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AGED CARE LEVY

I am one of only a few residential aged care providers still working in the sector who were present in
the early November 1997 day long meeting in Parliament House in Canberra when High Care
Accommodation Bonds, only very recently introduced into high care services, were withdrawn from
the sector. The cost to aged care in Australia has been high. So too the political cost of that reform so
early in the life of the then very new Commonwealth Aged Care Act 1997.

Since that time the funding of aged care in Australia has deteriorated to a point where I believe this
once world leading aged care system is now on the brink of failure. But this is not an insoluble
problem.

Along with the many positive reforms in quality assurance and service compliance comes the
requirement of the strong supporting pillar of adequacy and reasonableness of funding — funding that
is made transparent to the end user of services, their advocates, and providers alike. Our current
funding methodologies are complex, over regulated (indeed in many instances minimised by
regulation), and not transparent to the vast majority of Australian tax payers.

In addition, there are many aged care providers who still believe that accommodation bonds are the
dominant panacea to the funding problems besetting the aged care sector. I was once one of those
zealots who, for a considerable time post 1997, could not, or perhaps would not, think of viable
alternatives to accommodation bonds that could solve at least the capital creation problems we
confront today.

But times have changed, and so has my thinking. Having had the good fortune to travel to review
international models and services and learn about alternative systems opens one’s eyes and mind to the
possibility of alternatives that might just work in the Australian landscape. Iam always cautious
against simply transferring a system from another economy and social structure to Australia and
believing all we have to do is work at it to make it fit and behave the way we need it to. However, itis
just possible that the principles and practices of alternative financing arrangement found in other
countries might be essentially transferable if robustly considered with a mind set of “why not?”

That “why not” thinking led to some initial work by the Bethanie Group exploring different funding
options to improve the sustainability of aged care funding in Australia. Following some preliminary
modelling and analysis, I came to the conclusion that an Aged Care Levy used as a form of social
insurance to fund all aged care provided by the Australian Government would be the most
effective way of meeting the needs of our current and future older Australians. I need to
emphasise here that my proposal is that Australia introduces a form of social insurance to cover the
cost of care.
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In order to test the implications and costs of such a model, Bethanie engaged KPMG in January 2010
to undertake further high level research to test such an alternative model of aged care funding. This
approach to funding community and residential aged care — described as the ‘Bethanie Model’ in the
Report - is the culmination of just over twelve months effort by Bethanie. The Report that 1
commissioned KPMG to prepare sets out a high level analysis of Australia’s aged care system,
current spending on aged care in Australia, alternative funding models used by other countries, and
provides financial projections of future spending on aged care. I thank KPMG for their commitment
to this work

The Report examines the social insurance systems for care of the frail elderly in both The Netherlands
and Japan. It is known to me by comment from Dutch colleagues that the cost of social insurance for
all forms of health, aged and disability care in The Netherlands has now risen to 12.15% of an
individual’s taxable income, with a ceiling on payments. Furthermore, due to the continuing impact of
the recent global financial crisis the issue of rationalisation of services covered by this social insurance
is now under debate. The Bethanie Model would not require expenditure anywhere near to that
excess. Indeed it can be seen that the Bethanie Model considered in KPMG’s report is cost neutral,
involving no rise in the total cost of aged care for Australia compared to a ‘business as usual’

approach to funding aged care.

But there is no doubt that the cost of aged care in Australia will rise over the next forty years.
KPMG’s modelling of the costs of aged care — drawing on the projections of the Australian
Government’s third Intergenerational Report — predicts that total spending will rise from $12.5 billion
in 2010 to $162.3 billion in 2040. As economist Henry Ergas' commented in May 2010 at an aged
care workshop in Melbourne, “Aged care will be as inevitable and pivotal a part of life in the first
half of this century as we see Primary Schools today, and the development of those institutions in
the first half of the last century”.

The aged care financing system we currently have is not working and so a credible alternative is
urgently required to provide sustainability and ensure the viability of the aged care sector. In order to
determine the cost to the nation of introducing social “long term care” insurance, KPMG has
attempted to determine the costs of:

* community and residential care alone

e community and residential care and accommodation, and

¢ residential accommodation alone.

Finally, KPMG’s Report provides an indication of the individual impact of introducing an Aged Care
Levy by calculating its cost to Australia’s workforce as a percentage of both “salaries and wages” and
“total household income”. These impacts were determined using the ‘Bethanie Model’ developed by
The Bethanie Group In during this review.

The ‘Bethanie Model® described in the KPMG Report shows that introduction of an Aged Care Levy
(specifically designed to solely fund the costs of care services, as distinct from accommodation costs
which are assumed to be funded from user fees) would raise $8.9 billion in 2010, rising to $115.7
billion in 2050. When calculated as a percentage of average wages and earnings, the Aged Care Levy
would equate to 1.65 per cent in 2010, rising to 2.86 per cent in 2050. When calculated as a
percentage of total household income, the Aged Care Levy would equate to 1.41 per cent in 2010,
tising to 2.32 per cent in 2050. The additional cost of funding accommodation would be met through
government subsidies for supported residents and resident fees.

! Ergas, H. 2010. At a Deloitte Australia sponsored workshop, Melbourne, 27 May 2010. Alternative
funding sources for the Australian aged care industry.







”ﬂ ) Briefing Note — Aged Care Levy
23 June 2010
Page 3

Total costs of providing accommodation are expected to increase from $3.6 billion in 2010 to $46.5
billion in 2050. These figures were determined using publicly available sources of information, for
example, the 2010 Intergenerational Report, and Bethanie estimates of cost. The Bethanie Model
Aged Care Levy covers this cost of accommodation for supported residents. Under current funding
arrangements, the responsibility of funding accommodation for supported residents — estimated by
KPMG to be $1.3 billion in 2010 — is fully met by the Australian Government.

There will be comment that such a Levy is a new tax. 1disagree. Simply put, the Levy ring-fences L
the payments that Australian taxpayers are already making towards the cost of aged care. Clearly,
whilst this Levy is aimed at directing the appropriate amount of funds to aged care, we do at present
pay care subsidies from Government consolidated taxation collection revenues. What a new Aged
Care Levy will do is more transparently assist to identify the true cost of supporting care for frail
elderly Australians, and the capital required for safety net covered care recipients. Is the proposed
Levy set at an appropriately high level that it meets the cost of care needs, and provides a reasonable
basis on which to build sustainability of the aged care sector, are questions that require further
research.

In commissioning this Report, I am endeavouring to create robust debate about alternatives, bring
some more market-oriented thinking to the table, and, if adopted, continue to provoke discussion about
how more deregulated options for capital creation for those with means might be developed. 1
acknowledge that there will need to be policy and process developed around it, and would
enthusiastically welcome such a debate. Importantly, although the Bethanie Model would involve in
increase in residents’ fees (up from an estimated total of $2.9 billion collected by all residential aged
care providers under present arrangements during 2009-10 to $3.1 billion under the Bethanie Model),
this would enable an end to the costly and complicated accommodation bonds system (estimated to
have raised over $463 million for providers during 2009-10).

Finally, can the Government properly fund aged care into the future? If so, where will the finances
come from? Government should be setting parameters and policy to allow industry to properly
function. Therefore Government should be realistically recognising it cannot properly fund the care
needs of our ageing population and give that population fair warning of the future financing
constraints. Government should soon set up a scheme whereby that population can provide for itself.
Consequently the aged care industry prepares the service and capital infrastructure needed with
confidence that it can afford to pay its workers a proper wage and meet all the other costs of providing
quality care for the frail aged in our society.

_ Under the Aged Care Act (1997), aged care in Australia has been on a thirteen year journey. It has

" been difficult to solve the questions about recurrent and capital funding requirements in the aged care
sector, and we are not yet there. My aim with this report is to cause people to consider a different
solution to the overall funding crisis on our aged care doorstep. The next forty years requires a level
of thinking about systems and financing that exceeds the level of thinking and planning the aged care
industry and Government have applied since the late 1990s — hopefully this work is a catalyst to
provoke some of that much needed energy

I commend Bethanie’s work to you.

Wayne L Belcher
Chief Executive

WLB:WLB [1006]
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Disclaimer
Inherent Limitations.

This report has been prepared as outlmed m Sectton 2.3 of this report. The services
prowded_ m connect;on with this engagement comprise an adwsory engagement- "wh:ch_
' 1CE OF s.:ssuedbythe" _
Assurance Standards‘ Board and consequent.'y no melons or concfusmns mtended to
convey assurance have been’ expressed

The Bethanie Group Inc has full responsibility for:

o deterrining accounting treatments

»  sourcing appropriate legal and regulatory advice

* assessing the impact on banking and finance covenants

¢ assessing human resources and organisational structures, and

*  negotiating with.any third parties.

In 'relation fo financial analys:'s assistance, the Bethanie Group lnc accepts that:

. KPMG d:d not petfonn an-audit or review on the data and est.'mates w:thtn the
financial. analys:s therefore, th:s repart does not. constitute.an express:on of opm:on
or conclus:on mtended to convey assurance on, and KPMG ts not respons:ble for,

e fti is not poss:ble to. predrct future evenis or antic:pate all. potentlal circumstances as
_ e events may n _unfold as
expected ano' actual resu!ts ach.-eved for the forecast penods covered wﬂ! vary. from
the information presented and the variations may be srgmﬁcant '

» Baseline financial mformatfon and fi nanc:al ana.'ys.'s have been rewewed by the
Bethanie Group inc

The Bethame Group inc reta:ns fu!l respons:b:l:ty for the mtegn!y of the Mode! and the

Mode! made avar!able to us for the pu;;oose of tms engagement We accept no

responsibility for any subsequent chan_ges to final version of the Mode.' mcludmg
amendments: to formulae or. mput data.

Any ‘projections of ‘the-future financial performance of an entily are impacted by
numerous. factors that may mﬂuence the various components of the projections.
Accordingly, we have ‘not considered, nor do we conﬁnn underwnte .or guarantee that-
any outcome provided by the Model will be achieved.

~ 2010 KPMG, an Australian parmérship and a member firmi of the KPMG network of indapendent-
member ﬂrms aﬂitm with KPMG | Intematlanal Cogperative. {"I@MB Intematlonn]"}, a Swlss entity,
Al rights ressrvad, L
mmmmw;»mmwamw
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The scope. of the engagement did not mclude vem" catron that recommended actrons
that may. resuft ﬁom our work were rmplemented into any subsequent rewsed vers:ons

of the Model beyond the final version referenced above.

Our analys.'s does not constrtute advice on whether the Modef rs ‘f t for: ptitpose’ in

respect of the operat:onal and financial chamctenstrcs of the Model for the Bethanie

Graup Inc’s pwposes

No warranty of complefeness, accuracy or _rellabrmy is given. rn___re!atron to the
| the information - and ‘doctmentation
prowded by, the Bethanie Group Inc’s’s management consuited as pan‘ of the process

KPMG have indicated within this report the sources of the. mfonnatron prowded We

have not sought to rndependent!y verify those sources ‘unless otherwise noted within
the report. :

KPMG is under no obligation in any circumstance to update this report, in either oral or
written form, for events occumng after the report has been issued in fi nal form.

The findings in this '-re_pqrt'hava- been formed on the above basis.
Third Party Reliance |

This report is: sole!y for the puipose set out in Sect.-on 23 0of thfs report-and has been
written for the information of the Bethanie Group Inc. It is not 1o be used for any other
purpose or distributed to any other party without KPMG’s prior. written consent.

This report has been prepared at the request of the Bethanie Groiip inc in’ -accordance
with the ferms of KPMG's engagement letter dated 10 February 2010: ‘Other than our
responsrbthty to'the Bethame ‘Group. Inc nerther KPMG nor any member or empfoyee
of KPMG undertakes responsrbrllty ansmg in any way: from refiance placed by a thrrd

party on this report. Any reliance placed.is that party’s sole responsibility.

We understand that this - report may be pubf;ciy released. Our engagement was neither

pfanned nor conducted in contemplatron of the: purposes for which the third partres may

access this réport. Accordmgly third part!es who access’ fhrs report: may" not place

reliance on- the resuifs. and findings contained in this report KPMG shall not be liable
for any Iosses ciatms expenses actions demands damages I:abrlrt_:es or any other

©2010 KPMG, &n Australian partnership and & meniber firm of the KPMG network of independent. -
memberf s affiliated with KPMG International; Coapemtwe {“KPMG International”),: a Swiss enttty
) Al nghts reserved.
KPMIG mnd the KPMB logomregrstaediradermrh of KPMG lntmnatmnal
L:abll‘ ty hmlted by a scheme approved nndar Professmnal Standards Legns!ahan
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Executive Summary

As our population ages over the next 40 years, Australia’s governments and the aged
care sector wili be faced with various chalienges in meeting growing community need.
The Bethanie Group Inc (Bethame) ~ one of Westem Australia's largest aged care

prowders has been explorzng different funding options to improve the sustainability of

aged care fundmg in Australia and has undertaken some preliminary modelling and
.analy51s Bethame s wom has 1dentlﬁed that an Aged Care Levy on. elther salan&e and

SENICBS

Bethanie engaged. KPMG in January 2010 1o’ undertake further research to. fest-such

an altematwe modei of aged care: fundmg ThiS F‘nal Report sets out an analysus of

system sethng out key d:rect;ons for: the Australian Govemment m aged care and
considering the Impact of the National Heaith Reform Agenda it hlghilghts a range .of
trends, strengths and weaknesses of- the emstmg Austraiian aged care modei that
policy | makers need to plan for

Key issues for the. Austrailan aged care- system to contend with mclude

e the current lack of ﬂexlb:hty

« inefficiencies;

» financial viability and sustainability of aged care providers; and

o the future demands an ageing population Wiliﬁ_place on these.

Demographic changes will see total government spending grow between 2016 and
2050 from 22 per cent to 27 per cent of GDP. This growth will see spendlng exceed
revenue by 2.75 per cent of GDP2.

Whereas recent aged care reforms have concentrated on quality and accessmlllty the

chal[enge over the next 10 years: will be: eensuring the viability and cost effectiveness of '

the: aged: care sector and adaptmg ‘aged care fund:ng tothe growth in.demand for care.

