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Reform implementation
	Key points

	· Australia’s aged care system is characterised by extensive, complex and interacting government involvement in the funding of services and regulation of their delivery. Fundamental reform of the system raises challenging implementation issues.

· Some of the Commission’s recommendations can be implemented quickly. Others will need more time, to allow older Australians, their carers, providers of care services and government agencies to adjust to the changes.
· The Government should establish an implementation framework, comprising:

· a publicly released timetable for changes (over a five year period) and their expected effects on older people, carers, providers and governments
· provision for extensive consultation with all stakeholders, including the community more generally

· feedback processes that enable policies to be refined in the light of new evidence

· a mechanism to protect existing recipients of aged care services while eliminating the web of multiple levels of existing grandfathering provisions.

· Existing consumers of aged care services in both community and residential care should be protected from significant disruption and risks relating to the transition to the new aged care system.

· Provision should be made to mitigate the risks faced by providers during the transition period to ensure the sustainability of the industry as a whole, while facilitating the exit of less efficient and less capable providers. 
· The Commission envisages a three-stage implementation plan:

· the first stage would cover measures that can be expedited within two years before major legislative amendments pass Parliament
· the second would comprise the bulk of the Commission’s recommendations that require significant legislative change and should be pursued within two to five years of the announcement of the reforms
· the final stage, from five years after announcement, would involve the full removal of supply restrictions followed by a public review of the operation of the new aged care system.

· An Aged Care Implementation Taskforce should be established to oversee the implementation of the reforms. It should be assisted by a non-statutory Aged Care Advisory Group comprising representatives from consumer groups (including carers), providers and the workforce.

	


This concluding chapter of the inquiry report outlines a transition path for the implementation of the Commission’s recommendations.

In response to its draft report, the Commission received a number of suggestions that have assisted it to refine and improve the proposed implementation plan. Among these was a particularly helpful submission from the Campaign for the Care of Older Australians (CCOA, sub. DR864) and some of its members especially Catholic Health Australia (sub. DR730), Aged and Community Services Australia (sub. DR748) and the Aged Care Association of Australia (sub. DR777). The CCOA submission outlines some of the implementation objectives and risks from the perspective of industry participants (box 
17.1). The Council on the Ageing (COTA), too, has provided a detailed transition discussion which has proved helpful to the Commission (sub. DR565).
The chapter first outlines an implementation framework and principles to guide the process for moving to the proposed system (section 17.1). It then discusses grandfathering arrangements (section 17.2), measures to mitigate key risks during the transition (section 17.3), outlines a broad three-stage implementation plan (section 17.4) and, finally, discusses the major implications of the proposed reforms for older Australians, their carers and providers (section 17.5).
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An implementation framework

In its terms of reference, the Commission has been asked to:

… recommend a path for transitioning from the current regulatory arrangements to a new system that ensures continuity of care and allows the sector time to adjust. In developing the transitional arrangements, the Commission should take into account the Government’s medium term fiscal strategy. (p. 3)

The Commission’s framework is designed to progressively implement the proposed new model of care in a timely manner. In developing the proposed reforms, the Commission is cognisant of the importance of the Australian Government meeting its medium term fiscal strategy (box 
17.2). 
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Implementation objectives and risks

	Implementation objectives

· Ensure the continuity of quality services for consumers and their families while at the same time responding as soon as possible to community expectations for greater consumer choice and increased service flexibility.

· Allow service providers time and flexibility to adjust their operations and business models, and provide the incentive and certainty to invest in the sector.

· Address the underlying distortions in the current system which are threatening the sustainability of the sector as soon as possible.

· Avoid the emergence of opportunities for price exploitation of consumers.

· Manage the potential for market failure.

· Ensure continuity of access for special needs groups.

· Manage the Government’s fiscal risk.

· Recognise the inter-dependencies in the reform measures and the lead times required for their implementation.

· Ensure community support for reform is not eroded by implementation mistakes.

Implementation risks

· Threat to the viability and valuations of residential aged care homes due to reduced occupancy rates, especially in relation to older multi-bed services.

· Threat to the viability of residential providers because of reduced bond sizes and a possible flight to rental payments.

· Continued under investment in residential high care.

· Under investment in services and accommodation for supported residents and special needs groups.

· Market failure of Home and Community Care (HACC) services with the introduction of entitlement based funding and choice of provider.

· Exploitation of consumers (accommodation payments and additional services) pending the deepening of the market.

· Community resistance to increased co-payments.

· Consumer expectations regarding choice and flexibility not met quickly enough.

· Extent of change may compromise the quality of care.

· Fiscal risk to the Government if needs based assessment is not effective.

· Risks associated with the development and implementation of assessment tools and care funding classification systems across residential and community aged care and carers, and the roll out of the Gateway Agency.

	Source: CCOA (sub. DR864, pp. 2–7).
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The Australian Government’s medium term fiscal strategy

	The Government’s medium-term fiscal strategy is designed to ensure fiscal sustainability. The strategy has remained unchanged since the Government’s first budget in 2008-09 and is designed to provide a clear and stable basis for the conduct of fiscal policy. The key elements of the strategy are:
· achieve budget surpluses, on average, over the medium term

· keep taxation as a share of GDP below the level for 2007-08 (23.5 per cent of GDP), on average

· improve the Government’s net financial worth over the medium term.

	Source: Australian Government (2011a, pp. 3–4).

	

	


The current policy framework applying to aged care is characterised by extensive, complex and interacting government involvement in the funding and regulation of aged care services. Given the need for wide ranging reform, the Commission’s proposals raise challenging transitional issues in several areas:

· the consolidation and enhancement of disparate activities into a single information, assessment and care coordination agency (the Australian Seniors Gateway Agency (the Gateway)) which would also establish entitlements to approved services
· the establishment of a fully integrated and flexible approach to the provision of care and support services which is tailored to the needs of individual older Australians, together with the removal of supply constraints on the provision of care and accommodation
· the overcoming of inequities and inefficiencies in the pricing of different forms of care, through a funding regime that empowers consumers to purchase services from competing providers, places greater responsibility on older people who have the financial capacity to contribute to the cost of their care and requires those with the means to be responsible for the cost of their accommodation
· the improvement of governance arrangements through the transfer of regulatory functions such as quality assurance and complaints handling to an independent commission (the Australian Aged Care Commission (AACC)), together with regulatory reform that is less burdensome on consumers and providers and better manages risks.
The Commission’s proposals, if implemented, will substantially change the aged care system. As with any major reform, changes will need to be introduced in a coherent and predictable way. Crucial to the success of the implementation process will be a clear statement by the Government that commits it to a credible package of reforms and a firm timetable for their introduction. Older people and their carers, providers and government agencies will need certainty and time to plan for, implement and adjust to changes. But, crucially, the Government’s proposals need to be clear to ensure that the momentum of reform is maintained.
Overall, the Commission considers that most of its recommendations could be implemented within five years of announcement, assuming that the legislative package is enacted within one to two years (box 
17.3). That said, in practice, it is likely that some measures may take longer to implement. Even so, by keeping the planned transition period relatively tight, slippage can be managed. Too long a transition period might increase the risk of further slippage and unduly delay benefits from the reform process.
In view of the complexity of the transition and the need for a smooth implementation, the Commission considers it important that the Government establish an Aged Care Implementation Taskforce. This should be chaired by the Department of the Prime Minister and Cabinet and comprise, at a minimum, senior officials from the following departments:

· Attorney-General’s

· Families, Housing, Community Services and Indigenous Affairs

· Finance and Deregulation

· Health and Ageing (DoHA)

· Human Services

· Treasury

· Veterans’ Affairs.

