to the ACFI tool focused on changes to the

(Q Complex Health Care (CHC) domain as that had been where the
highest growth in claims had been occurring.

e Funding paid to providers is not ‘earmarked’ for particular residents but
is pooled by providers and then used in the most efficient way to deliver
the quality of care to all residents required by Quality Standards.
Changes to CHC should not directly reduce care for any individual
resident.
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e At the time of the ACFI changes the Government also significantly
increased the viability supplement:

o $102.3 million over four years was provided in the 2016-17 &\\Q
Budget to target the viability supplement more effectively to the 0

\2@
areas of greatest need. 0\
o In addition, the viability supplement was increased by $2.12 %e?*'

care recipient per day from 1 July 2017 at a cost of \(Q
$19.3 million over 4 years. Qfé
)

If asked about payments by ACFI domain @Q

e The following table details average ACFI payments by dogﬁn from
2012-13 to 2017-18. ,1/‘0

e The average funding for ACFI has increased each 5@%& In aggregate
summing together all 3 domains. o

v
e The ACFI changes commenced from 1 July.\%@w (the MYEFO ACFI
changes took effect from 1 July 2016 and{&h‘e Budget changes took

effect from 1 January 2017). \O\
Table 2: Average Australian Government paymegéoby ACFI domain for permanent residential
care recipient, 2012-13 to 2017-18 A
2012-13 20133 2014-15 2015-16 2016-17 2017-18*
Average ACFI $46,100 $48:000 $56,800 $60,700 $62,600 $62,700
payment /,\QJ
- ADL $25,400 5. $26,200 $30,500 $32,100 $33,100 $33,500
- BEH $7, 788 $7,900 $9,200 $9,700 $10,000 $10,100
- CHC $13¢00 $13,900 $17,100 $18,900 $19,500 $19,100

Note: ACFI expenditure in 4-15 includes rolling in of the Conditional Adjustment Payment
(equivalent to 8.75% of asic subsidy) and the one-off 2.4% increase to subsidies due to the
redistribution of the orce Supplement. This contributes to large growth in expenditure in
that year that is noth ibutable to ACFI claiming.
A
, 2 :
Options foi\f‘eformlng ACFI
<

) Twoq%ports were commissioned to examine options for reform to the

j&a?iing tool.

Q}’\\One report was from Applied Aged Care Solutions which looked at
\\}(Q options to amend but retain the ACFI tool.
S
&
&
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e The option for a new tool being considered by Government is that put
forward by the University of Wollongong and is being informed by a
detailed Resource Utilisation and Classification Study (RUCS) which is
currently well under way. The University’s option does not involve any é\
reduction to the funding pool but rather a more efficient and effective \Q\Q’
and stable tool for allocating the funding pool. The University’s report is\o
due at the end of the calendar year.
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(o
In-depth Analysis of Winners and Losers Post 2016-17 ACFI Measures Q@Q

Z,
Real growth (note: all dollars are in 2017-18 values) in the ACFI has slowed down considerably since &&troduction of the 2016-17 growth
deterrent measures. Q

v

At national level, the average ACFI recorded nil growth in 2017-18 over 2016-17 and an annu QDd growth of 1.1% since the introduction of the
measures (see Table 1a). If viability supplement (VS) were to be distributed among all proviéers (which is not the case), the annualized growth
since the introduction of the measures rises to 1.2%. What the latter demonstrates is that G§¥ernment expenditure per Residential care recipient
rose annually by 1.1% prior to VS and by 1.2% post VS. Xe)

&
VS per resident increased by close to 50% (48.6%) nationally since the introduct@ of the measures. However, this translated to only 0.2%
increase in the national average subsidies (see Table 1a). VS for eligible providers increased by 41% and this translated to 0.4% increase in their
subsidies (see Table 1b). On average VS contributes an additional $2.00 p%g}bsident day for eligible providers (see Table 1b and Figure 1)