! Australian Government. A ‘Healthier: Future for alIAustrahans Final Report of the: Hosp:tal and Hea!th
Reform Commission. June2008.
2 commonweaith of Australia. Australia to 2050: future challenges. Attomey-General's Department;
Canberra January 2010,

© 2070 KPMG, an Atsizalian paitnersh:p ‘and a-member firm-of the KPMG nétwork of independent.
‘member firms affiliated with KPMG Intemnational. Cooperauve “KPMG Intematmnai“}, &'Swiss entity.
) Altrights reserved..
_KPMG and the KPMG lognaremgzﬂeredtradennrksnfm Intemational.
Liabihtv ||msted by a scheme approved under Pfcfesslonai Standards Legaslatnon
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1.2  Funding of the Australian aged care system
Sectron ‘4 of the report seeks 1o ‘document. the fundmg of the exrstrng aged care
programs in Australra over the penod 2004-05 to 20084)9. This -analysis is used to

explore: Bethame S est;matrons about current fundlng and 1mplrcatrons for future fundmg
requrrements

KPMGs mvestrgatlons show: that fotal aged care expenditure by the Commonwealth
state and territory governments:in 2008-09 was: approxrmately $9 biltion.

1.3 Attemative approaches to funding the aged care system
- intematsonal comparrsons

Section 5 of the report hrghirghts altematrve approaches to the funding and delrvery of
agecl care services by ‘examining the: Dutch and Japanese health and -aged care
systems The Nethertanﬁs and Japan fund their health and aged care systems using
mandatory social i insurance schemes. This section identifies the Dutch and Japanese
system charactenst;cs strengths and weaknesses and. applres these: leamzng s to-the
de!rvery of aged care in Australia.

: Mandatery socral msuranee schemes ‘such as’ those seen in the Nethertands and
Japan can delzver heglth and aged care setvices ‘with full populatron coverge at
relatwely lower cost fo government than th'e 'A'u'st'rahan model" Competition between
insurers and providers in- Netherlands is ‘reported to drive . system efﬁcrencres and

consumer choice and may offer a viable chorce for Australia.

The mtroduction of a: mandatory socral insurance scheme in Austratra would however,
regulatory bodres Ata m;mmum there would bea n'eea for

* appropriate regulations; |

»  measures to ensure quality; choics and equity;

» arisk equalisation mechanism; and

« sufficient competitionto 'dgr'ive-'ef'ﬁci'ency-":in -the"-rnarket. '

Policy makers wotuld need fo determine whether individual insurance contributions
would be- added to a'national’ funds _pool ‘or aliocated to superannuation-style pérsonal
accounts. The former. optron ~ which walld' involve less ‘change could be: funded

through the introduction- of an ‘Aged Care Levy’ co!lected from ‘Australian workers to
provide quarantmed funds for allocation to aged care services by the Australian

*vandeVan W & Schut FT. “Universal Mandatory Hea!th Insurance In The Netherlands A Model Fpr The.
United States?”. Healtfi Affairs, vol. 27, no. 3;.2008: pg 171-782

2
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Government. The altemative fundlng model. proposed by Bethame is m Ime with thls
approach fo fundmg

14 Financial projections

Section 6 appties the‘Bethanie Model" fundlng option to conditions in Australia over the
next: forty years:in order {o test the lmpact of the introduction of an: Aged Care: Levy on
funding sustamablllty The results of the ﬁnancial modelhng .of two scenarios for the
years 2010to 2050 are’ provrded The two scenarios modefled are

1. an’As Is’ scenario; and
2. a'Bethanie Model’ scenario.

Under the two models, expenditure has:been split: ;nte costs relatmg to care’ and costs
reiatmg to ‘accommodation*’.

The financial modelling shows that under an ‘As Is* scenario, the total cost fo
govemment of funding aged care WIII increase from a total of $9 6 bltllon in 2010 1o an
estimated ‘$124.9 billion in 2050. Further detailed analys;s found that the cost to
government of funding commumty care programs is pro;ected to rise from $2.7 billion in
2010 to $35.0 billion in 2050. The cost of residential aged care will also undergo
considerable growth over the same period, and pro;ected to rise from $6.9: biltion in
2010 to apprommately $89 8 bllllon in 2050. During the same perlod total res:dent
fees and bond income. collected by resrdentlal aged care provrders are: pro;er:ted to rise
from $3.0 billion in 2010 to $37.5 billion in 2050,

In -contrast, the ‘Bethanie Model" shows that mtroductton of an Agect Care Levy
(specnf caity de5|gned to solely fund the costs of care. serv:ces as dlstlnct from

201 0 nsmg to 2 86 per cent |n 2050 When calculated as a pereentage of total
income, the Aged Care Levy would: equate to 1.41 per cent in 2010, rising to 2. 32 per
cent in‘ 2050 The additional cost ‘of funding aocommodatlon would be met through
govemment subsidies for supported resrdents and resident fees. Total costs of
prov:dmg aocommodat:an are expected to mcrease from $3 6 bllaon in. 2010 to $46 5
billion in 2050, '

care costs’ refemng 1o, the costs of meeﬁng the care needs. of residents’ (: e. malnly belng hurnan
resources and medical supplias) and ‘accommodation costs’ referring £ ) cosm suchas. hotel-type services,
cost of food, utilties and capttal aintenance.

3
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1.5 Potential strengths and weaknesses of the Bethanie
model

Accordmg to the Bethanie Group, the potential strengths of such a model for fundmg
aged care include:

¢ a. mechanism for: funding ‘current. and future aged care requ1rements that is
_transparent and prowdes clanty for: taxpayers wh[ch may ;ncrease the Ilkehhood of
public: support for the levy; .

o certainty. amongst service providers that finding will be avaliable which should
promote. !ong-terrn deClS!On makmg,

o greater flexibility and responsiveness to market forces in the provxsron of services to
meet demand (WIthm boundaries set by Govemment)

» simplification of funding for aged care services, and in particular the cessation of

the aged care bond system;

L] removal of pressure: on: govemnment to fund nszng aged care: costs through general
taxaiion and

o greater understanding amongst the public as to the true cosis of aged care over the
shart medium: and long term.

We have- ldentrﬁed some. potenttal weaknesses assoctated with such a model. These
meiude the:

s need for future fundmg of ‘accommiodation-related costs: through direct payments
made by service users: (resndents) at the fime of & semce Pprovision;

'« continued role of government as the primary funder of aged care. (in contrast with
the Dutch and Japanese systems)

« the need to. offset the loss ‘of income: from. bond holdmgs with an increase in
resident fees and

. oontlnued reliance on the working populat;on rather than by sennoe users o bear
the costs of a Iarge proportion - of future: aged care. Demograph:c changes will
mean that th;s pressure is instead set to increase.

1.6 Issues for further consideration
Given the i issues discussed above, there are a number ofi lssues that should be
considered when undertakzng detaﬂed ana!ysrs of the potenha[ strengths and.

weaknesses ofthe: alternative. model of aged care. fundmg proposed by Bethanie:
These mclude the foliomng _

@ 2010 KPMG, ah Ausiralian parmersmp and a memberfirn of the’ KPMG network of mdependent
membet firms affiliated with KPMG' International: Cooperat:ve (*KPMG Interniational ™}, & ‘Swiss.entity.
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. 'Should ring-fenced aged care funds be invested over the ]ong—term {iniine with
superannuation funds ora 'future fund’) or srmply expended in the year they are
raised?

¢ Would an Aged Care Levy better be drawn’ down inio & common funding pooi or
into personal aecounts (srmilar to. superannuatson)?

[ 'Woutd a Dutch—style mandatory social i msurance scheme, in’ which consumers
purchase aged care products from eompeﬂng private sector lnsurers produce

greater efficiencies and cost. effectiveness?

» In circumstances where a taxpayer dies prior to drawing down from the aged care
fund, would their contributions be paid-out to?

o How will the system be administered under the proposed fundmg model and whlch
agency ! agencies would be responsrble for this?

« Due to difficulties in confirming actual total costs of the provision of providing aged
care services {due to the large number of provzders) the financial modellmg '
undertaken by KPMG of the Bethanie Model: relies on ‘the assumption that the fotal
costs of providing aged care services in 2009-10 s equal {o the income: recerved by
service providers from sources such as government grants, residents fees and
bond interest and rétentions. Grven mdmatsons from aged care provrders and some: -
research that actual costs of provrdmg care may exceed the i income avallable to
providers, further research to determing the true costof delivering aged care wouild
benefit the sector.

Eurther consideration of these issues will be requrred as more detailed analysrs of an
_Aged Care Levy approach to fundlng aged care is-undertaken in the future '

B 2010 KPMG an Atistralian partnership and a member firm of the KPMG network: of mc!ependent
member firms effiliated with KPMG Intemational:Cooperative (“KPMG International”},: a Swiss entity-
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Background

21 Aged Care in Australia - A road to nowhere, ora Ilght at

the end of the tunnel?

The CEO of the Bethanie Group |
htled “Aged Care m Austraha A '

; produced a thought Ieadersh;p paper in _May 2009

is charactensed by

o fragmented payment systems. between State -and. Federal funders (commumty
care);

. ;ncreasmg dlsharmony between the Department of Health and Agexng (DoHA) and
-aged care prowders

o insufficient recurrent revenues;
* insufficient capital creation reventes;
o excessive red tape and complexity; and

'._.- at Ieast 40 per cent of resu:len’ttal aged care prowders fallmg to break—even in real
terms.

Bethanie has estlmated that the current costs of aged care in Australla o the Australian
Government’ (DoHA) are.over. $1 1.3 billion per annum. The main fundmg sources for
the sector are. the: Home and Commumty Care (HACC) Commumty Aged Care

Home Dement:a (EACH D) and Aged Care Fundmg Instrument (ACFI) programs

22 An' alter'native f'u"nding m‘ode!" The 'Beth'anie Model

Australia’ document Bethame proposed an altematlve fundmg model under whlch the
proport;on and quantum of recurrent: fundmg prov:ded by DoHA would significantly be
reduced by implementing an Aged Care Levy 'on.wages and salaries to fund all aged
care services.

modezs that could be used to fund aged care Eady ﬁndmgs were that the development :

of an Aged Care Levy would be the most efficient mechamsm for: funding current and
future re5|dentral aged mre lmtlai modeilmg by Bethame mdicated that the ieve! of

pnces
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KPMG has been engaged by Bethame to undertake further research and analysu; to
test such an altemahve modetl to fund future aged care costs

23  Scope of work

to Government on an alternative funding model for residential aged care in
S Australla based on a quarantined levy on wages and: satanes

S't_a_gé 2 Thls sooplng study was followed by a detalled analysss of the proposals put

funding proposa! that is supported by the necessary ﬂnanmal modeihng and
-pru;ect:ons Th!S work ‘was des:gned to ensure that any subsequent

‘| The detailed scope and methodology for this projer:t' is set out at Apgendix-A--.--1 .
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Australian aged care system

Thfs chapter provides a tugh level overview: of the Australlan aged carg system settmg
out key. directions for the: Australzan Govemment in aged care and consldenng the
tmpacts of the National Health Reform Agenda It hlghllghts the. trends, strengths and

weaknesses of the exustlng Australran aged care modei that pollcy makers needto: plan
for,

+ Care .deli_vered in the_ home, referred to asf"-*bommun’tty:;bawd ‘care’;

» Care delivered in-a residential aged care facmty ‘which is classified as either ‘low

care’” or ‘hlgh care’. lLow care covers provision of aocommodat:an irvmg support.

and personal care. ngh care covers these plus nurslng and palliative care: and
provides full-time support; and

» Care delivered in the medical settmg (e.g. hospital, specialist, primary health care)
Carein the: medlcal setting is not consu:[ered by this: report.

Dunng 2008-09, 211,345 people recewed permanent residential - care in aded care
homes and 41, 873 received short-term respite care in aged care homes. This equated
to about eight per-cent of the popu!ation aged 65 and over. A further 64,111 people
received home or commumty based care in lieu of re5|dentla| ‘care, 12,635 received
transition care on d|scharge from hosp:tal and about 862 400 mdnnduats received
HACC.

were Ioeated in 2,783 aged care hornes dehvermg resudentual care wh;ch had an
occupancy rate of 92 9 per cent over 2008-09 Occupancy rates were 93.8 pef centin
2007-08 and 94.5 per centin 2006-07, indicating a decline in occupancy. rates in. recent
years.

The majonty of the services were delivered in major cities, with the remainder located
in regional and remote. areas. Aged care services have: hlstonwtly been prov;ded bya
range. of not- for—profit and private enterpnse orgamsatlons which “are ‘in tum
represented by a number of peak bod:es at hoth the state / territory. and natlonai Ievels

In servsmng these needs; the total Australian- Govemment expenditure for. agemg and
aged care. dunng 2008-09 was $9 1 billion. Of this total; the Australian ‘Govemment

allocated a little under- $6.5 biflion through the payment of subsidies and supplements

Austmhan Govemment Depafiment of: Health and Agemg Report on the Operaﬂon of the Aged Cane Act
19971 July ; 2008 030 June 2009 Commonwealth of Australia; Canberra: 2009a; Aecessed 20 April 2010
at’ www hea!th .ov Al ntemetlmalnl uhlishm nstContentfa : _e:n. -roaca-os-toc-vcht:
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to. approved ‘providers of residential ageci care based ‘on an aged care ‘service
assessment of each res;dent S level of care.. :

3.1 Key dire_c_t:_o_ns for the Australian Government in aged
care

The: Austrahan Govemment aims. to ensure that all. fralt older Australians have timely
access to appropnate care and support services as. they age. by prov;dlng lnformatlon
assessment and referral mechamsms' needs~based planmng arrangements ‘support
for special needs groups and for carers; a chome of service types ‘and high quailty
accessmle and affordable care: through a safe and secure aged: care: system“-

Concems around qual;ty of wre and accesmb;llty were ﬁrst addressed through the
Aged Care Act 1997. Greater ﬂexlbmty in: residential care. support was achieved
through bringing together the nursing home and hostel sectors; thus allowmg provaders
to offer both' h:gh.'and Iow care, and (for the ﬁrst tlme)_, enablmg agemg n place “This
reform was follow: - devek , rated qua_:ty assurance framework.