In addition, when appointed, the chief executives of the AACC and the Gateway should be ex officio members of the Taskforce.
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Length of the transition period

	If a reform is worthwhile and in the national interest, it is well to implement it as quickly as possible. However, the move to a new system creates disruption and may have unanticipated effects. Effectively, the transition period should be as short as practicable. 

The reforms proposed in this report will require extensive legislative change and changes to business practice and culture. 
Given the lead times in drafting and enactment of a new legislative framework, it is unlikely that the formal new system can commence much before two years from the Government’s announcement of its implementation framework, although some non-legislative components and relatively minor legislative proposals could be expedited. 

Overall the Commission remains of the view that a five year transition period, with appropriate monitoring and feedback processes, provides the best balance, with a significant risk of a loss of reform momentum if the period is significantly longer. That said, given the interdependencies with other reform proposals (in particular disability, health and hospital) the Government may find it prudent to extend the transition period.

Submissions in response to the Commission’s draft report were generally supportive of a five year transition period, although some argued for a longer period. A few examples of comments include: 
We further believe that, while other providers and consumer groups might disagree, a five-year transition is very reasonable. Anything more than a five year transition puts off reform, yet again, into the ‘never-never’. (Hammond Care, sub. DR666, p. 3)

Five years is an appropriate period of time — any shorter and there might be insufficient time to develop properly the proposed new structures and approaches — any longer and there would be an increasing risk of losing momentum and the requisite political will. (Greg Mundy, sub. DR525, p. 3)
The Australian Government should remove regulatory restrictions on the number of community care packages and residential bed licences over a five-year period. (Aged Care Association of South Australia, sub. DR676, p. 2)

Without a greater impetus early on, momentum for reform may flag and little may be achieved even over a ten year period. There have been fully 30 reports on aged care since the Hogan Review in 2004, but very little action. (Anna Howe, sub. DR856, p. 10)
… the transition period may need to be longer than five years and there may need to be assistance given to the industry during this transition period. (Stewart Brown and Co., sub. DR842, p. 4)

ANGLICARE Sydney is concerned that five years may not be realistic because of the extent of the changes and the impacts they will have on the industry. (sub. DR637, p. 11)
In order to ensure a smooth transition, the implementation of aged care reform should occur over a longer time frame of ten years. (Alzheimer’s Australia, sub. DR656, p. 28)

	

	


The Taskforce would thoroughly and carefully manage the transition, consult extensively and take responsibility for the development of the new aged care system. In managing the transition, the Taskforce would need to be cognisant of:

· the evolving disability, mental health, hospital reforms and interfaces

· reaching necessary agreements with the states and territories, including on assessment

· the need to embed feedback processes and enable fine-tuning of the new system

· the development of the new regulatory framework

· the careful monitoring of developments during the implementation that affect vulnerable groups, such as those in rural and remote Australia and Indigenous Australians.

In addition, a non-statutory Aged Care Advisory Group (ACAG) of a manageable size should be established comprising representatives from consumer groups (including carers), providers and the workforce. The ACAG would be a valuable sounding board and early alert for the Taskforce. 

The Taskforce would need to consult regularly with the ACAG throughout the implementation period.
Recommendation 17.
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The Australian Government should establish an Aged Care Implementation Taskforce to coordinate and manage the transition to the new aged care system, chaired by the Department of the Prime Minister and Cabinet. 

To assist the Implementation Taskforce, a non-statutory Aged Care Advisory Group should be established comprising representatives from consumers (including carers), providers and the workforce.
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Grandfathering arrangements

The protection of existing aged care consumers and providers from disruptive change arising from policy reform can be achieved, where appropriate, through the continued application of the status quo (grandfathering). 

There is already a legacy of grandfathering, particularly in relation to fee schedules, which adds to the complexity of the sector. Indeed, there are multiple levels of Government subsidies and co-contributions based on when a person entered care. As Medicare Australia said:

Grandfathering existing rules means increased complexity for both providers and Medicare Australia, with multiple sets of rules running in parallel in order to determine payments. … Note that the costs of maintenance increase with each new layer of business rules. These costs are incurred by both Government and providers, who are increasingly relying on business management systems to run their operations. (sub. DR804, p. 12)

That said, the Commission is also mindful that existing residents of aged care facilities and existing recipients of community care entered their care on the basis of the existing funding arrangements and would be particularly vulnerable during a transitional period to the proposed new system. Accordingly, the Commission proposes that: 

· existing residents of aged care facilities, and those who enter prior to the commencement of the new system, should be subject to current arrangements while they remain in residence — this means that any accommodation bonds paid to providers would remain until the resident has departed
· existing users of community care should be subject to current arrangements for all community care services. However, should they need to move to residential care when the new arrangements are in place, they should be subject to the new funding rules.
While it is desirable to protect existing care recipients from disruptive change, particularly as they are vulnerable, it would be preferable to eliminate, within the five-year transition period, all grandfathering arrangements as exist between providers of care services (both community and residential) and the Government (as the principal funder). This could be effected through negotiation where the Government and providers agree to the new arrangements and funding is provided on a one-off lump sum basis to transfer the responsibility of maintaining grandfathering arrangements from the Government to providers. Although this would remove grandfathering provisions that exist between the Government and providers, such provisions would still need to remain between providers and existing consumers for pre-existing service agreements.
In addition, some residential providers have extra service places that are exempt from the supported resident quota. The Commission considers that these facilities and places should retain their exemption for the duration of the transition period, with the exemption being removed when the transition period has concluded (five years).

Following such an agreement, the Government would provide a uniform subsidy for each care recipient (under the new system), while providers would charge co‑contributions for existing care recipients according to their pre-existing arrangements.
Recommendation 17.
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The Australian Government should negotiate with providers of care services to existing care recipients to harmonise care subsidies and other arrangements. It should reach an agreement within five years that would have the effect of removing grandfathering arrangements for existing and new places while protecting existing recipients of care from changes that would impose a new cost upon them.