In as much as no growth was recorded in the national average ACFI{ 17-18, some providers still made a gain, while others suffered a loss.
This paper seeks to measure those gains and losses and assess wh specific characteristics could be attributed to winners and losers. In other
words, it would look at whether specific groups were dispropo@b ately disadvantaged/advantaged relative to others. Emphasis will be on

providers/services receiving viability supplement. <
$
&
&
S
o
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&
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Table 1a - Trend of National Average ACFI and Viability Supplement VS) - All Providers
2017-18 |Annualized
vs 2015- |Post Mea
2014-15 |2015-16 |J2016-17 |2017-18 |16 Growth %\\9
Avg National ACFI $159.70 | $168.28 | $171.93 | $172.01| S 3.74| S 1.871Q
Avg VS (Shared among all Providers)| S 057 S 058]$ 068|S 086]S 028]S Oég;./
Avg Nat ACFl and VS $160.27 | $168.85| $172.61 | $17287| S 4.02| S X ?)01
v
Avg ACFI annual growth 5.4% 2.2% 0.0% 2.2%) OQ 1.1%
Avg VS annual growth 1.2% 18.0% 25.9% 4865 21.9%
Aggregated annual growth 5.4% 2.2% 0.2% QK¥% 1.2%
O
O
S

Table 1b - Trend of Average ACFI and Viability Supplement - VS eligible PgQviders only

J@&’ 2017-18 |Annualized

9 vs 2015- |Post Mea
2014-15 ]2015-16 |201 2017-18 |16 Growth
Avg ACFI (VS eligible providers only)| $154.46 | $162.07 | {4.89| $165.40| ¢ 3.33| $ 1.67
Avg VS S 1.76]|S lg§b 2101S 261|S$S 076]S 0.38
A_lvg ACFland VS $156.22 | $163§ $166.99 ]| $168.02| S 4.09] S 2.05
>
Avg ACFI annual growth qﬁ) 4.9% 1.7% 0.3% 2.1% 1.0%
Avg VS annual growth Q}QJ 5.2%|  133%| 24.4%| 40.9% 18.7%
Aggregated annual growth (\\ 4.9% 1.9% 0.6% 2.5% 1.2%
ol
Q
S
Q
\Q
)
&
OO
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Figure 1 - Trend of Daily Average ACFI
and Avg ACFI Plus VS
$170.00
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$150.00
$145.00 | . | |
2014-15 201516 2016-17 2017-18
=
N
&
X
Q
o
N
O
FOI 938 GO Document 6
©

3of14



Winners and Losers — Volume and Weight Q’&
<&

Prior to the introduction of the measures in 2016-17, an average of 79% of providers used to record a posit@e growth in their average daily
ACFIL. This rose by 1 percentage point if VS were to be included (see Table 2a). The worst absolute lox’ average ACFI revenue recorded by a
provider prior to the measures was $30.44 (without VS) or $27.36 (with VS). s22(1)(a)(ii)

s22(1)(a)(ii) Q;l,
N
o
Table 2a -Weight and Volume of Winners and Losers Before and After VS (Provider Level) A?‘
Before Viability Supplement After Viabi,[@§upplement

2015-16] 2016-17] 2017-18 2015-16 02016-17] 2017-18
Winners 79% 67% 44% N 69% 48%
Losers 21% 33% 56% % 31% 52%

o
Minimum Annual Abs Growth -S 30.44 |-$ 27.59|-S 51.27 O*C\ 27.36 |-$ 27.59 |-S 51.27
Maximum Annual Abs Growth S 69.57|S$ 76.89| S 44.25 ,,b S 69.57| S 7462 | S 46.27
@

Minimum Annual Growth Rate -19% -19% -329 -14% -19% -32%
Maximum Annual Growth Rate 105% 92% @; 88% 89% 47%

Relative to their average ACFI revenue, the worst 1? ecorded by a provider prior to the measures was 19%. This grew significantly to 32%
after the measures indicating that some providers@pst about a third of their ACFI revenue.

The highest absolute gain in average ACFI revcégﬁe recorded by a provider prior to the measures was $69.57 (with and without VS). This
dropped significantly to $44.25 (without V{Q, r $46.27 (with VS), indicating that the best performing provider (in ACFI growth terms) in 2017-

18 received VS. \
)
Relative to their average ACFI rev@ne, the highest gain recorded by a provider prior to the measures was 105%. This dropped significantly to
53% after the measures indicat%t at some providers doubled their ACFI revenue from year to year prior to the measures.
\Q
)
&
O
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At service level, all of the above results tend to be amplified and this 1s mainly attributable to size (see Table 2®Q

Table 2b -Weight and Volume of Winners and Losers Before and After VS (Service Level)