Structural reforms-_have aiso mcreased the availab:hty of care in the commumty while
new funding amangements. have been introduced to: suppert the overall sustalnabllity of
the: residential care sector:

The Australian Government's aged care policies have continued to reflect:

e afocuson quallty wath ongomg accred;tatlon of reSIdentlal care prov:ders and new

quailty assurance. mechanisms: w1th|n ihe commumty care sector demonstratlng the
Govemment's;commitment to best care;

» an emphasis on tncreasmg the v1ab|l|ty and cost effectiveness of: the residential

care sector (and more recently community care. provision):

» increasing choice: for older: peop!e with-the expansion of communlty care optlons
reflecting the demand for a preferenoe fo remain. at home as long as possible; and

Strategy far Commumty Care The Way Forward)
Key reforms that‘:havfe. .r'écenﬂy shaped residential care in Australia have included the:
. 2003 Review of Pricing Arrangements in Residential ‘Aged Care (‘The Hogan

Review); which oonciuded that there were. oppurtunitles to improve the quahty and
cost effectiveness. of care for older Australians with key challenges in terms of

[
http.l!m:w agedcareaushaﬁa gov. auimtemeﬂagedmre!publishing nsf!ContentlAged%z{)care%zom%ZUAu
strafia
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snmultaneously malntainlng affordablllty ensurrng equity of" access upg’r'ading the
quality of care; and increasing the efficiency of: prowders

Australian Government’s . response o the ‘Hogan Review. The Australian
Government responded first in- 2004 with' the '$2.2 billion package Investmg in
Austral:as Aged Care: More Places, Better Care and more recently in. February
2007 with the $1. 5 billion package Secunng the Future of Aged Care. The

-packages focused on- support!ng the: sustamabllzty of the residential .care system

while i increasing the avallablllty of. oommun;ty care: optlons 1o enable older people
: 'to remain in thelr homes foras long as possrble

Aged Care Fundmg lnstmment (ACFU wh;ch was developed in response to

new fundlng mstmment for basic subSIdy in re5|dent|al aged care from 20 March

- 2008. The' ACFI is‘a resource allocatlon instrument which is usedto: help detemune
‘the level of care required by residents. The ACFl focuses on care needs related to

day—to-day, hlgh frequency care This -approach is. appropnate for measunng the
_ : ) ‘ th F'

the ﬁnanc;al entrty that IS respons:ble for delivenhg the care serwces (e g the aged
care” home) Once applied across ‘all residents, the: ACFl is intended to provide
sufficient precision to determine the overail relatwe care needs proﬂie of: the entity
and the related fundlng, and

Building Cerfmcatron deadjine. The December 2008 cerhf cation deadllne mandated
certain llfestyle amenlty requlrements in bwldlngs approved for resrdential aged
care, addressing the' maximum number of residents per room; ratio of residents to
bathrooms, showers andtoitets, and spacé and’ d:gnlty fequirements. The more
lmportant requrrements have beén around fire- and safety matters. Faciliies that do
not achieve a minimum score for these matters .can fail cerlrﬁcatlon Thls policy
may have assisted recent lndustry consolidation.

The contmurng challenge for the Australlan Government will ‘be to. keep up with the
mcreas;ng ‘costs: of ‘Care:as we!l as supportmg the sustamablhty of the residential aged
care sector across Ausfralian. Some of the issues that the Govemment will need to
consrder when oonstdenng the: future resourcing of the wzder aged care’ syslem mclude

ensuring l:ha_t bot_h.q_.ua_llty and ‘choice are_-mal.niamed;
the impact of the new Aged Care Funding Instrument on provider capacity; and

the impact that new regulat:ons ‘will have on providers (e.g. bu:ldmg certrﬁcation
food aufhonty standards and new’ regulatlons around elder: abuse):

At the same time, changes to Australia’s demography as the populatlon -ages are
mtroducmg new challenges for the aged care sector. “The most recent Productmty

10
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Commission fewew of aged care m Australta noted that the most recent: trends in

. '_ijncréasing numbers O.f older Aust_?ﬂai_ians 'requ_ir_ing ‘care;,
+ greatr reliance on user contributions:

» increasing emphasis on community care;

» greater proportion of residents in high level care;

. decreasmg numbers of smali resuientlal facuhhes ‘and

. increasmg mvestment by pnvate for-proﬁt provsders

The transstion of the cohort of ageing ‘baby: boomers through the aged care: system well'
provide a key chalienge to the sustalnabtlrty of the aged care- sector over the next 40
years and especially dunng the years 2030 fo. 2050 as this enters the: resudenhat care
_se_tt_ing The Govemment's third Intergeneratlonal Report8 (IGR3) states that the
number of people aged 85 and over is expected to more than quadruple over the next’
40 years, from 400, 000 or 1.8 per cent of the. populatlon to 1.8 millionor 5.1 per cent of
the populatlon by 2050. At the same time, ‘the number of workers in the eoonomy 1o
support our older Australians will fail from five workmg—age people per aged person
today to 2.7 workmg-age people per aged person.- These ageing and heaith pressures
are pro;ected 1o result in an increase-in total govemment spendmg from 224 per. cent
of GBP |n 201 5-16 to 27 1 per cent of GDP by 2049—50 Consequently, spendmg is

ad\ﬂses

An ageing population will have consequences for economic -growth .and
govemment finances: The chailenge is to develop responses that wilk mrhgate
these consequences in: 1the most effectwe way- and mlmmlse the srze of the
adjustment costs in the future: :

3.1.1  Impact of the National Hea!th Reform Agenda

National health reforms: have dominated the recent heaith and political agenda in
Australia. Dn 20 Apnl 2010 foliowmg ooncius:on of the 29™ Council -of Australian
Govemment (COAG) meetmg, a number of szgmﬁcant health reforms were
announoed

7 Producﬂvt{y ‘Commission: Trends in Aged Care Servlces .some :mphcatlons c:ommfsslon Research
Paper ‘Productivity, Commission; Canberra: 2008.

{:ommonweaim of Australia, 2010 -0p cit. .
J Councll of Austraﬁan Govemments Coun_ ofAustraI;an Govemmen 'Meetmg, 19 & 20 Aprll 2010
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These reforiis include a ful[ takeover of funding responsmmtles of aged and primary

care by the Austrailan Govemment wh;ch will include transferto the Common realth of

current resourcing 1 for aged care services from the Home and Commumty Care (HACC)

program: (exoept in V‘ctor:a) The Commonweaith announced an additional investment:
of $739 million for aged care, mclud:ng -$280 million to the state and temtory'

govemments for those’ elzglbie for aged care who are staying a iong time in public
hospitals. This mvestment will - support around 5000 places or beds and1,200

packages of care by 2013:14. The Commonwea!th will-also. establ:sh a network of' '

one—stop shops for people needmg mformatlon and access to aged care COAG
approval processes to ehable aged care facmtles and p[aoes to become operatlonal
more quickiy.

Network wh[ch wﬂi fund pubﬂc hosp;tals through approx:mately 90 Loca! Hospltai
Netwerks and the 1ntroduction of pnmary health care organ:sailons to be known as

gaps in deﬁned reglons

3.2 Strengths of the exlstmg Austrahan model for dehvery
' of aged care services

The Australzan aged care model 15 increasmg!y focuss;ng ‘on delwenng care in the
home for as- long as possmle ‘AS models of care and capacity . through
muitldismpimary teams have ;mproved caré has become more effective. in tum, this
has allowed delay in ‘admission to residential aged ‘care. facmtles Assessment
processes. have been focussed on ldentlfylng people’s care needs, an approach that
enables older people and their family to consider the- most appropriate care options.

The Australian system is: also characterised by an emphasis on quahty Care provision
is tlghtly regulated and- ensures number composmon quatlty pnce and Iocatlon of
plaoes

raised abot excessn_re_ l_'egulatlon
and admm;stratwe burden resultng from quahty comphance measures

'Whlle the oosts mcurred by around a thlrd of res:dentlal aged care res:dents are bome

84 per oent of the age pensmn and |s arguably a transfer payment by the Australian
Government), the vast majonty of resldents pay some part of the charges assomated

% Bruen, W, "Aged care in Australla: past, present and fuiture”, . Australasian Journal or Ageing, vol. 24, no.
3 pp 130—133 2005 :

"Prowd' ing. Aged ‘Care; the case for reform” Agenda: a Jounal of Poﬂcy Anaﬁrsis and Reform,
vol 16 o, 2 pp -21-44:20089,
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populahon many older Australrans wﬂl be able to reap the benefrts of our
superannuatlon potlcles a_nd strong economrc ] performance The Productivity
i of older Australians will benefit from
the hlgher levels of mcome weaith requnre to pur_ ase aged care services.. - This
group represents the wealth est households in. Austra!ra wrth a net wodh of: around
$381,000 on average, compafed to about. $292, 500 on average for all Australlans

3.3  Weaknesses of the exrstmg Australian model for
delivery of aged care services

A number.of reviews have been undertaken: whlch identified key weaknesses in the
existing - Australran model for the dellvery of aged care Services. These key
weaknesses mcluded _

» alack of consumer choice;

e alack of responsiveness to customers;

« lowincentive to invest;

« low economies of scale; and’

+ poor financial viability.

These issues are considered in more detail below.

Lack of consumer chorce

Aocordmg to Bruen and Ergas“ consumer cholce among subsrdlsed services. in
Australia is severely fimited, ‘with the. ma;orrty of ‘people compeiled to take the first
available service due 1o a lack of options. However increasing supp!y to. enhanoe
chorce W uld Vc_a Se. ‘homes 1o operate with' less than 100 per cent occup: and
] : There is httle real opportumty for people to move hetw -.aged

care servroes ahd people often. feel they must take: ‘the first avaﬂabie place rather than
wart for therr preferred facmty especlaliy if they are wamng in hospltal

Lack of responsiveness fo customers

2 productivity Commission, 2008, op ¢it-
3 Bruen, 2005;.op ¢,
" Ergas; 2009, opclt.
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Ergas goes on fo. argue that there is llttle mcentwe for aged care prowders ¢ ;__be
means they are a captlve market Government regutatlons mean that prov:ders oannot
SImply open’ ‘more- beds or fac:lrtl&s in order {o increase’ ihelr market share further
blunting the drive fo at_tr ict clie "'ts through innovation and quahty Ergas considers. that
‘the consequ  ‘of these re ctlons zs pers:stent productave ineffi "ency” ln tum
_[ack of choice leads 1o price co

|hcluding allocatwe tnefﬁcle____y-.- as plaees may not be: allocated 0: :those wgo -most
vatue them :

Aocordmg to Ergas govemment control over price means there isa longer—term risk
that prices will not be. allowed to reach’ levels ‘that cover efﬁcuent costs. Agaln
meentwes to invest are: reduoecl especially. where ‘the cost of dellvenng services is
hlgh e.g: rural and remote areas. The market.is. unable to. respond quickly to the need

for more places when and where they are needed, and _providers ‘are unable ‘or

unwilling to make long—term mvestments in thetr busmesses

As: a consequence-of the |ssues raised above, Ergas states that the. residential aged
care industry continues to be charactensed by a high propertion of small prov;ders with
the. average prowder operatmg 2.3 aged—care homes and 128.1 operatlonal places (as

at June 2006). 65 per cent. of prowders operate just one home and 71 per cent of

prowders operate fewer than 100 places, Furthermore many prowders_ seemn to be

unable to break this cycle bemg too small-or restncteci by govemment regulation to
achleve economles ‘of scate

Poor financial viability -

Ergas ooncludes that the current system is'not sustainable wnth provzswn of hlgh care
dependent Of Cross: subs:disahon from low care, where. bond payments provrde extra
income. As demand: for hsgh care outpaces that for low care, sustalnabtlliy will beoome
even more. tenuous

Busmess surveys 'such: as: the Grant Thomton Aged care survey support Ergas
eonclusrons The. Iatest survey report notes.. that residential aged care ‘providers
throughout Australia are expenencmg low and detertoratmg financial returns at a'time
of unpreoedented demand for high care services. tnfrastructure rules aimed a unlt ng
the number of resxdents sharmg facmtles have resulted ina dramatlc slow down in new
residential care developments while consumer are: seekmg modern accommodatlon
However, changes to the- fundmg brought by introduction of the Aged Care Fundmg
Instrument (ACFD), which redistributes. govemment fundmg from low to high ‘care, is
drmng facility diversification and better enabling care in' place.

* Grant Thomton: Aged Care Siirvey 2008: Secorid Repoit. -Grant Thormton; Australia: Janiry 2009,
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Bruen stated that Aged Care Assessment Teams (ACATs) rieed to be able to respond
far-mor "ckly to. need Better tralmng, clearer delineation of eligibility criteria, more
independence from’ hospttat policies on . treatmg the aged ‘and better liaison with
provrders all need to be addressed.

Bruen aiso beireves that mprovmg coordmatron across sector boundanes rs another

oﬁen do not appear to be aware cf prevrous (o ._.concurrent) treatments T h .
occurs across all sectors. — from general: practitioner to ACAT from hospstal to
communrty care, from communrty care io- reszdentlal care from hosprtat care to
residential care.

Summary

s About erght per cent-of the populatron aged 65 and over is receiving some form .of
aged care The majonty of care :s delwered |n the home or eommunrty sethng, iess

settmg There rs a trend tcwards deitvery of more care in the commumty sett;ng

e Last year there were 228,038 operational aged- care places in Australia, This
included 178,379 residential places. Occupancy rates were 93 per cent:

+ Demographic. changes mean increasing numbers of older Australians require-care.

The need for care will acceterate over the next forty years as the baby boomer-

generation ages In resrdentrat aged care, there isa trend to more care detlvered
as hlgh care:

woﬂung age poputaaon wall shrmk as a proportron of the total populatron Total
govemment spendlng oh hea!th and. aged care.is expected to grow from 22 per
cent of GDP in 2015-16 1o 27 per ¢ cent by 2049-50. Spendrng will exceed revenue
by 2.75 per cent of GDP.1n340 years time.

L] The baby boomer generatlon represents the weatthlest hotuseholds rn Australia,
et worth of around $381,000 on average oompared to about $292 500 on
average for-all Australians.

1® Reforms over the last 15 years- have: concentrated on lmprovmg the quality and

accessrbmty of aged care. Moare recent: refonns have armed o improve the viability
and cost effectiveness: of the re51dentlal care sector.

¢ Government regu!atron of residential aged care: ptaces is stlﬂing the responsiveness
of aged care provrders to market forces, Ieadrng to limited mvestment and a lack of
choice for consumers: Financial wabrtrty is a concern for many aged care
providers,
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Fundmg of the Australian aged care system

Thls chapter of the report seeks to -document the fundmg of exrshng aged care
programs in Australra over the penod 2004—05 to 2008-69 This 'analysrs is used to

requrrements

41 Historical fund:ng of current Australian. Aged Care
programs

The aged care programs that will be examined below are:
+ the Home 'and Comimiunity Care program (HACC),
» Community. Aged Care Packages (CACP);

» the Extended. Aged Care at. Home (EACH) and Extended Aged Care at Home
Dementla (EACH D) programS‘ and

» Residential Aged Care funding.