The exemption from the supported resident ratio obligation provided to some extra service facilities should be removed at the end of the transition period as part of a negotiated settlement.
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Mitigating the risks from the reform implementation

There are a myriad of risks that could manifest themselves during the transition period and beyond (box 17.1). Some result from a potential lack of understanding of the effects of the reforms on the aged care system by both providers and consumers. Others result because some providers do not have well developed business models capable of readily accommodating a more competitive and dynamic environment. Some of these risks are temporary; others systemic.

Another source of risk is if measures from the Commission’s proposals are ‘cherry picked’, removing the integrity and cohesiveness of the reform package. Ad hoc implementation of the reforms could stymie their efficacy and limit the overall benefits. This could increase the risk to future budgets or lead to an overall decline in the quality of care as the population ages and more Australians need care.

Mitigating provider risk
The reforms proposed in this report are likely to reduce a number of risks faced by the aged care sector by ensuring a sustainable funding model that, in particular, addresses the concerns of under-investment in residential high care and increases funding for supported residents and those in special needs groups.

In the short-term, however, the reforms may increase the risks faced by some residential care providers which have invested significant sums into residential stock.
A key objective of the reforms is to ensure the sustainability of the aged care system by providing a long-term and credible funding base. But the reforms do not seek to protect each and every existing provider: some providers are relatively inefficient, while others provide services which only just meet minimum standards. Some providers, perhaps due to the nature of their capital stock, are unlikely to have sustainable business models. As noted by Catholic Health Australia:
… many smaller approved providers are already under pressure from rising standards and regulatory requirements, the increased acuity of residents, higher quality assurance and governance requirements, and the increased availability of community care. (sub. DR909, p. 3)
However, the Commission’s proposals overall should provide the long-term sustainable financing platform necessary for the continued growth of the industry and continued improvement in the quality of services.

Some consolidation in a very fragmented industry has occurred over recent years. The Commission expects that this consolidation will continue, with efficient and dynamic providers taking over from those that do not have sustainable business models. This will provide further economies of scale and scope, benefiting both consumers and the taxpayer. That said, there will continue to be an important and growing role for niche providers who cater well to specific needs of the aged care community. 
One of the key vulnerabilities during the transition period is to residential providers with significant capital investments which are heavily reliant on accommodation bonds. A key implication from the Commission’s reform process is a move away from very large accommodation bonds, to those which are more reflective of costs, and to a greater use of periodic payments, which in principle should be profitable to an efficient provider. 

Some providers have a skewed balance sheet, with a few very large accommodation bonds that are used to cross subsidise a number of other places. That is, the providers are making significant profits on some beds, but significant losses on other beds (especially those in non extra service high care and those for supported residents).

This is, in effect, a non-diversified holding of beds with a risk that the exit of a person who has paid a very large accommodation bond is not replaced by a new person paying a similar or even higher bond. As noted in chapter 7, the practice over recent years has been for a ratcheting up of the value of accommodation bonds, in line with increases in property values. This is not sustainable, although providers, their bankers and consumers are protected to some extent by the government guarantee on accommodation bonds. As such, there is no strong advocate on behalf of the party that takes the residual risk from the unsustainable and inexorable increase in the size of accommodation bonds: the taxpayer.

The Commission’s proposals will diversify these risks — reducing the reliance on a small proportion of highly profitable beds. Under the Commission’s proposals, all beds — supported and otherwise — will be profitable to an efficient provider. The Commission proposes an early increase in the supported resident accommodation supplement and in the ability for the provider to charge a higher price for non-supported residents in high care. Under the Commission’s proposals, a provider should be indifferent about which residents depart, whereas at present this can make a significant difference to the facility. Accommodation bonds will remain subsidised, by virtue of their exemption from the Age Pension assets test. In addition, the Commission’s recommendations will lead to an additional stream of income, through increasing use of facilities for sub-acute, transition and respite care. The increasing use of periodic payments should facilitate the growth of these short-term placements.
That said, some providers may suffer liquidity pressures in the short term to the extent that they are unable to replace departing residents who have lodged large bonds. Some providers have very high debt to equity ratios, when accommodation bonds are properly accounted as debt. Effectively, providers can have high leverage — magnifying returns by spreading profits over a relatively small pool of equity and equally magnifying losses by spreading losses over the small pool of equity.
Thus the risks faced by those providers are higher because of this debt leverage, with the Government taking a share through its guarantee of accommodation bonds.

The Commission’s proposals will allow providers to discount their accommodation bonds to make them more attractive relative to periodic payments. This may be encouraged by financial institutions to reduce the call on bank debt. In the short term, then, the Commission envisages that accommodation bonds will continue to dominate as a source of funding.
Over time the Commission expects that the industry will move to a systemically higher proportion of equity, more in line with similar industries. This will provide a balance between equity, periodic payments and zero interest accommodation bond debt. This would be desirable as by reducing leverage, it will reduce solvency risk and hence the risk premium charged by financial institutions for debt.

These risks should be kept in perspective. The formal aged care system is unique in that demand is growing inexorably due to the ageing of the population and many payments are effectively government guaranteed. Indeed, under the Commission’s proposals all future residents should be profitable to an efficient provider, including supported residents and those in what is now non extra service high care. 

A reduction in the size and number of accommodation bonds will also reduce the risks to government from its guarantee.

During the transition period, however, the Commission is cognisant of the liquidity risk to smaller providers from its proposed changes and the possible disruption this might cause to consumers. In this context, a small and targeted assistance package for certain providers could be desirable over the transition period. This would be targeted at small providers suffering liquidity problems. This is not, however, a proposal to prop up insolvent providers, which have an obligation under corporations law to cease trading. 

The Commission envisages that the assistance package would be in two parts and would apply only through the transition period.

· Firstly, a subsidy of 50 per cent (up to a maximum specified limit) to smaller approved residential care providers to purchase business planning advice, assess options and prospects, including the possibility of closing the business or selling it to another provider. 
· Secondly, for those smaller approved residential providers that have liquidity problems (but which are otherwise solvent), because of lumpiness in repaying accommodation bonds arising from bunched client separations, the Government could provide temporary assistance by paying the departing resident his or her bond while negotiating with the affected provider a repayment schedule. Such arrangements would involve a market interest rate plus a surcharge to discourage the use of the facility. Since the Government guarantees the accommodation bond, this facility effectively calls upon the guarantee while outlining a repayment schedule to offset the call upon the guarantee.

The Commission supports the definition used by Catholic Health Australia for a smaller residential provider — that support be limited to approved providers that meet all of the following criteria:

· EBITDA [earnings before interest, taxes, depreciation and amortisation] in the third or fourth quartile

· at least 50 per cent of the building infrastructure is more than 15 years old or the accommodation does not meet the basic standard for supported residents

· less than 100 beds and up to two approved residential services

· evidence of inability to adjust to competitive pressures, such as declining occupancy or an unsustainable business model (eg a hostel configuration which is unsuitable for high care). (sub. DR909, p. 4)
Recommendation 17.
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The Australian Government should provide, during the transition period, capped grants to existing smaller approved residential care providers, on a dollar-for-dollar basis, for financial advice on business planning to assist in assessing their future options.