Before Viability Supplement After Viability Supplement

2015-16] 2016-17] 2017-18 2015-16 2016-17} 2017-18
Winners 80% 65% 47% 80% 66% 50%
Losers 20% 35% 53% 20% 34% 50%
Minimum Annual Abs Growth -S 37.75|-$ 35.43 |-$ 57.65 -S 37.75|-S 35.37|-S 51.36
Maximum Annual Abs Growth S 81.48]S 86.49] S 61.32 S 81.48] S 86.49 | $198.50
Minimum Annual Growth Rate -21% -19% -32% -22% -26% -32%
Maximum Annual Growth Rate 105% 98% 58% 98% 98% 120%

Prior to the mntroduction of the measures, 80% of services were winners and 20% were losers after building in viability supplement (see Table
2C). Post measures 51% of services became losers. However 9% of all services (or 18% of all post-measures losers) were already losers before
the measures were introduced. Interesting to look at are the 41% of all services that used to be winners prior to the measures and who became
losers after the measures.

Table 2C - Distribution of Winners and Losers before And after the measures

Post Measures
Pre Measures Winners Losers Total
Winners 39% 41% 80%
Losers 11% 9% 20%
Total 49% 51% 100%
<
&
O("
O
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RESIDENTIAL CARE VIABILITY/PROFITABILITY

$
A
Q

SUBJECT / ISSUE: 0\

To summarise the financial performance of the residential sector as Q

reported by The Aged Care Financing Authority (ACFA) and StewartBr

and report on the work being undertaken to address residential agedlg'hre

funding. QQ,Q

KEY POINTS N

e ACFA’s most recent annual report (July 2017) showedﬁT\mmprovement
in the financial performance of residential care proviggYs in 2015-16
(ACFA'’s next report is due in June 2018). '»

e The more recent StewartBrown survey resulth’r December 2017 has
shown that the profitability (average annua ility results) of residential
care providers (predominantly comprisin not-for-profit providers) has
decreased since June 2017. Q\O

e The return to indexation of the ma@r\ty of the Aged Care Funding
Instrument (ACFI) subsidies fror@l July 2018 will increase funding for
the sector.

e The Resource Utilisation Qi"}%l Classification Study (RUCS) is currently
being undertaken by t niveristy of Wollongong to inform the next
step in the re&denté@&aged care funding reform process.

KEY FIGURES 6\\’(\

e The Govern t is the principal funder of aged care providing
estimategyanding of $18.6 billion in 2017-18. Government spending on
aged cg®e will continue to grow over future years and is expected to
reack@round $23.6 billion by 2021-22.

Key @15-16 figures reported by ACFA in July 2017 report

.{\Cﬁ?\ 2015-16 total revenue increased by 8.6 per cent to $17.4 billion,

(Q@ while total expenses increased 8.1 per cent to $16.3 billion.
0(}\’ e Total Earnings before Interest, Taxes, Depreciation, and Amortisation
o (EBITDA) increased 11.8 per cent to $1,985 million, up from
$1,776 million.

e Average EBITDA per resident per annum increased from $10,222 to
$11,134 or 8.9 per cent, while the EBITDA margin increased to
11.6 per cent (11.2 per cent June 15).

e Top quartile EBITDA per resident per annum increased from $23,687 to

UNCLASSIFIED: For Official Use Only
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$25,254 or 6.6 per cent, while the EBITDA margin decreased slightly by

0.1 per cent to 23.8 per cent. @rb\’§\
69 per cent of providers achieved a net profit, up from 68 per cent. 0\‘2‘
e Total Net Profit Before Tax (NPBT) increased from $907 million to QJ{\\
$1,063 million, an increase of 17.2 per cent. {\(Q
Q&
StewartBrown Key Figures — December 2017 R

StewartBrown’s December 2017 survey reported average y@idential
facility Earnings Before Taxation (EBT) of $1,617 per becgber annum,
compared to $3,236 in June 2017 (-50.0 per cent). Q)q:o

The survey also reported top quartile residential fasfﬁ)ty EBT of $12,319
per bed per annum, compared to $13,102 in JL@ZOl? (-6.0 per cent).