‘411 Home and Community Care program (HACC)

Governments” funding contributions for the HACC program’ are ‘agreed annually
between the Australian Govemment Mlnlster for Agemg and the relevant state or
terntory mm:ster and include an indexation factor app!red to fundmg provrded in the
prevrous financial year, -as’ determmed by each’ government.

In addition; both levels of government contribute a reaf growth component fo the HACC
program funclmg Austrailan Govemment growth fundlng for the- program is dsstnbuted
among. the states and temtortes usmg an equalisation strategy, toer _.ure that all per
capita funding for the program is the same across all jurisdictions by 2010—11

Dur;ng 2007:08. 835, 269 clients recewed HACC services. Fundmg fromthe states and
the Australian Government totalled $1.652 billion. 3, _3{3_9 HACC _fx_rnd_e_ci ‘agencies
prov:ded seqvices. - o .

16

Al r:ghts reserved. .
XPMG and the KPMG logo are reg:mmdnadamhofmmmmmar
Lrabﬂlty hmlted by a scheme approved under Professtona! smndards I.egrslanon

M
[
5




7
)
;
il

1
!
!
i
-]

The Bethanle Group

M : Aged Care in Australia- A'Scoping Study

Heaith and Human Servfees ‘Practice
June 201 0.

Table 1: HACC funding for 2007-08"°

Australian State and Total program Percentage

Government territory funding increase (inch.
funding funding indexation 2.3 |
$m $m per cent)

vic 246,835 164,831 421,666 742
Q. 223082 | 122032 | 345114 | 1150
SA 85407 53173 138.580 818
WA 100,979 65406 166.385 870
TAS 26:306 19.412 45718 9.09
NT 6:998 3187 10.185 8.60
ACT 11.940 12.487 - 24427 865
Australia 1,006.739 645.264 1 ,652. 003 8.40

Australlan Govemment fundlng for HACC in 2008—09 totalled $1 094 bllllon ~:an
mcrease of 81 per cent over total fundtng prowded m 2007-08 Totai comblned

: temtones that lmplement agreed commumty care reforrhs

442 Community Agéd'-"café Packages
Communrty Aged Care Packages (CACPs) are packages of personal assistance and

care services.: CACPs are mdw:dually taflored packages of !ow level care: demgned to

' support frail older people with complex ¢ care needs in thezr own homes

The table below shows the rfiumber of CACPs allocated to sefvice prowders as-at 30
June each year over the. five years from 2005 to 2009 and the. percentage increase in
avatlable packages, by staie and temtory

18 Commonwaealth of Austraiia. Home and Community Care Program- 200?-08 Annual Report. Aftomey-

General S Department Canberra DQB Accessed 2 Apm 2010 at
“health. ‘ ;

* Austratian Govemment Department of Health and Agemg 2009a; opcit-
17
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Table 2: Number of allocated GACPs at 30 June each year from 2004-05 to 2008-09,

Percentage
increase |
between | 1 ‘
2008 and 5
2009

2006 2007 2008

vic

9,562

aw

138

SA

3292

29

WA

3,230

75

TAS

870

78

ACT

416

456

489

514

604

175

Aust.

30,537

35,574

- 37,250

39,636

42,604

The Australlan Govemment’s recurrent expendrture on CACF’s lncreased from $447 8
miflion in 2007-08 to $479.7 million in 2008-09 ‘an mcrease of more than seven per
cent. natmnaily

2005-06  2006-07  2007-08  2008-09
$m $m $m $m

2004-05

Percentage

increase:
2007-08 to | : J
2008-09

Q| 498 | 547 | '633 719 | rr7r | 81

sA- | 307 331 372 | a1t | 432 | 54

WA | 268 | 200 | 344 | 379 | 402 | 6

TAS 94 10.1 1.1 121 128 57

) Ibid.
9 bid,
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Percentage
increase:

2007-08 to
2008-09

NT 54 63 | 68 77 | 19 | 22
ACT | 45 | 50 | 57 | 60 | 65 | 94
‘Aust. 3233 356.6 404.9 18 | 4797 74

4;'1-;.3 Extended Aged Care at Home and Extended Aged Care at Home

Dementia

The EACH and EACH D ‘programs provide- hlgh level aged care fo people in their own
homes mmplementlng the CACPs which. provxde low: Ievel care.

The EACH program prov&cies ooordlnated and managed packages ‘'of care, tailored to
meet the needs. of the mdmdua! Packages are flexible in content but generaﬂy include
quahﬁed nursing mput parttculariy in the deSIgn and ongomg management of the
package. Services available through an EACH p_ t
personal assxstanoe meal preparation, oontmence management ass:stance 10 access
leisure actmtles emotmna! ‘support, . therapy services, and home. safety and
modlﬁcatson

The EACH D program provides individually tailored packages of care for frail, older

peopie with. dementia who have complex care. needs and who are: assessed by an
ACAT as’ requmng hlgh !evel care wxsh to remaln tlv:ng at. home, and are able to. do so
necessary to support"the person at home, mcludlng nursnng ‘care and for personal
asmstanoe

Table 4::Number of allocated EACH -and EACH D packages at 30 June each: year from
2004-05 to. 2008-09 by state and te:rntory2n

Percentage
increase

2004-05 2005-06  2006-07 2007-08 2008-09 hetween 2008

and 2009

vic 478 718 882 1,106 1,356 226
Qb | 289 439 532 691 973 40.8
2 pid,
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Percentage

increase

between 2008

and 2009
124

155

235

299

406

689

697

fis‘ﬂ .

75

%0

119

152

277

NT

40

60

70

83

100

20.5

ACT

70

87

1

146

315

Aust.

1828

2701

3,329

4286 |

5515

287

_EACH Dementia

Nsw

225

450

675

787

16.6

e

331

497"

569

145

QLD

231

351

523

490

SA

58

116

84

WA

58

116

174 -

321

84.5

TAS.

20

40

60

86

NT

10

20

30

26.7

ACT

olelolelolalelel

15

20

45

-;1 A

Aust.

o

867

1,334

2,011

27.7

Austrahan Govemmerrt recurrent expend;ture on EACH and EACH D packages of care

increased to a combined totat of $256.3 million in 2008-09. Expendrture on EACH

packages mcreased by more than 22 per-cent: natlonaily, to reach $172.7 million (see
Table 5 below) .

ed Care at Home:

2004-05 2005-06 2006-07 2007-08
$m $m $m

2008-09 Percentage
increase:
2007-08 to

2008-09

vic | 87 185 297 398 463 16.0

2! 117,
20
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) : 2004-05 2005-06 2006-07 2007-08 2008-09 Percentage }

E $m $m $m $m $m increase:

D . 2007-08 to
2008 09

51

9.9

47

217

263

212

59

9.6

126

148

3.0

48

1186

159

37.0

11

NT

0.8

1.5

2.1

26

2.9

105

AT

12

19

28

38

45.

162

.'Aust;

333

65.3

103.9

1411

172.7

224

Expendrture on EACH D packages eontxnued to increase s:gmﬁcanﬁy reachmg -a total
of $83.6 mitlion in 2008-09 . an increase of more than 44 per cent over 20674)8 (see

:- [ Tabie 6 below)

_ : ralian Government expe nd:ture Extended Aged Care at Home
. \ Dementia :packages from 2006-07 10:2008-09; b Y state and temtory"’z

2006-07

2007-08 2008-09 Percentage
N $m $m $m increase:
x : 2007-08 to
o 2008-09

21

2 372

QLD

22

93

133

432

SA

52

WA

0.7

42

645

TAS

304

NT

08

[E)

09

12

ACT

13

20

510

Aust.

254

836

449

Zbid..
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414 Residential agecl care

| During 2968—09 a total of 211,345 peqple reoelved permanent resﬂentlal care in
Australia’s: aged care homes. “The folloy ng table gives an indication of the- dlstnbution
of residents in aged care homes across Australia as at 30 June 2009.

umber of permanent residents by state-and territory and by fevel of care, at

291

The Bethanie: Group'
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Heatth and Hurnan: Services Practice

S June 2010

Low [14.489 12439 8,026 | 3276 | 3,853 [ 1,234 | 99 | 534 | 43950

Total | 54,171 | 41,239 '23;592--- i's,-s?é 1"_3,-'3’1‘7. =-_'4,iz‘6 | 390 | 1,652 158;8'65

Note* The number.of res:dentfai aged care rec:p:ents IS Iess than the overall number of
places available beécause a ‘small proporiion of places are vacant at any ¢ one. ﬂme and
around 2 per cent of pIaces are used for respite at any one time.

Australian Government funding for residential care--subsudies -and supplements has
risen from $6.0 ‘billion in’ 2007—08 t0 $6.5 bliilon in 008-09 This includes fundzng
appropnated through the Health and Agemg po'_ olio:; _s-well as fund;ng for veterans in
residential care thiough the Veterans Affairs. portfo 0. These combined appropriations
are paid as subsidies an Suy 'pIements o aged care homes through payment systems
managed by Medlcare Australla .

8 jan Government recurrént res:dent:al aged care funding, from 2004—05
9, b y state and temtoryz" '

200405 200506  2006-07 2007-08  2008-09 Percentage
Sm Sm $m $m sm increase: |
2007-08 to |
2008-09 |
VIC 12372 13170 | 13964 | 14954 | 16268 88
QLD 9030 | 9537 | 1,0050 | 10588 | 1,127.9 65
SA 505.9 5503 | 5908 6321 680:2 76
WA | 4140 | 4411 | 4652 | 4955 | 5367 83
TAS 1407 147.2 1533 1615 | 1677 3.9
NT | 159 | w77 [ w3 | e [ 186 | 40
23imu:i
#ibid,
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2008-09
$m

613

June 2010

Percentage
increase:

2007-08 to

2008-09

Aust 5 021 .5

53390

56555 | 6,0029

64740

.1. 8

' The followmg table- shows récurrent re5|dem|al aged care funding: broken down- by'
_ different types of submdxes and supplements Pnnclple subsmites and supplements are

20097

Table 9: Summary of Australian Govemment res:dential aged care. payments by

subs.'dy and sup,r.mfeme:r’:ts26

2004-05 2805-06 2006-{)? 200?-08 20084]9

Basic Subsidy

Permanent

| 42720

4757 |

5,006.4

Res'pit‘e

854

923

101.5

106.6

1282

Condftfona! Ac{.rustment
Payment

75.6

1593

| 2500

353.8

471.0

Primary care Suppiementsf__

Oxygen

68

T

84

’ 9.2

10:2

Enteral Feeding

116

108

Payroll Tax

885

EY

993

1044

Respite incenfive.

00

35

85 |

84 |

101

Hardship.

Hardship

57

5.6

5.6

5.9

5.0

Hardship (Accommodation)

00

0.0

0.0

04

Accommdé‘éﬁon SUpﬁIemenfs

00

AT

1044

"f.'te.f!m_ Aﬁ‘e@ommoﬂanon
Supplement

0.0

| 0.0

0.0

95.8

0.0

25Atzstrahan Governiment Departmant of Health and Agelng The Res;denﬁaf Care Manual Commonwea!m

of. Austraiia ‘Canberra: 2009b

& Astratian Govermnment Department of Heaith anid Ageing, 20098, op'cit-
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288

Viabily

143

154

14.8

Supplements refatmg to grandparentmg

151

Conoess:onal

2988

3025

3070

3675

_ Transmonal

786

0.6

362

281

Charge Exempt

44

34

27

22

Pensson

286.6

293.9

300.6

247.0

Income testmg reduction

1836

-251.1

2429

' Oﬂwer reductfons

e |

-53 0

574

Other:

7.0

101

528

213

Total

5021 5

5'333 6

6,002.9

64740

The resuitlng average levels: of Australian Govemment payments: per aged ‘care
resident are shown in'Table 10 below..

Tab!e 1 0: Average Austra!:an Govemment payments (subs:dy plus supplement_s) for

2004-05 2005-06 2006-07 2007*08 2008-09 Percentage

increase:
2007-08 to
pAGIERI

$43,200 | $44,000 $47.200 | 348550 | 29

$45,150 |

‘Lowcare | $15,500 | $15,800 | $16,300 | $17.050 | $17,750 | 42
“residents

Al residents | $33,450 | $34,600 | $36,000 | 538,000 | $40,100 | 55

4.2 Summary of aged care fundmg in Australia in 2008-09

Based on the aged care fundlng set out-above, total govemment fundmg of aged care
programs in 2008-09 is estimated at almost $9 b:llton

7 oy,
24
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Total cost of
program in 2008-09

| $1.783,000,000

Service Cost per client per Number of

day clients
HACC | 585 | 85269 |

CACP , $30.78 42,694

$479,700,000.

EACH , 98579 5515 172,700,000

EACH-D $69.19 2,566 "$63,600,000

Residential aged $111.65 158,863
care (combined low
and high care)

$5.474,000,000

Total ' $8, 993 auo ooe

Tabfe 12"'- .;KPMGs est:mates of aged care fundmg in 2008-09 by care vs
accommodat:an

Service Total funding in 2008-09

HACC $1,783,000,000

GACP "$479,700,000

EACH $172,700,000

EACH-D | | $83,600,000

Total commumty care expenditure $2,519,000,000

Residential care (care only)

Basic Subsidy

_Pemanent '$5,325,400,000

Respite- ) | 128,200,000

Conditional Adjustment Paymeit 471,000,000

'anary care Supp!ements

‘Oxygen - o - ] 10,200,000

Enteral Feeding 10,200,000

Payroll Tax | 104,100,000

Respite Incentive

Hardship.

5,000,000

| Income tésting reduction

~$242,900,000
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Total fundmg in 2008 09

_ funding

| Total communlty and residentlal (care only)' '

"$8,340,300,000

Resldentia! care (accommodation only)

_ Hardshsp (Accommodatmn)

Accommodation Supplemernts

“Accommodation Supplement

Transitional accomimodation supplement'

28,800,000

V'abillty

14,800,000

[ Supplements relating to grandperenting

‘Concessional

$267,500,000

Transitional

$26,100,000

‘Charge Exempt’

Pension

$247,000,000

Other reductions.