Subject to an audit to demonstrate solvency, the Australian Government should offer — during the transition period — existing smaller approved residential care providers a loan facility for the repayment of accommodation bonds. The Government should charge an interest rate premium on the facility to discourage its use when private sector options are available.

Mitigating consumer risk

The main risks faced by consumers are disruption caused by the transition (such as the closure of a facility), a lack of access to aged care services when a need arises, and continued poor alignment between care needs and care delivery. Vulnerable older Australians may also not fully understand the implications of the proposed reforms, the need for a more sustainable funding model and the design of the co-contribution regime.
One of the principal objectives of the inquiry is to increase choice for consumers, and to design an aged care system that has the capacity to meet the needs of older Australians in a sustainable way. 

As noted in chapter 5, the current system has a number of strengths and weaknesses, among the weaknesses being a constrained supply in many parts of Australia. The reforms proposed in this report will encourage the development of new supply, both in community and residential care.

In the short-term, however, there is likely to be a continued shortfall in residential places in some areas, due to lags in bringing on new supply, and in community care. To mitigate this, the Commission proposes to remove most of the barriers to community care places early to at least provide some of the unmet demand for care services until the industry has had time to develop new residential places and to further develop the workforce to meet the demand.

In expediting the release of more community care places, the Commission is mindful that the full implementation of a seamless community care system is unlikely to be achieved early in the transition period, with the continuation of the gaps between existing package levels. During the first stage of the implementation plan, the Commission proposes that an intermediate community care package be introduced at the next Aged Care Approval Round (ACAR) to temporarily plug the gap until the full community care schema has been implemented (see section 17.4 for the details).

There is also a risk in the short-term of residential providers taking advantage of market power to exploit shortages through charging high accommodation prices. The Commission proposes that the new AACC conduct formal price monitoring during the transition period, with the explicit threat of regulation should providers seek to unreasonably exploit their short-term market power.

A further risk for consumers is if — in the move to the new Gateway — there is any disruption in assessment pending the development of a coherent new assessment scheme building on the existing aged care assessment teams. The early creation of the Gateway with the appointment of an appropriately qualified chief executive should mitigate this risk. 

Another risk to existing recipients of residential care is disruption should a provider fail due to the Commission’s reforms. This risk is mitigated by the Commission’s proposal to provide support to the more immediately vulnerable of providers, while not providing an incentive for unviable providers to remain in the industry. It is impossible to guarantee that there will be no disruption during the transition period, but vigilance by the regulator and careful management of the transition period by the Aged Care Implementation Taskforce should reduce the likelihood of significant disruption. On the other hand, the Commission’s proposals should lead to an overall improvement in the quality, range and choices available in residential and community care.

Existing recipients of aged care services are also protected through the grandfathering arrangements discussed in section 17.2.
Recommendation 17.4
The Australian Aged Care Commission should, during the transition period, formally monitor accommodation prices in residential care. If the price monitoring shows that residential providers are systematically charging excessive accommodation fees, the Australian Aged Care Commission should recommend that the Australian Government consider regulatory measures that might be implemented to reduce this practice. 
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Sequencing of reform

Differences in the scale and complexity of the reform proposals, together with a need to introduce some reforms upfront to provide a foundation to secure the benefits of subsequent reforms, suggest that a staged transition is required.

While some reform proposals can be introduced quickly, others will require:

· extensive consultation among older people and their carers, providers, governments, community organisations, the aged care workforce and the community more generally

· protection of existing recipients of care
· preparatory work by the Australian Government, including standards development, legislative and regulatory changes, trials and research and development 

· packaging and sequencing of measures to reduce the costs of implementation for providers and governments
· monitoring and review of outcomes to ensure that the new arrangements are working effectively and to manage any emerging unintended consequences.

An important issue is the timing of initiatives to free up quantity and price restrictions. In the Commission’s view, there are strong reasons to liberalise quantity restrictions before moving away from regulated prices (box 
17.4), especially for residential providers where there are long lags in bringing forward new capacity.
That said, and as discussed in section 17.3, the immediate removal of quantity restrictions could adversely affect providers that have planned and invested on the basis of the current regulations. This suggests the need for a gradual easing of these restrictions followed by price liberalisation, while retaining provisions for price monitoring and regulation. 

A key difference between community and residential care is the need for greater capital (buildings and equipment). The lead times for building new residential facilities are long, partly due to planning rules which provides a degree of protection for existing residential providers. This suggests that there is scope for a more rapid opening up of community care, where the barriers to entry are lower.

Do not delete this return as it gives space between the box and what precedes it.
	Box 17.

 SEQ Box \* ARABIC 4
Which should be liberalised first: quantity or price?

	The optimal order for the liberalisation of a highly regulated sector has been the subject of much scholarly debate. Ronald McKinnon, in writing about economic liberalisation, stated:

In securing this noninflationary financial equilibrium, however, there are definite limits on the relative speeds of liberalization in commodity and capital markets and on how fast interventionist policies or planning controls over domestic and foreign trade can be withdrawn. How fiscal, monetary, and foreign exchange policies are sequenced is of critical importance. ... there is an ’optimal’ order of economic liberalization. (1993, p. 4)

McKinnon concluded that, in general, prices which are less elastic should be liberalised before those which are more elastic. 

Australia’s aged care system is regulated in three dimensions: by price, quantity and quality. In general, the control which is least responsive should be liberalised first; that which is most responsive last, although the entire policy direction should be carefully enunciated by the Government to provide a credible and transparent reform path. So, for example, were price to be deregulated first, the quantity controls would lead to price spikes in regions of relatively short supply: price being most flexible would become volatile.

By contrast, if quantity is deregulated first, it is relatively slow in responding to change: new supply, or the withdrawal of supply, rarely occurs swiftly. By relaxing quantity controls first, then, the industry would adjust to the new regime by planning the quantity of aged care services (and residential facilities) based on its expectation of the future direction of prices — volatile shocks in price could be avoided through continuing price controls. However, any pre-existing distortions in regulated prices — such as underfunding or the absence of a direct link to the cost of service provision — would need to be removed to encourage appropriate quantity related adjustments. Subsequently, these modifying price controls could be lifted, particularly if the market was likely to be contestable.

Henry Ergas supported this approach to regulatory reform, stating:

As those changes [quantity controls and the removal of distortions caused by government assistance between forms of care provision] come into effect, and competition became a real factor shaping market outcomes, controls over prices could be eased and eventually eliminated, ensuring efficient providers of aged care could fully recover their costs. (2009, p. 36)

As noted, in liberalising quantity first, though, prices need to be at sufficient levels to provide reasonable returns to service providers.

	Sources: Ergas (2009); McKinnon (1993).