They concluded that the combined conseq%eﬁ\ces of the COPE freeze,
ACFI amendments and ACFI downgradeg®iave had a significant effect
on financial performance. While ACFI,@ stabilised, staff costs have
increased at a much higher rate th@\l\%flation.

o

IMPACT ON REGIONAL AUSTRALIANS

O

Residential aged care ho Q’ln rural and remote Australia represent a
higher proportion of the %ﬁtable homes in the sector. The
Government continuedso support the rural and remote sector with the
Viability Suppleme@% new capital grants and the Aged Care Approvals

Round. \}(\
S
>
\&
&
)
g
©
N
Q

Z

Subject Matter Lead: Nigel Murray, Assistant Secretary, Work Phone ’ Mobile Phone
Funding Policy Branch 02 6289 8796 s22(1)(a)(ii)

Cleared by: Jaye Smith, Acting First Assistant Work Phone | Mobile Phone
Secretary, Residential and Flexble | g2 289 4522 s22(1)(a)(ii)
Aged Care Division |
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Information Brief

M Australian Government

8 Department of Health
MB18-000199
Date sent to MO: 19/01/2018
\2@
To: Minister Wyatt \OK
)
Subject:  VIABILITY OF RESIDENTIAL AGED CARE SERVICEQ\SQ
ox
Minister Wyatt ... Date: / /
Comments:
s22(1)(@)(il) | Financial Analyst, Funding Policy &  |s22(1)(a)(ii)
Contact Officer: Prudential Branch , Residential &
Flexible Aged Care Division
Clearance Margot Deputy Secretary, Aged Care, Sport Ph: (02) 6289 1479
Officer: McCarthy | and Population Health Group s22(1)(a)(ii)
)
Key Issues:

1. Your Office requested a brief on th Q%)

$

information on the number of po@?fﬂally vulnerable facilities.
2. Information and aggregated sis on the financial performance of residential care

services is available from t]{e

(which use the annual fi
Department as its inf

StewartBrown qu

of facilities.

ility of residential aged care services and any

ged Care Financing Authority (ACFA) annual reports

cial reports that all providers are required to lodge with the
ation source) and quarterly private sector surveys, such as the

ly performance surveys, which are based on survey data from 33%

reports are more comprehensive in terms of covering the entire sector
own reports are more timely (though are predominantly based on the

generali@Nower performing Not for Profit sector). ACFA reference the StewartBrown
resu*l@%'n their reports to provide commentary on more recent developments.

FOI 938
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N

Profitability

4. The most recent ACFA report covers the period up to 30 June 2016. This provides an

indication of the aggregate performance of the sector over time. As can be seen in the
chart below 69% of providers reported a net profit (blue line) for the 2015-16 year. The
number recording a positive Earnings Before Interest, Tax, Depreciation and

Amortisation (EBITDA) is higher (red line). EBITDA is commonly used in the sector as

a measure of performance as it removes the potentially distortionary effects of different
financing methods and accounting decisions on profit. The percentage recording a
positive Net Profit and positive EBITDA has been reasonably consistent over time.

Q’b’
. . ) 4
Percentage of providers with positive %
Net Profit and EBITDA g
90.0% ,1/‘0A
80.0% T— Q)Q)
70.0% ——— — N
60.0% (\31\'
50.0% i O\‘\ e Net Profit
40.0% &
30.0% A == EBITDA
. (o] Q\
20.0% \Q}
10.0% AN
0.0% (\s}
2012 2013 2014 2015 2016
o
QJQ’
Impacts of Aged Care Funding Instrument (ACFI) changes
$
5. The chart above does no&@ke into account the post 30 June 2016 changes to mitigate
ACFI growth which r@ced growth in ACFI funding in 2016-17 and 2017-18. More
recent data from Sfg®vartBrown indicates these changes have contributed to a subsequent
drop in perfo C.
6. In particular FA noted in its most recent report that “For the nine months to March
2017, StewkHtBrown reports that residential care providers have seen a decline in

Q}\ results for the nine months to March 2017 were around 8 per cent lower than the results

c°°§

FOI 938

avera sults for the 2016-17 financial year-to-date as ACFI changes made to date
have&f(en effect. StewartBrown has identified at this stage, cost management is the key
difforentiator between those provider facilities that continue to show stable results and