Other

$21,300,000

Total residentlal care (accommodation only)

$652,400,000

Total aged care funding

4.3  Verification of cost estimates included in Bethanie’s

financial forecasts

Bethanle s ‘Aged Carein Australia _paper mcluded some estimates of the costs of the
various aged care’ programs These are set-out in the table below.

day

mber of clients  Cost per annum

$573 758 60[}

EACH | $11959

~ $130,907,400

EACH-D. s13460

$42,859,585

Residential low care $108.49

'$2,012,800,546
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Heafth and Human Serviées r‘ae_ﬁce

Service Cost per client per Number of clients  Cost per annum
day

Residential highcare |~ $17343 119470 | $7,543,258411

Tbia! | | $‘|:‘I""3:5‘l?-64'i 541

cost of aged eere programs m 2008—09 In parhcu]ar Bethames eshmate of total
resxientlai aged care costs (i.e. resndentlal !ow care plus resldentlal hlgh care costs)
totalled over $9 5 bliizon alone whlist KPMG’s r_esearch lndacates that a sngmficantly
that the key reason for thss varzance IS the mc!us;on of res;denis’ fees m the estlmates
made by Bethanie. When such fees (estimated by the AIHW to be around $2.1 billion

in 2005-06%" and. est!mated by KPMG to be $2.3 billion in 2009-1 0’3) are exéluded the
Bethanie estimates of residential aged care costs are in fine: wrth KPMG's research

S|m|iarly, KPMGs research mdrcates ihe h|gher co_sts to govemment of the HAC_:C

estlmate of $1 bllllon) KPMG understands that the-pnmary reason for ihe vanance ;s
that Bethanie's estimates exclude state governmerrt funding of the HACC | program.

ﬁnanclal modeihng of aged eare cost prolectlons over the next 40 years to reﬂect these
re\nsed cost estimates

Su'mm’ary

apprommately $9 billion

2 Anstrahan |nstitute of Heaith and: Welfare Austraha s We!fare 2007 Cat no AUS 93 AIHW Canberra
2007 T
2 See Section 6.2: Results of KPMG projections in this report.
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| Alternatlve approaches to fund:ng the aged care

system - lnternatlonal comparisons

Thls sectlon of the report mvestlgates alternative approaches to the - fundlng and
delwery of aged care sefvices by examining two- international models. It seeks to
identify the: system charactenstlcs ‘'strengths. and weakﬂe‘;ses' -and to- appty any
leamxngs to the dehvery of aged care'in. Austraha _

There are a great many models across the world for funding health and. ‘aged care. To
maintain a manageable scope and at the request of: Bethames CEQ, KPMG ‘has
reviewed funding models from the Netherlands and Japan for detaxled ana[ysts These
countries are notable for:

* employing funding models based o a ‘user pays® principle;
* offering their citizens universal :coverase. and

» for their strong health outcomes

54  Netherlands

3.1.1  Outline of the Netherland’s heaith system

Since 2006, the Dutch health system has been built around two mandatory social

insurance schemes, Ieglsiateci by the Dutch Govemnment under the:

e Health Irisuranice Act 2006 (Zorgverzekeringswet ‘or- ZVW), cover_mg curative
heaith care servlces undera: regime of managed. competition; and

e Act on Exceptional Medlca! Expenses 1968 (Algemene Wet Byzondere
'Zfektekosten orAWBZ) covering long-term care sérvices under a regxme of price
and supply regulation

Under the ZVW, each. person who legaily lives or works in the Netheriands is obliged to
buy mdswdua! private. health i insurance, with a Iegaily prescnbed benefit- package, from
a pnvate instrance company"*’_ lnsurers are legally obliged to accept each apphcant

for a basic insurance contract at'a ccmmumty—rated premium . and without exclusion of

coverage because of pre-exlstmg conditions.

contnbutfon collected as a tax to a Rrsk Equallsatlon Fund (REF) Employers ln tum
compensate thelr empioyees for these contnbutlons In; addmon all- adults have to pay

van de Ven W & Schut FT: “Universal Mandatory I-Iea!th Insurance In The Neﬂxeﬂands A Model For

The United States?™. HealthAﬁairs, vol: 27.:n0.3; 2008 Pg.TTI-T82.
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a prem;um drrectly 10 their chosen rnsurer Each insurer sets s ewn eemmumty-rated

premium.  For hrgh—nsk insured peeple insurers’ receive -a h:gh—nsk ‘adjusted
equalrsatlon payment frem the REF. For tow-nsk insured people, insurers must pay an

People may also purchase voluntary supplementary ‘heatth insurance for beneﬁts not
ided : ry basic insurance; e.g. dental, -physiotherapy, -eyeglasses,
altematwe medlcme and cosmetic surgery

Under the AWBZ, the insured are- provnded wrth chronrc ‘and continuous care which
involves considerable financial consequences; such as: care for the aged or for
disabled people with congen;tat physical.or. mental disorders®. As_wn_th_ the ZVW,

contributions are collected from each persen !egaily fiving or werkmg inthe: Nemertends
through the meome anci payro!l tax systems (as a percentage of taxable rneeme |n the

_scheme rs funded by premrums pald by the people by a state subsrdy andﬁ by personai
eonmbutions from: care rec:prents

Reform of Dutch health care has been built on the assumption that competttlon and
consumer -choice can. ssgmf cantly rmprove the: quakty and: efﬁereney of health care:
However, to avord adverse conseguences | for unwersa! -access, competrtren is stnctly
regulr:rted32 -

Health expendrture in the Netherlands dunng 2007 was 9.8 per: cent of GPD*. By
comparison, for the : same penod the proportron of GDP was 8.9 per cent for the OECD
(average) 8.7 per cent for Australia, 8.1 per. cent for Japan, 84 per cent for the UK: and
16 per cent for the USA: The overall costs of the Dutch system |s therefore htgher than
in comparable: oountnes asa proportlon of GDP '

5.1.1.1 Administration of the AWBZ
A number of semi-autonomous govermment agencies administer the AWBZ:

o The Centre for Assessment of Care {Centrum !ndrcatresteﬂmg Zorg or CIZ) is
-respon5|ble for undertaking -a needs assessment for all apphcants for iong term
care: support

¢ The Health Insurance Board (College voor Zorgverzekenngen or CVZ) is
.responSIble for lmplementatlon of the ZVW and AWBZ. The CVZ provrdes advice
to the DButch Government about the two Acts and |s responsmle for ﬁnancre!

Available from Www.minyws. nilenithemesfexee jonal-medi cat-e enses-act/, Aecessed March 2010

* Maarse 'H. "Health care reform - more evaluation Tesuits”. Hearth Polrcy Menftor Apﬂl 2009 Accessed
16 April 2010 at www.hpm orgsuweylnlim 3.

B¢  OECD website. OECD Heaith at & Glance 2009 Key findings: fnrJapan Accessed 16 Aprli 2010 at’
ww.oecd.or ldocument!33!{l 3343.en 2649 34631 44219681 1 1.1.00:htmi.
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'the Care Off ces (Zorgkantoor) that allocate nre to patlents

. 32 Care Ofﬁces (Zargkantoor) are the reglonal face of the AWBZ They perform

-(Persaonsgebonden Budget or PGB) that can be used to. purchase care far pahents

F'clients, promote qualliy of care through financial mcenhves and regularl consult.

with patients, providers and local authentles Healt_ care insurers a ____'j-'typically
contracted to operate Care Offices..

s The Central Administration Office (Central Administratie Kantoor or- ‘CAK) is
'-responSIble for i nanmal admmlstratlon of the AWBZ lncludmg calculating and
collecting patlent ‘copayments (calculated us:ng mcome tax data) an‘_,_ --cletermmlng
the funds Care Offices will hold for PGBs.-

+ The Netheﬂands Care Authonty (Nedeﬂandse Zorg Autoriteit or NZa) is: respon51ble
for ‘monitoring competltion in the market and - conformance with acts ‘and
_regulations The NZa also sets the maxzmum fees that care prowders may charge

e The Health Care Inspectorate [Inspectle voor de Gezondhefdszorg or1GZ) is
respensnble for mamtalnmg ‘the quality of services.” The IGZ prowdes quallty
lmprovement advice and support to services and may close non-complying
sefvices.

5.1.1.2 Care providers under the AWBZ

Long-term care prowders lncludmg aged care prowders are malnly not-for-proﬁt'

organisations, although some for-proﬁt orgamsatlons operate in the home ‘care area.
Care prcwders are required to compete on the basis of price and qualsty for annual
contracts with: the relevant reglonal Care Office (although payments {o care provuders
are’ actually made by the Central Admm;strat:on Ofﬁce) Providers: operate ‘with a set
budget,. meanmg that care is rationed and new care applicants may be placed on a
waltlng listif available funds are low.

“There are three 'main types of aged care providers: nirsing homes, residential homes
and home care prowders Dther care prowders under the AWBZ deliver: mental health
care care for ihe dlsabled and parts of preventlve health care

5.1.1.3 'Care under the AWBZ

Entitlements under the AWBZ are defined in terms of six broad functions- whlch can be
arranged for indicated care in consuitatlon with: a care prowder"“’

 |bid.
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1 ipersonal care' e,‘g help mth takmg a shower bed baths, dressmg, ‘shaving,-skin

2 _nursmg, e.g. dressing ‘wounds, giving mjectlons adv:smg on how to cope. with
iliness, showing clients how to seif-m]ect,

3 supportive gu;dance eq. helping the chent ‘organise his /[ her. day and manage: his'/
her life better, as well as: day—eare or provision of daytime actwetxes

4 activating gmdance ‘e.g. talking to the client ta help him / her modify his / her
behaviour or leam new forms of beha\nour in'‘cases where behav:oural or-
psychoiog;eel problems exlst

5 treatment; e'_.g_,_.oare_m_.eonnectloﬂ with an ;a'i!men_t';f and

6 acoommodatlon eq. some peopie are not capable of [lv;ng mdependent Ilves but

'.absent-mmdedness in some cases a ellent's care reqmremen:s m ay be too great
jto address ina home emnronment makmg admlssmn toan lnstztutlon.necessary

Prior to receiving support a person must undergo a. ‘care ‘assessment performed by a
Care Office to determing if care is requlred what type and how much; Following the
care assessment; a person-may be either aliocated services or set a personal budget
(PGB) which can: be used to purchase necessary care and aSSistance

91.2 The Ne’th'erlah'ds’- 'aged care-syStem
Resmientlal aged care in the Netherlands is prowded under the AWBZ ‘Care for: older
people is usualiy grouped under Canng, Nurs.'ng and- Home care (Verzorgmg,

Verp!egmg en . Thuiszorg or W&'D These care types are provzded in the foilowmg
settmgs

*  nursing home for residents mth long term. health oondliions reqmnng medlcal care
._(oomparab[e to hlgh carein Austraila)

» residential home, for: ressdents not . capabie ‘encugh to Temain. in independent
-accommodation (oomparable to low care in Australia); or '

« individuai’s home.

As noted above aged care prowders nursmg homes, remdentnai homes or. home care
p;o_w_ders are oor_atracted by a Care office.

Aclditlonal ‘supports such as: socual _support (home care or: transportat[on) may be
prowded by local authonhes under the Act on Social’ Support (Wet Maatschappelijke
Ondersteumng or WMO) !eadmg to some fragmentatlon of care as: assessments and
intake are managed separately.
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Therefore, for example, a client of the health system with co-morb|d:ty who wants 1o
remain in the:r own home, could receive home maodifications, a wheelchair and wetfare
arrangements such as meals-on-wheels under the WMO, ;Jersona! care and ‘nursing
under the AWBZ ‘and” medrcahon GP care’ and sometlmes a hcsprta! appmntment
under the ZVW®.

5.1.2.1 Strengths of the Netherlands’ appr'oach"to-deﬁveﬂng--aged-'care
Aceordmg to the Netherlands Bureau for Economlc Pohcy Anaiys;s reforms of the

Full health lnsurance coverage was a!ready avarlabie for the pcpulat;on but the Risk-
Equallsatlon Fund: shares risk and ensures insurers. do more than just target young,
heatthy customers

Supply-side elements have been abolishéd in. favour-of demand-side €lements —
other.words, the system has' become more. patlent centred - Personal budgets have
become mcre |mpcrtant and care is better tailored to clients’ speclﬁc needs. by berng

more flexible. Clients. can chcose ‘whether to recewe an entltiement as care in kind or

in the form of & personal care budget of-as: a comblnatton of the twc Chent-lmked

: budgets alsc enhance efﬁcrency

The..reforms aimed fo increase the flexibility of health-care suppIy Thus,. the
ciassrﬁcahon of health care, as used for medical indication, became more generai
moving from a product—cnented classifi cat:on {where products were related to specrﬁc
prcducts of mstltutsons) 10 a classrﬁcatlon of heaith—care functlons (such as. perscnal
care).

' Strengths identified by-van de Ven and Schut” include the inducements for competing

insurers to be prudent buyers of managed care on behalf of their msured populatrcns
Although the supply srde is stltl qurte heavrly regutated by the govemment rnsurers and
quality of care F_urthermore the f;'nanmal fe / =are allowmg msurers to mtegrate W|th
health care provrders and fo provide care in | ) -facrlrtres using their own staff
(such-as pnmary care centres and pharmacres)- “Insurers may also provrde their gate—
keepmg GPs with- mcentwes 1o stimulate integrated .and cccrdlnated care, result;ng in
mtegrated care crganlsatxons that gwe a srgmﬁcant role to pnmary care

35 Bussermaker J, State Secretary of Health, Welfars and Spcrte "The Future of the AWBZ — A’ Detalled
Explanation Letter to Gerdi. Verbeet, The President of the House of Representatives, The Hague 12 June
2009  Accessed 16 Apn[ 2010 at WAVW, srtra_ﬁlNerdon_ ‘_e5167A42441-ﬂ¥3(:9-4954-BCZD-_

= Netheﬂands ‘Bureau for Economic Policy Analysis website. ‘Summary of CPB Document 54— A -
Snapshot ofthe AWBZ An Ane!ysrs of Strengths and Weakne $e5 March 2004 Accessed 21 Apnl 2010
nife pb: ary.

¥ van de Ven w & SchutF; 2008 ‘opcit.
32

© 2010 KPMG, an Alistralian ‘paitnership and 2 member firm-of the' KPMG network of. mdependent
member firms affilisted with KPMG Intemauonat Cccperatlve ("l{PMG lntematlcnat'} 4 ‘SWiss. entaty
. Al nghts reserved. .
. KPMGnmi!he KPMG !ogoalereg dem: MKPMG ternaticnal:
Liabr!aty |tmrted by 8 echeme ‘approved u der Professional Stanidards L egislation.

‘!'he Bethanfa Group )

e age
AT




o
|
1
L
1
4
J

-
|
“d
A

i
-t

The Bethania Gn:mp

M . . Aged Care in Australia- A Scoping Study

Heamz and Human Sem‘oes ‘Practice
“diune. 201 0.