	

	


The Commission envisages a three-stage implementation process, as outlined below. The discussion is not a comprehensive detailing of each of the Commission’s recommendations. Rather, it provides guidance on the sequencing of reform, drawing on examples of key reform measures and when they should be implemented. An implementation plan is outlined in schedule A, provided at the end of this chapter.

First stage reforms (expediting measures within two years) 
Several of the Commission’s proposals could be implemented relatively quickly to address some important deficiencies with the current arrangements. Some of the high priority measures can be implemented without legislative change, while the remainder could form part of a small package of legislative amendments that would be relatively easy to prepare and hence should be able to be expedited.
During the first stage, direct funding of providers would continue as under the current system, as would the care subsidies and co-contributions, although it would be helpful to introduce a mechanism where co-contributions would count towards the lifetime stop-loss limit.

An independent regulator and gateway

The early establishment of the AACC and the Gateway and the appointment of their chief executives would assist in building credibility in the reform project and should assist in the smooth transition to the new aged care system. Pending more substantial changes in the regulatory environment during the second stage, the AACC could be given carriage of the existing regulatory framework from DoHA (through minor amendments to the Aged Care Act 1997). 
Similarly, the Gateway, in its initial period, would work within the current assessment system while developing the new assessment regime and building up its capacity. 
The early creation of the agencies and the appointment of their CEOs would allow their active participation in the proposed Aged Care Implementation Taskforce as ex officio members and reduce the risk of implementation missteps.
Close cooperation and coordination with DoHA during the transition period (and beyond) will be crucial for both the AACC and the Gateway — the Secretary of DoHA and the chief executives of the AACC and the Gateway should sign a memorandum of agreement covering such issues as information exchange, joint and specific responsibilities and consultation.

The AACC and the Gateway would be established as two prescribed agencies under the Financial Management and Accountability Act 1997 (FMA Act). Concurrently, the Aged Care Standards and Accreditation Agency would become a statutory office within the AACC. 

An important role of the AACC will be to inform the industry of the revised aged care regulatory system, including, for example, the greater range of enforcement options and how it will affect them. It will also function as the national data clearinghouse for aged care and promote greater dissemination of data and research. This should commence as soon as practicable after its creation, continuing through the second stage of the reforms.

The Gateway would, over time and through the second stage of the reforms, set up a national information platform, and redundant services would be terminated. It would develop the new needs assessment service and tools, building on the current Aged Care Assessment Teams (ACATs), establish protocols with Centrelink for assessments of financial capacity and establish a care coordination function.

Both agencies — but particularly the Gateway which will be the key front end to the aged care system — would be responsible for implementing a significant education campaign to inform older Australians and their families of the new system and how it affects them, including the revised care co-contribution scheme. In addition, the Gateway would need to manage and coordinate a number of current programs and services, including the Commonwealth Carelink Centre, the seniors.gov.au website, the pilot Access Points program and HACC-funded information services.
Removing the distinction between high and low care and accommodation charges
The removal of the distinctions between residential high and low care and between ordinary and extra service status is a necessary first step in the rationalisation of residential care regulation and in the promotion of continuity of care.

Presently the accommodation component of residential high care is funded via an accommodation charge, which the Commission has found to be unsustainably low. Residential low care and extra service high care is principally funded via accommodation bonds, many of which exceed the underlying cost of supply, including a reasonable return on investment.
Under the Commission’s proposals, residential facilities would be required to set and publish an accommodation charge that is consistent with the value of the accommodation (rather than a resident’s ability to pay), and optionally set and publish an accommodation bond. The Commission is also proposing that the removal of accommodation bond retention amounts would occur at the same time. During the implementation period, the AACC should monitor accommodation prices to minimise the risk of residential providers using their market power to exploit vulnerable older Australians. In undertaking the monitoring, the AACC should be given formal responsibility to recommend regulatory measures to the Government should the price monitoring indicate that a regulatory response is required to minimise such abuses.
Overall, the Commission’s proposals should lead to accommodation payments (whether in the form of periodic payments or bonds) that are sufficiently high to meet the costs of providing the accommodation for all residents, including supported and those in high care.
Community care, including HACC
While the Commission proposes that the increase in the number of residential places should occur from the second stage because of the exigencies and timing of construction, there is good reason to increase the number of community care places early to provide a pressure valve to the system and address — at least partially during the transition period — unmet demand. Accordingly, the Commission considers that the number of community care places should be increased as soon as practicable by 20 per cent (or some other significant amount above the baseline) above the ACAR baseline, increasing by a further 20 per cent until the end of the implementation period when the number of community places would be unlimited subject to an assessment of need and by the provision of the services by an approved provider. 

The early opening of community care places would also assist residential providers who could expand their operations by offering community care services. The early increase in the number of community places was supported by a number of participants including the Council on the Ageing (COTA) Australia:
We would like to reiterate and even more strongly emphasise the importance of first dealing with community care, freeing it up and providing additional resources to allow it to support more people with higher care needs in the community. This would respond to a high priority need for consumers in which there are currently major blocks. (sub. DR565, p. 16)

Alzheimer’s Australia stated that a smooth transition should:

Increase access to community care packages (including through the introduction of a mid level community care package), budget-holding for new packages, expanded respite care and strengthened assessment and information in the first stage of the reform. (sub. DR656, p. 28)
The inquiry has also highlighted a number of gaps between various community care packages, which will be addressed by the Commission’s continuum of care. In the first stage of the transition, however, there would be merit in temporarily adding another level of packaged community care. Anna Howe considered that an intermediate level of community care package between Community Aged Care Packages (CACPs) and Extended Aged Care at Home (EACH) would address the principal gap in the present community care system. Howe considered that the aims of the intermediate level would be:

· to give a clear signal of the Government’s commitment to expanding aged care, particularly community care

· to respond to the call for restructuring Care Packages and give an additional step in package funding over the period until recommendations from the Productivity Commission Inquiry are implemented

· to contribute to maintaining overall provision and address the persisting and potentially increasing shortfall between approved and operational places for residential care. (sub. DR904, p. 1)
The desirability of an intermediate package between CACP and EACH as part of the transitional arrangements was argued also by COTA:

Introducing new levels of packages between CACP and EACH at regular intervals while the longer term pricing study is undertaken and new legislation prepared. This would require additional packages to be made available at the new levels. (sub. DR565, p. 31)

The temporary intermediate community care package would be aimed at reducing the pressure on EACH from those CACP clients who have needs above CACP but below that of EACH. Subject to an assessment, existing CACP clients that are accessing additional HACC services for nursing needs could move to the intermediate package. Similarly to relieve pressure on HACC, those clients receiving services from HACC above the CACP level would migrate to the intermediate package.

