SUBMISSION

Proposed new residential aged care funding model
May 2019
Introduction
The Victorian Healthcare Association (VHA) welcomes the opportunity to provide feedback on the proposed
new residential aged care funding model. The VHA is the not-for-profit peak body supporting Victoria’s public
health and community services to deliver high quality care. The VHA represents Victorian public sector health
services, hospitals, registered community health services, multi-purpose services, and bush nursing services
delivering residential aged care and home care services.
The VHA supports the work underway to implement a new residential aged care funding model that is more
flexible and stable, to provide certainty to providers and residents about the level of funding available to
deliver holistic care and support.
In preparation for this submission, the VHA ran a dedicated consultation process with member organisations
that deliver public sector residential aged care in Victoria. Their feedback and suggestions have been included
in this document and respond to relevant consultation questions aimed at informing the development of a
suitable new residential aged care funding model.
The Victorian public aged care system
The Victorian public health system is the largest provider of public aged care in Australia, with 178 public sector
residential aged care services delivering approximately 10 per cent of operational places across Victoria. Run by
small and rural hospitals, as well as larger regional and metropolitan health services, public sector providers of
residential aged care are often co-located with acute services. Over 89 per cent of all public sector residential
facilities are located in regional and rural areas of Victoria. In some rural communities, the public sector is the
sole provider of residential aged care services. Without public sector aged care facilities, many older
Australians living in regional, rural, and remote areas would not have access to residential aged care services
that meet their needs in, or near, their homes, families and communities.
Questions
The three components of funding
1.

Are there any risks or benefits of the proposed funding model that have not been identified?

Price
As outlined in reports by the Australian Health Services Research Institute (AHSRI) at the University of
Wollongong reports on the key elements of the Resource Utilisation Classification Study (RUCS), price is out of
scope for the RUCS and is ultimately a decision for payers (both government and consumers). The VHA urges
the Commonwealth Government and the Department of Health to consider learnings from the implementation
and transition to the National Disability Insurance Scheme (NDIS) in its approach to setting the price for the
proposed funding model.
The independent pricing review conducted by McKinsey and Company, in early 2018, warned many NDIS
providers were unprofitable because the price caps for services were too low. A continuing concern is that the
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National Disability Insurance Agency has made disproportionate use of pricing as an avenue to manage costs.
The VHA considers that the inadequacy of the NDIS pricing arrangements has had a detrimental impact on the
financial sustainability of the disability sector and the delivery of high-quality supports to NDIS participants.
The McKinsey and Company report also found that NDIS prices ‘incentivise cost cutting’ and ‘are not fully
enabling disability support workers to deliver services which are personalised, coordinated, responsive or safe;
and quality is likely to diminish in the process of NDIS expansion’. In light of the Royal Commission into Aged
Care Quality and Safety and in response to a shift towards the provision of consumer-directed services these
findings act as a warning for the aged care sector and highlight the importance of accurate price setting. The
VHA considers that the government must utilise the significant evidence generated as part of the RUCS to aid
decision-making about pricing and consult widely with relevant stakeholders to set fair, transparent and
accurate pricing for residential aged care.
Analysis approach and statistical methods
In Victoria, public sector residential aged care providers have a critical role to play in ensuring access to vital
care and supports to some of Victoria’s most vulnerable elderly people. Over 89 per cent of all public sector
residential facilities are located in regional and rural areas of Victoria. In some rural communities, the public
sector is the sole provider of residential aged care services.
Without public sector aged care facilities, many older Australians living in regional, rural, and remote areas
would not have access to residential aged care services that meet their needs in, or near, their homes, families
and communities. In metropolitan Melbourne, public sector providers deliver residential aged care to some of
the state’s most complex older Victorians, specialising in the delivery of psychogeriatric care and care for those
with multiple comorbidities and clinical care needs.
Report three: Structural and individual costs of residential aged care services in Australia (page 11) 1 outlines
that: ‘…initial high level data analysis was performed to identify any potential data issues. There were 12
government facilities in the sample. Those facilities reported substantially different costs and care staff mix and
data on individualised care costs were not available as government facilities had been excluded from Study
One. On this basis, they were removed from further analysis.’
The variation in cost structures and drivers that exist between public sector and non-government providers and
the impact of location, size, and demographics on the cost of delivering care must be accounted for in the
proposed funding model and the VHA seeks clarification from the Department of Health and AHSRI regarding
the implications for government facilities given their exclusion from the cost analysis.
How residents would be assessed and classified into classes for the variable payment
2.
3.

Are the proposed resident assessment and classification processes appropriate? If not, why not?
Are there other factors that should be considered for inclusion as reassessment triggers?

The process where a resident is assessed on the borderline between classes is not articulated in the reports
and the VHA seeks clarification regarding decision-making processes where this circumstance arises. The VHA
considers that, in these circumstances, the resident should be assigned to the higher class to ensure that they
are not disadvantaged, and reablement and restorative care supports can be maximised and tailored to the
resident’s needs.

1

https://agedcare.health.gov.au/sites/default/files/documents/03_2019/rucs_report_3_structural_and_individual_costs.pdf
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The assessment process uses a capabilities framework that relies on a skilled and credentialed workforce. The
VHA agrees with AHSRI’s recommendation that external assessors should be credentialed registered nurses,
occupational therapists or physiotherapists who have experience in aged care and have completed approved
assessment training. The VHA considers that this experience improves the ability of assessors to understand
the specific needs of older consumers and the complexities associated with completing a holistic assessment
for older people. The qualifications and skills of the external assessors should be a priority for the Department
of Health as part of the transition to the new funding model.
The Australian National Aged Care Classification (AN-ACC) funding model is underpinned by an explicit
incentive for high quality of care with a focus on restorative care and reablement, with no requirement for
reassessment and potential reassignment to a lower payment class if the capability of a resident improves after
entry to the care home. The VHA supports the concept of allowing providers to be funded at higher levels to
support investment in reablement and restorative care with the aim of increasing resident function and quality
of life. The VHA cautions the government against ACFI validation downgrades, as experienced under the
current funding model, after implementation of the model. Funding certainty is critical in encouraging and
incentivising providers to implement effective restorative and reablement care and support programs.
4.