Nose whose results have declined. StewartBrown results showed that average care

for 2015-16 and the facility EBITDA decreased by around 4 per cent over the same
period. . .. the financial result reported by the StewartBrown survey population for the
nine months to March 2017 could broadly reflect the trend experienced by the sector as
a whole. However, the full impact of the 1 July 2016 ACFI changes and the progressive
implementation of the other ACFI and indexation changes, together with the recent
national wage case decision which increased minimum wages by 3.3 per cent, may be
expected to contribute to a decline in financial performance over time”.
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7. StewartBrown reported that increases in costs for care labour and other operating
expenses such as utilities and administration have been difficult to balance with slower
growth in ACFL

8. It can be expected that the number recording a net profit in 2016-17 is likely to fall from
the 69%. It is of note that the changes made to ACFI are similar in magnitude to those
made in 2012 when ACFI growth was previously an issue. It can be seen from the graph

above that the number recording a net profit dropped from 70% in 2012 to 66% in 2013 <
when those changes took effect but then stabilised with the number making a profit s\\z\
growing gradually back up towards 70%. O

"\
9. There was also little change in the number of providers/services exiting the sector after Qf\
the 2012 changes as can be seen in the chart below. In fact the slow but steady
consolidation has also occurred in the more profitable years subsequent to 2012-13.

Q
3,000 4
2,500
2,000
1,500 M Providers
M Facilities

1,000 -

500 -

0 - T
2012 2013 201;\ 2015 2016 2017

N
Note: Japara consolidated 36 provider identiﬁc@ons into the 1 provider identification in 2016-17. The graph above has not been
adjusted to reflect this administrative adju@t

2
Failure to make a proﬁtgoes not necessarily mean a provider is not viable
10. Headline figures as profit numbers do need to be treated with some caution as they
will not alwaysge?lect the ongoing viability of a business, particularly for the Not for
Profit sectore\'g‘ailure to make a profit does not mean a provider is necessarily at risk of

failure, 1t uiay reflect a different approach to their business.
11. ACF%@ ented on this in page 103 of their most recent report

Oper®ing performance continues to vary across provider ownership type, remoteness
tion and provider scale. The following commentary provides analysis across the
@Q\segments of providers. Overall, for-profit providers have continued to outperform the
é\ not-for-profit and government providers in terms of EBITDA margin and Net Profit
(,.0 margin (Charts 9.8 and 9.9). However, this variable needs to be considered carefully
60 because providers in the not-for-profit and government sectors often have different
business motives, business models and funding sources and often operate in areas
affected by the impacts of location and facility size. ACFA notes commentary from the
not-for-profit sector that the generally lower operating financial results may be
consistent with their community or religious missions. They may fulfil their charters in a
range of ways that might be difficult or inappropriate in a more commercial environment

FOI1938 Document 09 30f12



where investors are seeking returns. Specifically, not-for-profit providers may choose to
invest in or expend funds on amenities and services for which they are not funded
through regulated sources. Not-for-profit providers may be enabled to do this through a
range of funding pathways and tax benefits, including payroll tax relief, income tax
exemptions and tax deductible donations. However, where these costs are not covered by
such incremental revenue, the comparatively lower EBITDA for many not-for-profit
providers may be the product of the delivery of additional “community benefits” or
“social impacts” or returns which are not recognised in the annual financial accounts.

12. ACFA has also noted regularly in its reports that the sector results are quite diverse witha@
those in the top quartiles performing well, indicating that even with the same levels

Govt funding (or slowdowns in funding) some providers will always perform bettqsgﬁd
cope better than others reflecting better management and business models. QQ’

} A~
s22(1)(a)(ii)

FOI 938 Document 09 4 0f 12



s22(1)(a)(ii)

Types of providers/facilities with typically lower financial results

18. Regional and remote providers make up a higher proportion of loss making providers as
can be seen in the chart below. In 2016 55% of such providers had a net profit compared
to nearly 80% for other providers. They incur higher costs, have lower occupancy rates
and have sporadic funding streams which may result in lower profit margins for some
providers. Government assistance through the viability supplement and support services
such as the SDAP assists these providers.

Pt

@V
Sector Profitability by Location

90%
80%
70%
60% | (lil?{) gavg facilities
o ,500)
(Z) M City/Regional (avg
& a0%
00 facilities 554)
30%
60 v I Regional (avg facilities
. 20% 647)
©
L& 10%
0%
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19. For Profit providers typically outperform Not for Profits with Government providers

having the lowest results as shown in the chart below.