As noted in chapter 9, the HACC program has been very successful at providing low level care and support for older Australians. The Australian, state and territory governments (with the present exception of Victoria and Western Australia) have decided to split the funding responsibility for HACC between the Commonwealth (for aged care) and the states and territories (for disability care). Under the Commission’s proposals, a significant proportion of existing HACC services would move to the continuum of care under an entitlement system subject to the assessment of need by the Gateway. The residual parts of the existing HACC would include:
· social activity programs

· wellness programs 

· day therapy programs
· community transport

· meals delivery

· information and general advocacy

· other support services such as home maintenance and low level aids.

These programs would be able to be accessed directly or via an assessed referral from the Gateway. The existing HACC program would continue until the second stage of the transition when it would be rolled into the Commission’s care continuum as separate community support services such as those highlighted by the Victorian Minister for Ageing (sub. DR901). It is likely that residual HACC services would also be required for people below normal aged care age with a level of disability which might not be covered under the proposed National Disability Insurance Scheme.

As noted also by COTA (sub. DR565, p. 30), the implications of the changes are to move from block funding of HACC services (in first stage of the transition) to entitlement funding (for the formal aged care services) and block funding (for community support services) during the second stage. This will reduce block funding to existing HACC providers, which would then compete for consumers of entitlement based services. It may be desirable to introduce an ‘entitlement pool’ to successfully manage this transition. 
Recommendation 17.5
The Australian Government should introduce at the earliest opportunity a temporary intermediate community care package level to reduce the gap between Community Aged Care Packages and Extended Aged Care at Home during the first stage of the transition period. 

Supported residents

With the continuation of the supported resident ratio, it is also necessary to increase the accommodation supplement paid by the Government for supported residents — this should be increased as soon as practicable, perhaps in graduated steps, to a level that is sufficient to reflect the cost of the approved basic standard of accommodation. Ultimately this supplement, along with subsidies for care services discussed below, will be set by the Government based on the transparent advice and recommendations of the proposed AACC. 

To improve the scope for providers to tailor services to different client groups, facilities should be able to trade supported resident ratio obligations with others in the same region (or subregion) so that some facilities could operate below their target and others could provide more specialised services. To test the merits of a supported resident ratio obligation trading arrangement, the Government should introduce a pilot scheme in the first stage of the reforms, followed by a review during the second stage. The review would assess the performance of the pilot scheme and the desirability of permitting trades in the supported resident ratio obligation between providers in the same region (or subregion) more generally. During the pilot, it may be useful to limit trades to 50 per cent of supported resident ratios.
Recommendation 17.6
The Australian Government should conduct a pilot whereby providers could transfer (subject to approval by the Australian Aged Care Commission) up to 50 per cent of their supported resident ratio obligation per facility with other providers within the same region (or subregion). 

This arrangement should be reviewed within five years with a view to assessing its widespread applicability and to consider the option of introducing a competitive tendering arrangement, or entitlement funding, for the ongoing provision of accommodation to supported residents as an alternative.

Other first stage reforms

These first stage reforms, including the setting of a charge for standard accommodation, will lead to a reduction in the average value of accommodation bonds. As a consequence, there will be a need for an alternative means for age pensioners to deposit any excess funds from the sale of their home in a form that is exempt from the Age Pension assets test so that these individuals could (if they wished) remain eligible for the Age Pension. The proposed Australian Age Pensioners Savings Account would therefore need to be established in parallel with the accommodation payment reforms.
A number of participants argued that the present indexation of government payments to the industry is insufficient, causing financial pressure on some operators. Unfortunately, there has been insufficient information available to test this claim. Accordingly, the Commission proposes that the AACC collect and analyse costing data and recommend to the Government a scheduled set of care prices and a rate of indexation for subsidised aged care services. Initially, however, the AACC in conjunction with DoHA should conduct a public benchmarking study of aged care costs to initially set the required scheduled prices, thus providing some funding certainty for the next couple of years. Subject to the benchmarking study, the Government could increase subsidy levels for CACPs, EACH and EACH-D and as appropriate Aged Care Funding Instrument (ACFI) payments in residential care.
The Commission has also argued that there is a strong case for greater transparency in the provision of data and information generally, to generate opportunities for more effective research and evaluation (chapter 16). The Commission proposes that the AACC be given a mandate and responsibility for the collection and dissemination of data and information (including, for example, future demand trends and ways for providers to improve the quality of their services in line with best practice). This will greatly assist in building up a body of knowledge to aid the proposed five year review. The release and dissemination of such data (and research findings) would assist existing and potential providers to respond to the changing market environment. It would also enable non-provider organisations, such as in the financial sector, to develop products that could assist older Australians.
The Government should also harness the existing research organisations to conduct an examination of the public and private costs and benefits of residential and community based care.

Second stage reforms (within two to five years)

Most of the Commission’s proposals will require substantial legislative changes, especially to the Aged Care Act 1997, which could take at least two years to effect because of the complexity of the aged care legislative environment. That said, the early announcement of the Government’s intentions would enable existing and potential providers to commence their planning. The Commission considers that the following proposals would comprise the second stage of the reform process and that they could be implemented within two to five years of announcement.

Care services and subsidies

A central reform is the provision of an entitlement based continuous range of care services, using a fully-integrated building block approach across both community and residential care. This would replace the current discrete home and community care programs and packages, and also give the Gateway assessors responsibility for specifying (initially) the care entitlements for those entering residential facilities.
In addition, the Commission’s proposed new care co-contribution regime should be implemented (with protection for those with limited means) and the lifetime stop-loss limit should also be introduced at this stage, with funding via entitlement and via the individual rather than directly to the provider. 
The proposed government-backed Australian Aged Care Home Credit scheme would be set up at this time to enable older people, whose financial capacity largely consists of equity in their homes, to contribute to their aged care costs and to allow the Government to fully inform older Australians and their families of the scheme and its implications and efficacy.
As discussed above, prices for the approved services provided under the aged care system should continue to be set by the Government on the transparent advice and recommendations of the AACC. The AACC would benchmark the costs of care in both community and residential settings as soon as practicable and make transparent recommendations to the Government on a set of scheduled prices, indexation rates and the price to be paid for the basic standard of accommodation for supported residents. 

Older people with entitlements to care would pay their care co-contributions directly to their chosen provider and would, for administrative efficiency, sign over their subsidy. 

Supply restrictions — bed licenses
It would be disruptive to remove the supply restrictions in residential settings immediately, with some regions having excess supply and others excess demand at current price levels. The Commission has been advised that the value of residential care bed licenses varies significantly by region. In some areas, licenses have been handed back to DoHA, implying a zero valuation (or a very low valuation reflecting timing considerations if waiting for a new ACAR allocation).
In order to ensure a smooth adjustment, it would be preferable to liberalise supply gradually, allowing time for providers to assess emerging market opportunities and to build their capacity to provide additional services. During this time, prices for care and standard accommodation should remain regulated, to minimise the fiscal risk to the taxpayer and care co-contributions by users.