5.1.2.2 Weaknesses of the Netherlands’ approach to delivering aged care
Aged ‘care inthe: Netherlands has a number of weaknesses common: fo the AWBZ
van de Ven and Schut describe Dutch health care refonn as‘a work in progress

A number of _d_nvers have been- ldentrﬁed for these hlgher eests These are set out:

below

Poor budgetlng Analysns prepared by the Netherlands Bureau for | Eeonormc Pollcy
Analysis™ (NBEPA) in 2004 found. at._-demand—ngen ‘health care operating without
tight budgets and featunng an inc ng role. - i budgets worsens the
manageability of fising health-care ‘costs, The NBEPA' predlcted that client hnked
budgets would ‘considerably increase eoileetwe costs fo the extent that “previous
volunteer aid will need to become financed colie fively.

Demand driven nature of care = Escaiatmg costs may be: parhally aﬁnbuted to agetng,
individuatisation, declining we _lting lists and- hldden demand However; nsmg costs may
also be - attnbuted ‘1o restructunng problems At that time; ‘the old supply-dnven
|ncent|ve structures had yetto be adjusted: te the new. sﬂuatlon of demand—drwen care.

The NBEPA ldentiﬁed the key chalienge posed by effi Ctent delwery of‘h__ealth care as

‘ quai:ty also requsred |mprovement

Shortages in care grovrsnon Shortages existed in'the prowswn of care; especlaily with
respect to nurs;ng homes ThlS made efﬁcnent purchasmg of care more difficult. In
meentives to_ increase the prowsmn of Tesidential
‘costs were a concern. The Duich
Govemment had fe W optmns for ecntamsng eosts,'-lthese included: allowmg entry to
profit oriented providers, improving. efficiency; 1ncreasmg out-of- poclcet payments. and
reducmg the uniform basic beneﬁt package. Atthesame time, the Govemment had to

enstire that shifting costs to consumers did not reduce: aecessxbillty to services.

Obstacles abounded to more effective competition between health—care providers. The
tendency {owards coordination and not competition among prov:defs in Dutch !ong--

38
lb!d
® Nethierisnds Bureais for EConermié: Policy Analysis, 2004, -op it

33

(B 2010 KPMG an Austfahen parmership and a member firm of the KPMG netwoik of mdependent
‘member firms effiliated With KPMG intemational: Cooperative {"KPMG Intemetlonal"), & Swiss. ermty
oAl r:ghts reserved. ) )
KPMGandheKPMGiognm istorcd trademarks 5 KPMG temiational.
Liebmty Inrmted by’ a s::heme epproved under Prafessmnal Stendards Legtsfatlon




S The Bethanie Group
M Aged Care in Australia- A Scoping Study

‘Health and Human Senvices Practice
o June 2010

tern 'care ‘was deeply rooted. Also; mergers in many regions in the past. resuited in
hlgher: concentrations of hea!th-mre providers. A furthe'r obstacle to. oompetrtron was

the lack of transparency on the quality of care.

Recent de velopments

Recent ana[)_rs_ls of the AWBZ shdwed many of_ these ehalienges_ remaln In a !etter to

orgamsatlons and provrdrng more commumty care' so _that.cirents can reqdest iow

threshold care lnvol\nng a small number of carers: Fragmentatlon of services is
occurnng, and Bussemaker called for better coord;natlon between the AWBZ WMO
clients’ needs Due to the eomptexlty of dlsablirtres and condrtrons peeple ‘often
recelve support: and care under muitiple: dn‘ferent systems whlch need to be delivered
in a properly. coordmated manner.. This includes oommumcatmg cieany what care and

support options are available and where the client can obtain them.

The Govemment has recently infroduced changes to reduce the bureaucrahc burden
on care prov:ders ansmg from prowdlng mfonnatron to lnsurers

Care provrders are now requrred to lssue a management statement eonfirming that

they meet the requrrements Addltlonal mformatren may only be requested in cases. of

serious doubt or in the event of a spot check or inspection. In all other cases the
mformatlon prowded in the managemerrt statement and the annual corporate social
responsrbrhty statéement must suffice. Rules around use of perscmaeJT budgets have a!so
been tlghtened to:address fraud and misuse.

The State Secretary raised a number of concemns about the current structure of Care
Offices. These include inadequate mcentlves to 1mptement the. AWBZ ina. cllent—
centred manner*! and problems due 10 | : -
Disadvantages arise from insurers’ role in ad g . ‘
Impiementmg the: AWBZ on behalf of the other | lnsurers (and their poilcy holders) wh|le
competmg agalnst each. other in the .care purchasmg market for ZVW- care, Fnally,
there is a jack of choice for policy holders unable t ) ] ugh c:
insurers. are responsub!e for mpiementatlon under the AWBZ- thelr policy holders
remain dependent on their regional. care office. for service: and purchasmg of AWBZ
care,

Health care reforms are expected to continue through to at least 2012;

0 Biissemaker J,2009, 6p cit.
1 For example, there is no direct relationship between the care office and the insured parly; and therefore

no intrinsic interestin’ keeping AWBZ premiums aﬂordable ' The eare ofﬁces themseives do not have a
ﬂnancial interest in: implementing the AWBZ.- :
For example; clients: can deal with the mumcrpallty forthe WMO the care ofﬁoe for the AWBZ and the.

care insurer for the ZVW.

© 2010 KPMG -an Austrahan partnershrp and a member firmof the KPMG network of: mdependent
.member firms afiifiated with KPMG International:Coopérative (*KPMG lntematsenal") -a"Swiss entity.
Alirights reserved..
. KPMGandﬂwKPMG logo are registéred tradeniarks of KPWMG intemational.
Ltabllrty hrnlted by a scheme approved under Profess:onal Standards Legislataon




A
L :,;l

|
o
wd

:M: Aged Care in Australia- A'S

The Bethanie Grou,o
ping Study
Healm and Human Services Practice

June 201 0

5.2  Japan’saged care system

521  Outilne of Japan’s heaith system
Like: the. Netheriands, the Japan has a mandatory social insurance system covering all

citizens®#, Japanese people must purchase one of several main types of insurance,
linked to erther their job or the mumcrpalrty in which they live:

& ‘Employee’s Health Insurance; under which employers and employees share costs
and rules and standards are set by the govermnment. This type is spiit into the:

- Govemnmeni-Managed Health Insurance (GMHI) system which covers
employees working for smail to medrum—mzed corporat:ons and thelr-
‘dependants. GMHI is: dlrectly managed by the govemment

- Socrety-Menaged Health Insurance (SMHI) system whlch covers employees of h

representatives- of the employer and_--employees arid

= Mutual Aid ‘Societies (MAS) which cover ‘national and local government
employees also’ lndependently established and- managed by representatives of
the. employer and employees

emptoyed (e g farmers contractors) the unempioyed retlrees and expectant
mothers. Mumc;pal governments provrde this health insurance to all eligible
persons iavmg in the;r junsdlctlon' 'and

e Long-term Care Insurance (LTCI) also known as Health Insurance for the Elderly,
-whlch oovers the elderly (65 and over) and p_e_ople who suffer from drsabllltles (aged
The majonty of care costs are covered by the msurance however mdwrdual
oonsumer_s must pay a 10 per oent oopayment Mumcnpal govemments admmrster
LTCl services.:

The central govemment determmes whlch services. are- covered -and.. sets the fee-
schedule for provrders every. two years. Consumer. _oopayments are. regulated while
oonsumer msurance fees vary- between msurers._from {}~38 per oent Management of

“ Tatara K Gkamoto E: Japan .Heallh system review. Health Systems in Transition, 2009; 11(5): 1-164.
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The GMHI and 'NHI systems receive hlgher govemment subs:dles due to. the mgher'
costs and lfower revenue capacity of their customers, SMHI and MAS: funds do not
receive any. subsidies. A risk shanng pool:ng fund is used to subsidise insurers with

more elderly customers than the natsonal average ~ ‘alt health: insurers pay. in o this
pool Japanese people ilvzng below the poverty line are elsglble for welfare support and
receive free medical Services.. _

5.2.1:1 'Administration of the Japanese heaith insurance system
A number of agencles are mvolved in admlmstrat{on of the Japanese health |nsurance
system These include:

. the Ministry of Health, Labour and Welfare. Key bureaus mvolved in aged care

under the ministry mclude

= _‘-Heaith and Weifare forthe E!derly, whlch regulates and -supervises long—ten'n
care insurance, elderly. dementla and the health of the etdeﬂy,

- _Health insurance .and Pension, which. regulates and supervises health care
':snsurance and prowdes p!ans to improve the: a_nce system. The Pens;on
Bureau'is respon51b[e for national and industrial pensions; and

= the Social Insurance Agency, an: external organisation of the Japanese. Ministry of
Health, Labour and Weifare ‘which is responsible for the administration and
operatlon of Employees Health lnsuranoe Seamens Insurance Employees
Pension Insurance and the National Pension; _

* OVersy, 000 health insurers operated by employers (SMHI and MAS) mumc:paktles
_(NHI) -and the central govemment (GMHI)

522 Japan’s aged care system
Care of the elderiy is censrdered a national respons&bllsty In 1993 ‘dueto h:gh
hosprtallsahon rates ‘and bed days for the e[dedy (known'as socla! hospltahsatlon )“5

the nat_lonal government began |ncreasmg the number of nursing home beds, adult

day' re cenfres and home health aid providers. Refo!ms also sought to ':ntegrate the

comprehenswe local 'serwces wh;le 'offenng consumers greater-: chb:ce 'Mummpa!
governments undertook eomprehenswe assessments 1o: determme local needs for
Iong—term care in ‘the' commumty settmg “This'strvey. covered the entlre populatlon of

5. At this time, almost half of all beds: were ﬁlled by elderiy. patients, of whoni more than 3 thlrd stayed for.
longer than'a year: See Mlicheii ottJ & Shimizutanl 8. "Aged-Care Support in Japam; Perspectwes

and Challenges™ Bensfits Quarterty, vol. 22, ro. 1; Pg: 7-19:2008.
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disabled elderly dwelling in home settings and served as a baseline for the Long-term
Care Insurance {L TCI) system®,

Dunng the 1990s, the 10-year Gold Plan enhanced social _service- support but a
continued reliance on taxation to ﬁnance this acted as a. budgetary restraint. Nursing
home placements mcreased but home care: suppert remained unavailable.

reduce hrgh hosp;tallsatton rates Under LTCI peopte aged 65 and ver (category l)
and people aged 40-64 with spemﬁc dlsabllmes (category ) recewe in-home services
(at home care) and sérvices at _fa_cl_h_tles (institutional care)*’ 4 Institutional care can

oniy be provzded by non-proﬁt nursing homes and hospstals whﬂe home-care services
may: also be provnded by private for-profit firms.

Three types of nursing homes provide institutional care:

» long-term care welfare facilities for the elderly (special nursing homes);

o long-term care health facilities for the efderly; and

[ _Iong-term care medlcal facilities for the eiderly (whzch mclude dementta wards and

Semce eilglbzllty is determmed by local committees. that ‘conduct an- assessment of
applicants medical and physical status. The applicant is: allocated 1o one of seven
categories, each with specific benefits attached. A care plan is prepared for LTC
services such as.._home visits or day treatment (ln-home serwces) resplte care of iong-
term care (institutional care) “Medical care is managed separately by the person’s
general practmon r 3 n& is funded under the nahonai heatth care system

“8 Tatara K. Okamoto E. Japan: Health system Teview. Health Systems in Transifion, 2009; 11{5): 1-164.
Tatara & Okamoto 2008, opcit.

® Mitche!l o, Piggott J & Shimizutani S. Developmenfs in Long-Tenn Care Jnsuranoe n Japan Australian

School of Business Reésearch Paper No 2008 ECON 01. Australian: School of Busmess Universﬂy cf New

South- Wales; Australia: '2008.
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Figure 1: The Japanese LTC system'®

Service Providers Beneficiaries Insurers: Municipalities.
Bug'
- . Pmmnm Taxes
Honw: and Commumity-based Services S0%° 0%
Home hetp Lare Needs Cerfificatinn L
Visiting batluug seivice o Presium
Veitig e : Cat 1 Catbgory1 | National
Visiting rehabilitation A '-‘SW} - BOry. Leatsonal
Day sﬁw’; Persons aged 65 awd oider | Pemitmn | Govemment
Dy coms rpbabilivitiany , 2 zmilmn_ns nfﬁ{m) o 18% 255
Physiciantdentist home ¥isits. Service U i
Shortsay (lempotary siays at nursing faclites) erie L
Group home for derented senfors: ——
Private pay wsistied hvmglnmsmg Emhues L
{designated facilities)’ ‘
‘Assisted devics (centing) WeCopyment | b
“Assisted device (purchase) ) - - ]
Home. lmdd'czuton La tegun; 2e o Prerecugre
LCire planning foes " Persons aged 4064 ) 12.5%
. 2 millon g f J03) Fatitde
Institntlonal Serviess : — 3%
YO welfard faciities for the eldarty Premiui
ETChealth rnciltlies for meeldeﬂy i R X
LTC iedical factiities for he glderly {Pocted aficnalty, a6d F Mudcipality . |
Caré managers assist with tediribaed to 12.5%
deswing wp 2 care plan. minighoibies) i

LTClis financed as a- ‘pay-as-you-go' program, paid for by taxation, worker premiums
and user fees™™'. Workers premiums (aged 40+) cover about one-third of the annual
budget; elderly premiums (aged 65+) - and the governmer
picks up the rest = approxlmately 25 per cent from the central government, 12.5 per
cent from the prefectures'a d 12.5 per cent at the mumcnpai fevel. LTC premrums are
means tested and vary across: mun:cnpalmes. Pnces of services and ‘units of care are
set by the central government, which also has a role in settmg elsglblllty standards and
determmmg who'is entlﬂed for. care. Premium prices are set’ locaily by the: mumc;pal

autharmes

LTC users. also face out-of-pocket ccopayments. when they Teceive services and care.
These include: a10 per cent co-insurance amount for each insured service, and meal
charges, ‘hctel' costs: such as water, eiectnmty and gas when in a nursmg home,
Copayments are set by servnce and type of care and vary dependfng on the consumer’s
care level (but ot income level) ‘Once a lower threshold limit. is. reached the
consumer is’ responsm!e for 100 per cent of addltlonal ‘tosts' until an upper threshold
called the ‘h:gh—cost iong-term care. service fimit' is teached, ‘Above the upper

threshold, all additional expenses arg covered by the LTC program Th;s upper

threshold can be adjusted for low-income: consumers, in some cases by more than half.