Sector Profitability by Ownership
90% Q
80% 0\\2\
70% Q&
60% @Q’
50% B Not For Profit {\'
(o
40% m For Profit Q}Q
30% [ | Governr@n
20% &Q
10% ‘.l/‘QA
0% q‘b
2012 2013 2014 2015 2016 N
&
Q?“
20. While trends can indicate that some segments, such as pQ¥dl and remote, and types of
providers are more likely to have lower financial re , ACFA have noted that there is

no one individual factor indicative of successful @onversely at risk providers. Not for
Profit, rural and Government providers can b ‘f&.nd in both the top 25% of performers

and the lowest 25%. In its report “Factors cting the Financial Performance of
Residential Care Providers” ACFA idenfiyed that strong disciplined management was a

key factor to good performance whil ognising that scale (more beds per facility),

location, and ownership were mdéc(@) s of performance.
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Commentary/Conclusion

21. It would be reasonable to summarise that the slow-down in ACFI growth and increasing
wage pressures will be putting more pressure on the lower performers and so increasing
the risk factor, but whether and to what extent vulnerable facilities may ‘fall over’ is
difficult to say as this will depend very much on management of facility and other factors
(parent entity support etc).

22. StewartBrown noted that cost management is the key differentiator between those Q)
provider facilities that continue to show stable results and those whose results have {\\'
declined. (Q

23. Temporary cuts to growth (such as indexation pauses) are also more likely to be N\

measures that providers could cope with in the short term as opposed to permane@
ongoing reductions in funding. The sector recovered from the 1 July 2012 ACKDchanges
without any significant increase in the number of providers going out of bu\ﬂ&ss.

24. Indexation is scheduled to return from 1 July 2018 (though the Complex%éalth Care
component of ACFI will only be 50% indexed) which will help prov}cb%% anage their
financial position going forward. >

2

Ny

Attachments Q
;\\O

o
Attachment A — Sector profitability/ EBITDA -5 @ﬁrend
Attachment B — Sector provider and facility nuté%)\ers — 5 year trend
Attachment C — Sector profitability/EBITDA&f location — 5 year trend
Attachment D — Quartile analysis — 201 @TDA (per bed day) by location
Attachment E — Sector proﬁtability/EQjéDA by organisation type — S year trend
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Attachment A — Sector profitability/ EBITDA - 5 year trend
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The above graph shows the trend line of the percentage of res:gg’hi aged care providers

that have reported profits and positive Earnings Before Intere xation Depreciation and
Amortization (EBITDA) in the last 5 years. é\}o

2012 2013 2014 2015 2016 Q)
~J

After a decrease in profit following the ACFI chang 2012, providers reporting profits
have recovered from levels of 66% in 2013 to liff t&Q most 70% in 2016. This is likely to
fall in 2016-17 and 2017-18 reflecting slow ck&@ in ACFI growth.
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Attachment B — Sector provider and facility numbers — 5 year trend
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Note: Japara consolidated 36 provider identifications into the 1 provider identification in 2&6’-17. The graph above has not been
adjusted to reflect this administrative adjustment

O
The above graph shows the movement in providers and fa@\ies from before and after the
2012 ACFI changes. It shows that over the 6 years the@@ns been a consolidation of
providers from 1,054 in 2012 to 902 in 2017, a dev{ése of 152. Facility numbers have also

decreased gradually.
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Attachment C — Sector profitability/EBITDA by location — 5 year trend

Sector Profitability by Location
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The graph above shows the percentage of profit making provi my location. Categories are
reported as city, city/regional, and regional, based on whereQ;@ch provider operates the
majority of their operations.

o’\(Q

The results show that the most profitable prov1d 3§ those who predominantly conduct
their operations on city areas. This consistent &&ows around 80% of providers making a

profit. Regional and remote areas lag behi

2016. Although these providers lag behéa heir city counterparts, it is of note that their
numbers have increased 11% from 4Q>6 levels in 2014.
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Attachment D — Quartile analysis — 2016 EBITDA (per bed day) by location
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The above graph shows the percentégé of providers by location in the quartiles that they fit
into based on reported EBITDARS

The graph illustrates that

2

ough regional providers make up the largest proportion of

providers that reporte & EBITDA deficit, many within those areas showed strong results.
Both providers in c&and city/regional also displayed a spread of very profitable through to
loss making. Q}Q’
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Attachment E — Sector profitability/ EBITDA by organisation type — 5 year trend

Sector Profitability by Ownership
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The graph above shows the percentage of profit making proviigg“by organisation type.