Even under a fully competitive market in metropolitan areas, there may remain a need for some form of residual service planning, which the AACC should conduct in consultation with DoHA. As Greg Mundy noted:
The [draft] Report acknowledges that market forces alone will not suffice in eg rural or remote areas. I am suggesting that there is also a risk in metropolitan regions that may need to be managed. Service planning may well be a background activity and a transitional need. (sub. DR525, p. 7)

Options to achieve a smooth adjustment of supply include:
· abolishing all bed licenses immediately on implementation of the new aged care system. This option could particularly affect some providers who rely on the asset value of their licenses 
· continuing with the ACAR to set the number of licenses for a fixed period via its existing methodology, but with an additional percentage (perhaps 10 to 20 per cent) of licenses provided progressively above that baseline. This would gradually increase supply until it is effectively fully liberalised in both residential and community settings. Entitlements to subsidised care would still be dependent on an assessment of need by the Gateway.
The Commission favours the latter, with a period of five years from the announcement of the Government’s policy being sufficient to allow a smooth adjustment by the industry, with the removal of all quantity restrictions at the commencement of stage three. Consistent with increasing the continuity of care services, the removal of quantity restrictions in residential care would be mirrored in community care, although the increase in the latter would occur earlier and the expansion would be more rapid.
The Commission’s proposed reforms could affect some providers who rely on the asset value of bed licenses as collateral for borrowings. Participants suggested that a three to five year phase out of bed licenses would address the most significant of these concerns. The Commission also notes that new licences are issued without charge and that there will be new opportunities for providers, such as the opportunity to compete for sub-acute services, and to expand both residential and community offerings.
Improving the quality of aged care

To further improve the quality of care services provided to the community, the quality assurance framework for aged care should be expanded to include published quality indicators at the service provider level to help older Australians and their carers to make more informed decisions and to promote the transparency and accountability of the aged care system. 

The AACC should develop a Quality and Outcomes Data Set for care recipients to bring together evidence on best practice care.
Supported and concessional residents
The second stage of the reforms would be the appropriate opportunity to review the pilot scheme for trading supported resident ratio obligations. Subject to the review, the trading scheme could be expanded, or be replaced by an alternative such as a competitive tendering scheme or the redirection of the supported resident accommodation supplement from providers to residents.
At this stage, it would also be useful for the Government to undertake an assessment of the appropriate total assets test thresholds for the supported resident accommodation supplement (the current minimum threshold is $39 000).

Other second stage reforms
In the Commission’s assessment, the second stage of the implementation plan would be the appropriate time to introduce and bed down the remaining recommendations relating to the care and quality (chapters 9 and 10), catering for diversity (chapter 11), age-friendly housing and retirement villages (chapter 12), carers (chapter 13), the workforce (chapter 14), and regulation (chapter 15). 
Third stage reforms (five years and beyond)

Over the first five years of its implementation plan, the Commission has proposed a gradual increase in the number of places in both community and residential settings. At the commencement of the third stage of the reform process, the remaining supply restrictions should be removed. That is, approved providers in both community and residential settings would be free to supply the number of care services and residential places that they wish. Demand would continue to be limited, amongst other things, by the number of older people who had assessed entitlements to approved care.
Following the removal of these restrictions, the Government should commission an extensive public study into the implementation of its reforms and the state of the aged care system. Such a review would be informed by the increased availability of data and information under the mandate provided to the AACC. Among other things, the review should analyse and recommend:

· whether the consumer-directed system had developed sufficiently so that care and supported accommodation prices could be liberalised in certain markets

· any changes to the Accreditation Grant Principles, the Quality of Care Principles, and the Community Care Common Standards and other quality related arrangements
· any changes that may be needed to maintain fiscal sustainability

· any changes that may be needed to ensure access for special needs groups
· whether supported residents should receive funding directly from an entitlement rather than through a mandatory ratio applying to residential facilities

· the efficacy and cost of the proposed reablement service component

· any changes to the financing arrangements, including a thorough examination of the operation of the new financial arrangements.

The Commission further considers that the Government should announce a timetable for subsequent public review of the aged care system.
Recommendation 17.

 SEQ Recommendation \* ARABIC 7
In implementing reform, the Australian Government should announce a detailed timetable for changes and how the changes are expected to affect consumers (including carers), providers, workers, and the sector in general. In particular, the Australian Government should:

· carefully and fully communicate the design, objectives and implications of the reform measures

· be guided by the three-stage implementation plan listed in schedule A.
17.

 SEQ Heading2 5
What do the reforms mean for older Australians, their carers and service providers?
The recommendations in this report will introduce significant changes to the aged care sector. This section discusses the major implications for older Australians, their carers and for aged care providers.

Older Australians and their carers
The Commission’s recommendations will significantly improve the quality and quantity of aged care services for older Australians. As a result of the reforms, older Australians would:

· have ready access to general advice on ageing issues, as well as specific information about their local aged care services. This advice and information would be available from a range of sources that all draw from a national information platform run by the Australian Seniors Gateway Agency (the Gateway)

· be assessed for their care and support needs by the Gateway. They could also go directly to community-support services (such as meals delivery and community transport) which would continue to be block funded (or receive a Gateway referral to them) 

· receive an entitlement to services that matched their needs, and be advised of the price of those services and the details of approved providers in their local area

· be offered a care coordination service run by the Gateway and a case management service when needed 

· have a single, updated, aged care electronic record that means that they do not have to keep repeating their history and personal circumstances

· benefit from a new intermediate community care package between CACP and EACH as part of the transitional arrangements

· choose their preferred provider (quantity limits on providers having been lifted), having regard to the quality of services being offered, including the professional and relationship skills of the personal carers, the cultural awareness and languages spoken and the ability to negotiate timing of service delivery

· seek a reassessment of their needs if there is a material change in their circumstances
· be subject to a fair and comprehensive financial means test — based on income and assets — to determine their level of co-contribution for approved care and support services (whether in their home or in residential care), with a safety net for those of limited means and with a lifetime stop-loss for care co-contributions

· have access to a government-backed Australian Aged Care Home Credit scheme with a no negative equity guarantee to meet their care and accommodation costs if their wealth is held mostly in the form of their house while protecting the share of the equity held by a spouse/partner

· be able to retain their house and be confident that their spouse, dependent child or other ‘protected persons’ would continue to be able to live in that house, rather than be forced to sell their home in order to go into residential care, as is the case for some at present

· if in residential care, pay a basic daily fee (currently set at 84 per cent of the single age pension), pay their care co-contribution, and pay a daily periodic accommodation charge or equivalent bond, with a safety net for those of limited means

· retain their Age Pension if they sell their home to move to alternative accommodation (such as a retirement village, serviced apartment, or a residential care facility) and pay a lower capital sum or daily charge by investing the excess proceeds from the sale in a Government-guaranteed Australian Age Pensioners Savings Account scheme