“ Tsutsui T-& Muramatsi:N. “Care-needs: certification ini the i_ong-Term Care Insurance System of Japan
Journai of the American Geﬂatﬁcs Socrely vol. 93, - PP. 522~527 2005.

Mitcheﬁ etal, 2006, ep <it..:

51 Mitcheli'et al, 2008, op cit. .
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5.2.2.1 - Strengths of Japanese approach fo delivering aged care.

Japan has long: been’ celebrated as’ hav;ng some of the best ‘health omcomes in the
world, including’ _

o the longest fife expectancy.

* low hospitalisation rates; and

+ one of the lowest infant mortafity rates.

Health care is’ readtly ‘accessible, mval\re_s few co-payments and has remamed
relatlveiy low cost at around 8.1 per nt of GDPQ: Intemational compansons of

mortality from avoidable causes among. 19 'OECD countries in 2002—2003 showed that
Japan had the erghth fowest rate of avoidable deaths for ma!es Tatara and Okamoto
refer to the role of regular heaith checks in reducsng demand for servrces !t IS also

The .authors also note that prowders compete Iocally for patients along several
dlmensrons including. quahty of care. (but not prices), and that local authorities in. Japan
are glven much autonomy in the executlon of poilc:ec

showed that the 75+ age group is demandmg and obtaimng hlgher !eveis of LTC
services over time: "It is clear that Japan has been successful in- re—onentlng the: aged
care. system away from hospital based care to care delivered in the home and nursrng
home settmgs

5.2.2.2 Weaknesses of Japanese approach fo delivering aged care
As: wrth alt’ systems Japans health system has a number of weaknesses and faces
srgnrﬁcant challenges as-the ;mpact of populatlon agemg increases. McKmsey and

82 McKinsey & Company. The Challenge of Reforming Japan’s Health System. Mc!(insey & Company;
Japan November 2008.
-Tatara & Okamoto, 2009 opcit..
54 pitcheli et al, 2006, opu: '
% Mitchelt et al, 2008, op cit.
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Co wirité that the system as ‘a whole is characterrsed by over-semcrng Although

Japan suffers from a clinician shortage patrents see olmlclans at significantly higher

rates than in other OECD nations (13.8 consultations per- capita per year versus an
OECD average of 6.9 in 2003), and stay in’ hospital for- three times as long. Although

health checks are mandated the country has suffered from a lack of coordinated public

health . oampaigns in areas like smoking .and has had a lack of chronic: dlsease
prévention programs.

McKmsey and Co. also ldentlﬁed hlgh insurance premiums as a. problem wath many
people opting not to pay. their insurance premiums .desorte legal requrrements that they
do so. Insurance ‘must be purchased 1nciudmg any premiums: owing | from un—payed
years before. care can be: accessed, although households can purchase temporary
access’ to care by paying two years worth of premiums owing. As a.consequence; in
2008 more  than :300,000 households ‘were without .any coverage and 1.1 million

households had only temporary coverage.

Mitchell et al (2006) identified regional variations in: provrslon ‘and capacity'of LTC as
one consequence of the system’s “decentralised yet c¢entralised” approach. Variations
in age. structure across regions mean that some mumclpallties will face moreaslngiy
higher costs i in s 'crng their: poputa’uon as it ages Avaﬁabrlrly‘ of_ resources and
supports varies: also. . Future ratlonzng of entitiements is a possibility, although the
mtroduct:on of consumer copayments in 2008 has added to revenues to fund services.

5.3 Implications and learnings for Australia

A number of features of the Dutch and Japanese approach to delivering aged care are
attract:ve to- pol:cy makers in: Australla._ Both -models have achleved full. poputatlon
coverage: ‘while ensunng ‘the cost to’ m t-of providing heal d aged care is
relatively lower thar in other OECD. countnes such as Australla"”' -Although the overall
cost to the: Netherlands health system is hrgh compared to other OECD countnes the
Japanese health system is less: expensive. ‘Both models stnke a balance between
individual and- ool!ectwe social’ responsmiilty Govemment regulatxon subsrdles and
nsk sharmg measures ensure equrty of ; access in those systems

The Dutch and Japanese approaches also diverge in some areas. In the Netherlands,
competmon between insurers and between health ‘care provrders is used to- dnve
efficiency, qualrty and ohmce for consumers.. In Japan there does not appear to-be

portability'between insurers as these are -either a fund. operated by the ‘individual's
employer focal. govemment or the central govemment depending on the type of

insurance and the individual’'s type of. employer ‘As @ consequence, consumer choice

is limlted and compehtron-dnven efﬁciency negated Commentators have observed
that sefvice quality is a concern’ and inefficiency in the form of over-servicing is actually

b McKinsey & Co, 2008, op cit.
http.l!www arhw gov. au!publtcationsihwefheaowslheacs-os padf
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leading to access: problems ‘The role: of government in the. Netherlands ls_ lrmrted fo
regulator and part funder, and its insurance system is not-as subj___, - to reglonal
variations as Japans munrcrpal—dnven approach — a clear advantage in.a country' as
geographlcaily diverse as. Australla

The quest:on therefore is could a Netherlands—style competrtlen—based socral insurance
system for aged care be establlshed in Australla? If so, what steps ‘would be requrred

1o make this happen'?

In 2009 the Nationat Health and Hospital Reform Commission®® (NHHRC) considered
this concept ‘and recommended further mvestagatrons about. the  introduction of a
‘Medicare Select scheme for the entire health. system. Some the NHHRC's
recommendations are included in the list below.

In looking specifically at the aged care ‘sector,: we would expect. that at & minimum
Govemment would need to:

. deve!op regulations to protect consumers, oovenng aspects such as aceess,
equrty pnces and copayments and a rolefora consumer ombudsman'

. determrne the age at which indmduals wrll be requlred to start contnbutmg to
.mandatory msuranee in order to ensure the vrabll:ty -and sustamab:lrty of funds, and
at which age individuals will start receiving. services,.

_ad}usted funds poo! or allocated to superannuatron—style personal accounts

- Under the first optron it would need 1o be determmed rf eompetlng insurers
would operate ‘separate’ funds pools or the Austra!ran GOVemment would
operate a srngle hational funds pool '

- Under the second option, individual contributions to personal accounts could be
_managed and . possrbly mveated to ‘maximise this revenue, muoh as
'_supera_nnuetron contributions -are currently managed and rnvested However
depending- .on the -_srze' of their -contributions, ‘economic conditions. -and the
success of 1nvestments ‘consumers oould be faced wrth ratroned aged care and
equlty gaps '

umversal coverage are shared by rnsurers and the puth‘

» determine the mix and _rol_es of pu_t_)llc- and _priv_ate_; provldera;

2 mitchell O, Prggotl J& Shimlzutani S.:Aged-Care Supportin’ Japan Perspectives and Challenges:

_ January. 2004_

= ‘National Health and Hosprtal Reform Comimission. A: healthier future for all Australians: Final Report of
the Nafional Health'and Hospitals Reform Commission —June 2009. Commonwealth. of. Australra
Canberra: 2009.
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. _determlne the mix of services offered and desrgn service prices; aged care setvice
' plans or products and establrsh contractrng arrangements

¢ ensure a sufiicient number of insurance provrders 1o ensure competltlon in the
market to drive qualrty efﬁmency and choice. Portabllrty between msurers will also
b_e_rmportantto drive oompetltron '

e allow time to build a funds pool, both at the individual i insurer: level ‘and for-a risk
equalrsatlon pool hefore ¢ oonsumers begm drawrng down on servrces and

¢ develop -accountability and peiformarice monitoring such ‘as- access . -targets,
quality indicators and performance benchmarks;

Introduction of a Netherlands-sty!e approach would be subject to the public
aoceptabllsty of oommeraally driven’ ‘system-and’ the Australian Govemment’s appetlte
for such a reform. It is notable that the Austrahan Govemment has not: pursued the
NHHRC’s recommendations regardmg ‘Medicare Select’ and such a scheme was

absent from COAG announcements on 20 'April 201 0

A hybrid of the Dutch and Japanese aged care systems could see an. -approach under
which Australran w::rkers pay an aged care. specrﬁc levy, collected ina: style s:mrlar to
the Medicare Ievy (i.e. @ pay-as-you-go. tax) that would be collected as a national funds
pool managed by | the Australian Govemment A model srmrlar to this’ proposrtlon is
considered in the next chapter of this report.

:Summary

s Intemnational models demonstrate that mandatory social insurance schemes can
deliver heaith and. aged care_services with full populatron coverage “at relatrveiy
lower cost to govemment than the. current Australian model"" ‘This does not,
however ‘mean that overall health and aged care expendrture will-be lower:

s The" Netherlands model may provrde an’ altematrve for Australra as competmon
between insurers and provrders drives éfficiencies and’ ‘consumer choice, There
may be significant barriers to the implementation of a .la_panese-style made! in

Austraila ‘due to our: d|st|nct geography and the oons;derable vanatlon between
'oommumtres '

- Implementatton of a mandatory social insurance scheme in. Austratla would requlre
significant new. infrastructure rncludmg government- ;'regulatory bodles At -a
minimum, there would be a. need for.-appropriate: regulations, measures 10 ensure
quallty and chorce arisk: equahsatron mechanism and sufﬁcrent competrtron to dnve
efficiency in the'market. .

. Poncy makers would need to determine if individual rnsurance contnbutlons ‘would
be ‘added to a natronal funds pool or allocated to superannuatlon-style personai
acoounts

e ‘A.model adapted to the Australian context could - involve an “Aged Care Levy'

collected from Australian. workers to- provrde quarantined funds for allocation fo |
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The ‘Bethanie Model’ Optlon for fundmg residential
aged care

This chapter apphes the ‘Bethanie Modet' fundmg option. to condmens in Austra!fa over:

the next forty years in order to test the |mpact of the introduction of an’ Aged Care Levy'
on fundmg sustalnabnrty ‘The results of the financial modelhng of two scenarios: for the
years 2010 t0 2050 are’ provrdect The two soenaﬂos modelled are:

1. ‘an‘As Is’ scenario; and
2.. a‘Bethanie Model’ scenario.

Under the two models, expenditure has been split into costs relatmg o care’ and costs
relatlng to ‘accommodation’.

The methodology employed by KPMG in testing the Bethanié Model, including
assumptions made during modeilmg, is descnbed under Appendfx A:2. ‘An.overview of
the financial- rmpact that each scenario has on the costs of fundmg aged care is set out
below. Please: note that any: pro;ectrons of future ﬁnancaal perfonnance are based upon
;udgement and opinion as tothe numerous. factors that may lnfluence the various
components. of the pro;ect;ons Aocordlngly, we ‘will not consrder nor. conf im,
underwrite or guarantee that any outcome provided' by the Model will be achieved.

6.1 The Bethanie Model

As detatled in previous sections, the existing Australian funding model for residential
aged care is taxation based through recurrent fundlng transfers- from the Austrahan
Government Department of Health and Ageing fo ‘aged care providers. Through the
‘Aged Care in Australia’ document ‘Bethanie propcsed an-alfernative funding model
under which the proport:on “and quantum of récurrent funding pmwded by the
Department of Health and Ageing would be ‘signifi cantly reduced through implementing
an Ageci Care. Levy on Australians’ ‘wages and saianes er tota! income to fund all aged
care services,
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6.3  Potential strengths and weaknesses of the Bethanie
model
The potential strengths of siich a mode for funding aged care include:

e a mechanism for funding cumernt and future -aged care requlrements that is
transparent and prowdes clarity for taxpayers, which rnay mcrease the likelihood .of
,pubilc support: for the levy;

. oertamty amongst service prowders that funding will be ‘avaitable, ‘which shouild
promote fong-term decismn making;

meet demand (wrthin boundanes set by Govemment)

« simplification of funding for aged care services, and m parhcuiar the cessat:on of
the aged care bond system

- » removal of pressure on government to fund nsmg aged care costs: through general

-taxatlon and

+ greater understandmg amongst the public as to the true costs of aged care over the
short ‘medium and long term

There are also, _however,. some potenttal weaknesses associated wrkh such a mode!
These include the:

s need for future funding of- accommodatxon—reiated costs through direct payments
made by service users {residents) at the time of service provision;

. 'contmued role of government as the primary. funder of aged care (m contrast with
the Dutch and Japanese sys’zems)

e the need to offset the loss of income from bond holdings with an increase. in
resident fees; and

« continued reliance on the working popuiat!on rather than by service users to bear
the costs of a !arge proportlon of future aged care. Demographic changes will
mean that this pressure is instead set to increase.

6.4 Issues for further consideration
Given the issues discussed above, there are a number of issues that shouldbe
oon5|dered when undertaking detalled analysis of the llkely beneﬁts and drawbacks of

the alternative mode! of aged care fundlng proposed by Bethanie. These mclude the
follomng

ko
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+ Should nng-fenced aged care funds be invested over the’ tong-term {in line. wrth
Ssuperannuation funds or a ‘future fund’) or SImpIy expended in: the year they are
raised?

» Would an Aged Care Levy better be drawn down into’ a common funding pool or
into personal accounts (snmilar to superannuauon)?

. -Weuld a lutch—style mandatory social insurance scheme, in whlch consumers
purchase aged care products from competmg private sector i msurers produce
greater. efﬁcienc:es and cost effectlveness’? o

L] ]n circumstances where a taxpayer dles pnor to dra\mng down from the aged care
fund would thezr contnbut:ons be pald out?

. How will the system be admmlstered under the proposed funding mode! and whlch
agency { agencaes would be responSIbie for this?-

.care sennces (due to the large number of prowders) the f nancial modelling
undertaken by KPMG of the Bethame Mod_e!_ rel_le_s on the assumptlon that the total.
costs of provndlng aged care services in 2009-10 is equal {o the income: recerved by
service provilers from sotirces: such as government: grants, residents fees and
bond interest and retentions.. Given md;catlons from: aged care prov:ders and some
research that actual costs of provnd;ng care may exceed the income available to
prowders further. research to determine the true cost of deiwermg aged care would’
benefit the sector.

Further consideration of these issues will be required as mare detailed analysis of an:
Aged Care Levy approach to funding. aged care.is undertaken inthe future.
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7 Appendices.

]
\
L

A Project scope and methodology

A1 Proposed approach and methodology
The diagram below sets ot KPMG's proposed methodology for this project.

o Figure 2: Overview of project approach

b These phases and activities are discussed in further detail beiow.