In 2016 each ownership segment had the following proya

;\'O

Not-for-profit — 513 providers with 1,581 S€I®¥S
For-profit — 333 providers with 860 servigi@
Government — 99 providers with 244 ser@Qtes

N

s and facilities:

.. QN . :
The graph shows that for-profit entities a@onswtently the most profitable providers, with
consistently 80 to 90 per cent of pro‘Q'dg's making a profit from year to year.

7
Not-for-profit and Governmen@%viders are significantly more likely to report losses. This
statistic 1s often not the bes @%.icator of success for not-for-profit and government entities as
they often have differelgtﬁisiness models, motives and funding sources.
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HOT ISSUES
RESDIENTIAL AGED CARE SECTOR VIABILITY
N

OVERVIEW s
e The Australian Government is the principal funder of aged care, providing estimated funding of \‘2\

$18.6 billion in 2017-18 to support aged care consumers and the sector. \0
e The Government took measures in the 2016-17 Budget to slow the higher than anticipated growt%(\

in funding claims from providers but funding continues to grow. (Q

e Government spending on aged care will continue to grow over future years and is expecte @
reach over $22.3 billion by 2020-21. Q@

CURRENT SITUATION: s(\QJ

e The results of the March 2018 aged care benchmarking survey by accounting fiJ;Q\StewartBrown
has shown that the profitability (average annual facility results) of residenti providers
(predominantly comprising of not-for-profit providers) has decreased sin@?ne 2017. This has
been attributed to the pause in ACFI indexation in 2017-18 while costs'(mainly wages) continue to
grow. (}'

e StewartBrown results show 43 per cent of residential services % a loss now. Aged Care
Financing Authority (ACFA) data shows historically around o;@hird of providers operate at a
loss. (o4

e ACFA’s most recent 2016-17 annual report (not yet rel d) reported an increase of 3.1 per cent
in average Earnings before Interest, Taxation, Depétion and Amortisation (EBITDA) per
resident per annum from 2015-16 to 2016-17.

e The 2018-19 Budget package includes a ran measures to support the aged care sector,
including a more flexible model of managiﬁdential care and home care expenditure which is
more responsive to consumer demand. .&

e Further support for the residential c@\sector include 13,500 new residential care places through
Aged Care Approvals Round (ACA®) and the allocation of $50 million to support residential aged
care providers to transition to \Qew Aged Care Quality Standards and from 1 July 2018, the
previous indexation pause sidential aged care funding was mainly lifted, increasing subsidies
for all residents. QO

e The Government rec%n es that the cost to deliver services in rural and remote Australia often
comes at a higherg&t and is continuing to support aged care in rural and remote areas, through
the Viability S [@ment. On top of that $40 million has been allocated in new capital grants and
an expansio the National Aboriginal and Torres Strait Islander Flexible Aged Care Program
through thel&?re Choices for a Longer Life Package will be achieved.

STAK QJLDERS
. fd-three aged care peaks, Aged Care Guild, Aged and Community Services Australia (ACSA)
xand Leading Age Services Australia (LASA) have proposed an ‘Industry Transition Package’ of
@Q $675 million for a year to bridge the financing gap while Government continues to work on
(Q necessary structural reform to meet changes in consumer demand and future financial
requirements.

FOI 938 Document 10 lof2



NEXT STEPS
Residential Care Funding Reform

e The Government is committed to having an aged care system that supports older Australians

while ensuring aged care expenditure is affordable and sustainable. To progress this commitment

the Government is examining options for long term residential care funding reform. The

Government has commissioned reports on options for funding reform and commenced a

landmark Resource Utilisation and Classification Study (RUCS) of the sector to determine a solid

evidence base on what drives care costs in residential aged care, both at the resident level and

facility level. The study, which will take place during the course of 2018, will inform Government's,

consideration of funding reform options. &
s22(1)(a)(ii)

&7
e The chair of ACFA Mike Callaghan is currently preparing an mé\m report on sector viability for
the Government in late 2018. N

ACFA Interim Report

DEPARTMENTAL CONTACT O\
Name: Jaye Smith

Position: First Assistant Secretary, Rgﬁ&ential and Flexible Aged Care Division
Phone: (02) 6289 4522 522(1)(2?1)‘
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