· benefit from measures to improve the quality of aged care services, including through a quality assurance framework, better evidence and information, and a more competitive environment facing approved providers

· receive enhanced access to general practitioners at residential aged care facilities through an increased Medicare rebate

· be given every opportunity to maintain or regain functional independence (including reablement)
· be free to choose whether to purchase additional aged care services (including accommodation) beyond the minimum approved entitlement and meet the associated costs themselves

· be confident that the AACC is monitoring the quality of care by providers and the price of residential accommodation during the transition period to protect against providers exploiting supply shortages and is an independent avenue for examining consumer complaints 

· receive improved access to information about advanced care directives, with a link to the proposed electronic records

· get better palliative and end-of-life care through an assessed entitlement from the Gateway.
Aged care providers

The Commission’s reforms will involve significant changes for community and residential aged care providers, overcome current financial pressure points and create scope for individual providers to grow within an emerging competitive market. Good managers who meet the needs of empowered older people will have significantly more opportunities to be successful contributors to the caring of older Australians. Providers would:

· be subject to quality accreditation, but be free of any quantity limitations such as bed licences and numbers of care packages (with a five year transition to an open market)

· compete with other providers for clients who had entitlements to care and support services, subject to being approved providers of those services

· receive a price set by the Government for those approved care and support services determined through the assessment process by the Gateway (comprising a care co-contribution from the client and a subsidy from the Government)

· while meeting the approved quality and safety standards, and operating within the price set for the entitlement, compete on a range of dimensions such as the professional and relationship skills of their workforce, the cultural awareness and languages on offer, the quality of food and other services and their responsiveness to the particular requests of individual clients

· offer a range of additional services, at a quality and price set by the provider

· liaise with the Gateway on matters of initial assessments of client needs and entitlements, and be able to undertake subsequent assessments in response to a material change in a client’s needs, subject to a risk management audit process

· liaise with the AACC on matters of quality standards and assessments, complaints handling and costs of service delivery

· be able to access information from the proposed AACC regarding projections of future demand trends and ways to improve the quality of services.
In addition, providers of residential care would:
· be able to seek approved provider status for all levels of care and support delivered in a residential setting (with inability to meet the demands of specific residents being dealt with on a strict exception basis), with the distinction between low, high and extra service care being removed

· receive care payments for community and residential care set by the Government on the transparent advice and recommendation of the Australian Aged Care Commission

· charge all residents for their everyday living costs by way of a basic daily fee (currently set at 84 per cent of the single age pension) 

· set their own periodic accommodation charge for all new residents and, if desired, offer an accommodation bond of up to the equivalent amount, and publish those charges and bonds (with current bonds being grandfathered)

· receive a set daily accommodation fee for supported residents, based on the average cost of 1.5 beds per room per facility at a level designed to meet the value of that standard of accommodation

· be required to provide for a minimum quota of supported residents with a pilot scheme on a tradeable ratio obligation within the relevant region

· be able to offer a range of other services in their facilities, such as respite care, transition care, reablement, sub-acute care, rehabilitative and restorative care, behaviour management stabilisation, palliative pain management and end-of-life care, subject to meeting the relevant quality and safety requirements, and reaching agreement on prices and other terms and conditions

· access a transitional assistance package for small residential providers.

Schedule A
Implementation Plan

	Stage 1: expedited measures within two years
	Stage 2: within two to five years
	Stage 3: five years and beyond

	· Establish the Aged Care Implementation Taskforce and Aged Care Advisory Group

· Establish the Australian Aged Care Commission (AACC) and Australian Seniors Gateway Agency (the Gateway) 

· Transfer the Aged Care Standards and Accreditation Agency to a statutory office in the AACC

· Remove the distinctions between low and high care, and between ordinary and extra service 

· Require residential aged care facilities to offer and publish periodic accommodation charges and, optionally, equivalent (or discounted) accommodation bonds. Remove regulated accommodation bond retention amounts

· Introduce price monitoring for residential accommodation

· Increase the number of community care places by 20 per cent above the baseline established by the Aged Care Approvals Round, including the introduction of a temporary intermediate community care level between Community Aged Care Packages and Extended Aged Care at Home
	· Introduce the new model of care assessments and services entitlements

· Create the formal entitlement based aged care system, together with the block funded community support services 

· Finalise the major regulatory changes

· Introduce the new co-contribution and lifetime stop-loss funding arrangements

· Introduce the Australian Aged Care Home Credit scheme

· Set care prices and the accommodation charge for supported residents based on transparent advice and recommendations from the AACC

· Review the pilot scheme for trading the supported residents ratio obligations
· Undertake an assessment of the appropriate total assets test thresholds for the supported resident accommodation supplement

· Gradually increase the quantity of residential places by 10 to 20 per cent above the baseline established by the Aged Care Approvals Round

· Introduce measures to improve the quality of aged care services, including the promotion of transparency and accountability
	· After five years, remove supply restrictions in both residential and community care
· Commission a public review which would analyse and recommend:
· whether the consumer-directed system had developed sufficiently so that care and supported accommodation prices could be liberalised in certain markets
· whether any changes to the Accreditation Grant Principles, the Quality of Care Principles, and the Community Care Common Standards were required

· any changes that may be needed to maintain fiscal sustainability
· any changes that may be needed to ensure access for special needs groups 

· whether supported residents should receive funding directly from an entitlement and the need for a mandatory ratio applying to residential facilities
· the efficacy and cost of the reablement service 

· any changes to the financing arrangements, arising from a thorough examination of the operation of the new financial arrangements


(continued on next page)

Schedule A
(continued)

	Stage 1: expedited measures within two years
	Stage 2: within two to five years
	Stage 3: five years and beyond

	· Set region specific supported resident ratios for all new and existing residential providers (except those subject to explicit grandfathering arrangements) and introduce a pilot scheme for trading supported resident ratio obligations 

· Increase the supported resident accommodation supplement progressively to a level commensurate with the cost of an approved supported resident place

· Introduce the Australian Age Pensioners Savings Account scheme

· Conduct a public benchmarking study of aged care costs to initially set the scheduled prices

· Provide protection to existing recipients of aged care services through appropriate grandfathering

· Increase the release of data, information and research findings with the AACC having the responsibility for the dissemination of data as a national clearing house

· Introduce a temporary assistance package for small residential providers.
	· Continuing the increase in the number of community care places that commenced in stage 1
· Implement the Commission’s remaining recommendations relating to care, quality, catering for diversity, age-friendly housing and retirement villages, carers, the workforce and regulation.


	· an appropriate timeframe for a subsequent public review of the aged care system

· re-evaluate workforce sustainability. 




�	Note, under the Commission’s proposals, both community and residential providers would continue to be approved in order to obtain Australian Government subsidies.


�	See the separate Productivity Commission Inquiry into Disability Care and Support that is scheduled to present its final report to the Government by 31 July 2011. The Commission released its draft report for that inquiry on 28 February 2011.
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