A

Part1 Scoping study
'Phase1 Plfql__'e_ct:'i i a_tlpn

]
2
o

Our first step i in: undertak;ng the engagement will be to meet W|th the CEQ. of Bethame.
The objectives of this meetlng an

31
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s togain afull understandmg of the nature of the. outcomes required by Bethanie and
confirm our proposed pro;ect plan

» to confim the roles of the: Bethanie. CEO ‘the KPMG team and other key pro;ect
.contacts

» to clanfy commumcation mechanisms wrth Bethames staff in order to ensure a
seamless transition of mformatlon and ldeas and

s to determine an approach and report:ng format for the provision of ad hoc advisory
services to. Bethame

We envisage that all key members of your KPMG chent semce team will attend this
prehmmary meetmg ‘Based on the: outcomes of this meetmg, KPMG would finalise the
project plan and submit this for- the CEO's approva! wrth:n one week of our meeting.

This phase of the project wilf mvolve the KPMG team galnmg an understanding of the
work underlaken by Bethame to-date as well as undertakmg a desk-top [rterature scan

in recent years in respect of altematwe models for the fundmg of resrdentlai aged care
Phase 3 Initial analysis

During this phase, the KPMG team wnil undertake review and analysrs of the work
which ‘has already been undertaken by Bethanie in: respect of the modelling of the
future costs of residential aged carein. Australra as well as the: work done on assessing
the llkely costs and beneﬁts of - Bethanles stated preferred fundlng optxon of a Fee
Systern funded through a Medlcare levy.

. alternatwe re5|dentlal aged care fundmg modeis

summarises the work undertaken to-date as weil as KPMG’s recommended next steps
for Part 2 of the project.
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Part2 Detailed analysis
Phase 5 _ Detailed financial analysis

'Dependant on the outoomes of Part 1 of the: project this phase of the prolect will
involve the KPM_G team undertakmg detailed. ﬁnanmal analyas to supportthe. proposal
for the. establishment of an alternative residential aged care fund:ng model.. KPMG's.
actuarial service will review the methodology used for the financial analys:s

Whlist the detali of thls analysis w1|t be determined by the work done under Part1-of
the project, KPMG would antlc:lpate that it would pnmanly focus on:.

» financial modelling of future residential aged care costs; and
o ‘analysisof projér.':'tions: refating to future demand for aged care:
Phase 6- Regortmg

The reporting stage will involve preparation by the KPMG team of a draft report and-a
final report. - However, in order that Bethanie have sufficient opportumty to. provide
feedback on the key findings, we propose to present the key' ﬁndlngs of the project
back fo the CEO and other key' members of the' Executwe team pnor to submission of
the draﬁ report.
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Modelling -meth'odo!ogy and assumptions

KPMG has . exammed the Bethame Model in detail :and has worked with Bethanie in
projecting the. outcomes of mtroducmg an ‘Aged Care: Levy’ collected and allocated by
the Australran Government to fund the oosts of. eommumty and resrdentlat aged care in
Australia:

KPMG has worked with Bethame 10 pro;ect the: Irkely impacts .of rmplementmg the

Bethanie Model for every year from 30 June 2010 10 30 June 2020 and for the years
2030, 2040 and 2050.

Basic modeiling assumptions

In undertaking this mode!lmg, Bethanie has made a number-of assumptzons The
ongmal data sources and the modelirng assumptlons are set-out below:

* Due to difficuities in confirming actual total costs of the provision of providing ‘aged

care semces (due to the iarge number of prowders) the assumptlon IS made that

reoewed by servrce provrders from sources such as govemment grants resrdents
_ 'fees and bond interest and retentions. Whlist there is research to suggest that
actual ‘costs of providing care — parhcu!ariy reszden’hal aged care ~ may exceed the
income available to provrders for the purpose. of this anaiy51s the assumptron is
made that aged care income. equals aged care cost. for the 2(}10 ﬁnancaal year

o The current ‘mix of oommumty and residential aged care services (i.e. HACC,
CACP, EACH EACH-D and reszdent;al aged care) will be maintained by
govemment The propomon of persons usmg these servlces and the proportron of

'current rates

¢ Demographic - modelling is sourced from the Australian Treasury's third
Intergenerational l-'erorttsn (lGRS) 1o provrde populatlon projects across the 0-14,
15-64 65-84 and 85 and over age oohorts Although other demographrcs

data: used for the modeihng

- An aged dependency raizo show;ng the number of workrng age persons required
to support non-workmg -age persons @ e aged 0-15 and 65 and over) has been
calculated Using these figures.

used to pro;ect the emptoyed workforce

% Commionwealth of Astraiia, dantary 2010; op cit.
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An annuat wage rnftatron rate of 4. 0 per cent has he sourced'frOm iG'RS The

grmvth

= Average weekly earnmgs for alt employees and househotd income  for 2008-2009

have been: sourced fromthe Austra! ian Bureau of Stat{stlcs

Average weekly- earmngs for all employees have been used fo ‘determine the
‘average per-annum. total earnings ‘of . all employees and. the total national
earnings. of alt: employees

Total household lncome has been sourced from the same ABS release. KPMG

has assumed that all sotirces of income used to compile the totat gross income
~for Australia are. taxable at. the same rate for all individuals aged 15 years and

.over and has used th|s tota[ ﬁgure for. modelllng

The !GRS's estimate of 4.0 per cent-annual wage inflation. rate was. used to project
growth in wages and income.

s The .demand for govemment. spending and total operatmg costs . of prov;dlng
community aged care have beén pro;ected

The proportlon of the poputatlon receiving support under each of the CACP

'EACH and EACH-D programs and HM:C63 and the daily oost of care have

baseilne cost per client per day was derived -based on ‘costs and number of
clients for 2008-09. The cost-per day has been mcreased each year in line WIth

been calculated and used o devetop projections for these programs. The

wages mﬂatlon

It is: assumed that the proporhon of the 65 and.over: populatton receiving support
from these programs will ccontinue at current rates

'KPMG notes that EACH and EACH-D are re!atwely new. programs (since 2005-
08) and have been growing at a sngntﬁcant rate. . The approach taken is
'therefore tzke!y fo. underestlmate the cost. of these programs. The mcreased

-focus on keepmg people in their own homes -as iong as .posssble is Ilkely to

‘increase demand as.a percentage of the populatton over 65. However'itis not

possible to quantrfy this demand, and hence KPMG has: assumed the proportson

of ‘the 65 and over populat:on receiving: ‘support from these programs will

contmue at current rates

8 Ausiralian Bureau of Statistics, 1350.0 - Austrafian Economic-Indicators, Jun 2010 ABS; Canberra;
Released at 11:30 am {Canbserra time) Mon 31 May 2010. Accessed 3 June 2010 at:

:Jiabs qov.au/AUSSTATS/a

-nsiiDetailsPaqs/1350. 0Jun%20203O7OpenDocumenhf¢Pubt|cat|ons

®¢ australian Govemment Depariment of Health and Ageing, 2009a; op it
8 commonwealth of Australia, 2009, op cit.
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. The demand for govemment spendmg and total ‘operating -costs of providing

-

'-to be constant over trme KPMG notes that the propcrtron of resrdents aged 85

and over is 5|thicantty hlgher than the proportron of residents aged 65 to 84.

:Gwen that the govemment'appears to be supportrng people 1o stay at home as
'|cng as possrble throug;
residential care becomes ‘even more hlgh care focussed. However it is not
possible to quantrfy this demand ‘and hence KPMG has assumed the ‘proportion

'-‘cc'mmunrty care programs, it may-be I:kely that

of the 65 and over poputatlon requrnng residential care w1|l continue at current

_rates

The percentage of supported resrdents ie. resxdents rece:wng govemment
subsidies, not mcludmg fees derived ‘from- pensaons) has been calculated by
KPMG using demographlc data and reported numbers of pecple receiving care.

'Supported residents are- estlmated tobe 375 per cent of all residents, or 62,688

persons in 2010. This. percentage has been calciilated on the basis that of the
162,253 people receiving care in resrdentlai homes as at 30 June 20089,

_ﬁnanmal support was bemg provided - for 18,843 supported resrdents 37, 598

concessxonal resrdents and 4,469 asmsted res:dents

Supported resident contributions (paid as. the. basic daily ‘fee) have been

calculated by assuming all: supported resrdents pay 84 per cent‘ﬁ of the age

‘pension of $644. 20 (the amount for: srngle persons) tcwards the costs of their

accommcdatton

KPMG calculated the per day gcvemment contnbutron to the cost of providing
residential care - ($113.69 in 2010), based on total per ‘annum- government
spendmg on- residential care divided by total number of recrplents of care

divided by 365 days: To’ determme the ‘income: denved from reSIdent fees

KPMG used estlmates from an annual mdustry survey by Stewart Brown that

“This ﬁgure was ‘used to catcuiate the tctal costs of provrdrng resrdent;al aged
‘care,; estrmated by KPMG 10 be $161. 14 per ‘client: per day, amountmg 10°$9.8
: -brlhon for all chents |n 201 0.

:.An annuat aged care cost’ mﬂatlcn rate of 4 0 per cent ‘has been -applied fo per

person expendlture and used. ‘with demographlc pro ctrcns 1o project futiire

costs to gcvemment of resrdentra! care. This ratehas been’ used as the key

64 Australran chemment Department of Health and Agemg ZOGQa op crt

Australian ‘Government Department of Health and Agelng :2009b; op cit:

Aged care pension effective from 20 March: 2010, see Centrelink website; ‘Age Pension Payment Rates.
Accessed 8 June 2010 at www.centrelink.gov.au/internet/internet. nsflgayrnents!age rates.him.

5 Stewait Brown. Stewart Brown Aged Care Financial Performance:Survey. Six Months: Endrng 31
December 2009.
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-driver-for increases in aged care costs comes. from wages and salaries. The
annual wage | inflation rate mcluded in IGR3 was 4% over the 40 year penod

- The cost per resident was been -sbﬁt’?beftween-aocafnmddatibn.-and care costs.

Demand’ rates for: commumty and residential care have been taken from ‘a pomt in
time estimatlon bemg 30 June 2009. KPMG has assumed demand at this fime is
_reﬂectwe ‘of average occupancy rates. However, th:s may not be: the case i
significant changes in occupancy . oceurred at thls time.

Alternative scenarios

- KPMG has modelled costs for two scenarios — an ‘as is' scenario and a ‘Bethanie

Model' scenario. Assumptions underplnnlng these models are set out below

?‘-A"s‘fi's"-seéha'rio:

eommumty and res;dentlai aged care sennces from consolldated revenues

Residential aged care providers wﬂl continue 1o coliect res;dent fees pius mcome
_denved from retention of bond (i.e. interest, retention fees and accommodation
charges).

KPMG. denved a dally cost to govemment of: prowd;ng resuientnal care only {i.e.. not
including - “accommodation .costs) by determm:ng govemment subsidies for care
costs to equal $58 billion - (see Table 12) and dividing this by the: number of
permanent reSIdents and then 365 days

- The termmolo;y reﬂects that used m the Govemments Res:dentla! Care_

accommodahon costs. refemng to costs such as hote!—type serv;ces eost of
food utlhties and cap:tal mamtenance

- _.in maklng_ this _assessment _';KPMG has - assumed that the basic subsidy,
Ccor djustment. payment, primary  care supplements “hardship

| ':supp[ement and mcome testing. reduction :are all .applled 1o care costs. KPMG
has further assumed that all other subsidies, supp!ements and reductlons are
apphed___to accommodatlon costs and that these wﬂi be contmued through io

-_arrangements have beén cen'tmued rather than-_phased out.

« The daily cost of care was estimated to be $1 04.41 _pe_r_resiﬂeﬂt n2010.

88 Australian Govermiment Departinent of Health and Ageing, 2009b, op cit.
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KPMG derived a daily’ cost of accommodation to- govemment for: residents. by
determrnlng govemment Sl.leldl&S for accommodahon costs to equal $0.7 biillon

(see Table 12) and d;vrdmg this by the number of permanent residents -and then
'365 days '

- iThe daily cost of aooommodatzon was estrmated to be $11 A6i in 2610

~ -Atotal costto govemment of fundlng accommodat;on was calculated to be $0.7
bitlion; thls ﬁgure was added to resrdentral income allocated fo accommodation
cost (i.e.. 294 per cent of the total cost of reszdenhal care, which wili- be $9.8
bitlion in 2010}

- Therefore, the total cost of accommodation for residents was calculated to be
$3.6 billion; from which a daily total cost of accommodatlon of $58.91 per
_reszdent was calculated

To determine the income derived by praviders from bonds, KPMG used a. Stewart
Brown estimate that bond and accommodation charges pay for4.7 per cent of fotal

'oosts

A.2.2.2 ‘Bethanie Model’ scenario:

Individual contributions will be collected- and managed by  the - Australian
Govemment as an Aged Care Levy "The Aged Care Levy will fund all ‘care

services'. This is defined as. including ‘all community .aged care costs (i.e. for

HACC, CACP EACH and EACH-D) and residential’ aged care costs currentiy

'funded by govemment grants classed as. care payments (see Table 12 at Section

42).

Accommodation bonds will be ceased (effective from 30 June 2009). and bonds
currently held by residential aged care providers-will be- repald over a period of five
years.

Reszdent fees W|ll be’ retarned to cover accommodatron costs' ‘l‘hese costs mclude

account for the m 'v_ement of the agemg ba y'boomer cohort u’rto an older age

‘bracket, which would resuit in an unsustainable burden on the' employed workforce. -
Itis also noted that the baby boomer cohort is Australia’s waealﬁtl'nest69 and therefore

best able to sustain‘a user-pays fee collected at the time care is delivered.

- The total cost of accommodation is calculated as $3.6 biflion, This fotal consists of
government fundmg of accommc ,atron costs for supported resrdents in 2010 of

$1.3 billion (total accommodatloh costs of supported residents less supported
resident contnbutlons of $882. l'I‘lllllOl"l) and the total income. from residents fees,
$3.1 billion.

% Produictivity Commission, 2008, op ¢it-
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- 36 per cent of res:dents are assumed to receive government support The

rFemaining 64 per- cent are assumed 10 pay the fu!i accommodatlon costs.

A
N
!

 The Bethanie Model would therefore see the Government paying the residential
care and accommodation costs for supported residents: (less that. covered by the
re5|dent contnbutlons prowded by supported residents).

:.3.-'1. | under: the as |s scenarlo to $31 bllllon under 1ti'le Bethanle Model scenano (for
o 3201 0). Thxs increase is: pnmanly due to the loss of i income from bond interest: and
_ retentions under this 'model.

A
'l
o
!
A
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