Are the proposed reassessment triggers appropriate? If not, why not?

The reassessment study identified three core triggers for reassessment and class reallocation:
-

hospitalisation of five days or more or, in the event of a patient who has a general anaesthetic, two
days or more
significant change in mobility capacity (i.e. from independent/assisted to assisted/non-mobile)
time, to account for changes associated with increasing frailty and/or deterioration in health status.

The VHA agrees that the triggers, as outlined, seem appropriate and that a two-year transition period, the
VHA’s preferred transition option, would provide an opportunity to identify any additional triggers that may
not have been identified during the course of the study. With the change to external assessment for funding, it
will be important that providers have timely access to re-assessments when a resident’s condition deteriorates
in a short period of time. It will also be necessary to develop a suitable process for providers to disagree with
the external assessment, providing options to seek re-assessment if certain criteria are met.
5.

Should the Commonwealth consider the introduction of reassessment charges for services that
trigger unnecessary reassessments?

The VHA has serious concern for smaller facilities, particularly in remote and regional areas, which are
experiencing significant financial difficulties due to the impact of geography and an inability to reach adequate
scale due to a smaller population size in these areas. For these reasons, the VHA considers that reassessment
charges, particularly during transition, should not be introduced.
6.

Should there be a requirement for reassessment in the proposed funding model?

The VHA understands that the development of the AN-ACC will be iterative and further refinement is likely to
be undertaken through the pilot trial as the model is tested on larger cohorts. It’s likely that through this
process additional challenges and problems will become apparent and that the proposed two year overlap
between ACFI and the AN-ACC provides an opportunity to identify and address problems. The VHA urges the
Department of Health to ensure representation of public sector facilities in the pilot trial to ensure any
potential differences between the public sector and non-government sector are captured and fully understood.
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National Weighted Activity Units (NWAUs): How Do They Work?
7.

What are your views on an annual costing study to inform price?

The Independent Hospital Pricing Authority (IHPA) was established to oversee significant reforms to improve
Australian public hospitals. One of these significant reforms is the implementation of National Activity Based
Funding (ABF) for Australian public hospitals. The implementation of ABF provides incentives for efficiency, and
increases transparency in the delivery and funding of public hospital services across Australia.
The IHPA's primary function is to calculate and deliver an annual National Efficient Price (NEP). The NEP is a
major determinant of the level of Commonwealth Government funding for public hospital services, and
provides a price signal or benchmark for the efficient cost of providing public hospital services. The Authority
undertakes several major areas of work designed to inform the annual determination of the NEP, including
ongoing consultation with all Australian health departments, expert advisory committees, and key
stakeholders.
The IHPA works in partnership with the National Health Performance Authority (NHPA) and the Australian
Commission on Safety and Quality in Health Care to ensure that pricing, quality, and performance measures for
public hospitals are complementary, and facilitate a strong national framework for the delivery of public
hospital services.
The VHA and its members support an annual costing study to inform price, however, consider that the
principles of transparency, ongoing consultation and partnership must underpin the annual national residential
aged care costing study. The VHA recommends that an independent pricing authority be established for
residential aged care, or the remit of the IHPA be expanded, to undertake the annual costing study rather than
being the responsibility of the Department of Health. Establishing an independent pricing authority reduces the
risk of aged care pricing based on the fiscal impacts for the budget as opposed to funding the true cost of care
to meet the needs of residents.
Ongoing consultation and engagement should be undertaken with a representative mix of aged care providers
including public sector residential aged care providers and a rural expert advisory committee must be
established to ensure the needs of rural providers are reflected. Robust consultation must be completed
annually to ensure no unintended consequences of proposed pricing changes. The independent pricing
authority should also work in close partnership with the Aged Care Quality and Safety Commissioner to ensure
pricing, quality and performance measures are complementary and that price reflects quality and safety
requirements of residential aged care providers.
Other supplements and subsidies
8.

What are the risks and benefits of rolling viability supplement into the fixed payment NWAUs?

Viability supplement
The viability supplement is currently paid to remote and regional facilities based on the understanding that the
overall costs of operations for these facilities is higher than in metropolitan areas. The fixed care cost analysis
found that there are clearly higher costs of providing care in remote facilities that are not related to the care
needs of individual residents. Within remote facilities there are also further additional costs related to the
provision of specialised indigenous services and small facility size. The base care tariff in the AN-ACC funding
model addresses the additional fixed care-related costs for remote and indigenous facilities.
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ASHRIS’s report outlines that higher hotel costs are also addressed by the viability supplement but these costs
are not care related and are out of scope for the AN-ACC funding model. The AN-ACC: A funding model for the
residential aged care sector (report five) outlines that the current viability supplements that relate to additional
care costs may be discontinued once the AN-ACC model is introduced, however, it notes that the additional
structural costs associated with hotel-type services would still need to be addressed.
The VHA is seeking further advice from the Department of Health regarding how the costs associated with
hotel-type services will be addressed and funded, and considers that these arrangements must be finalised and
the implications fully understood prior to the transition and implementation of the proposed funding model.
Adjusted Subsidy Reduction
This subsidy reduction is currently applied to services operated by state or territory governments. A sample of
government-run facilities was included in the AN-ACC fixed cost analysis and the raw cost results for these
facilities were analysed. Those facilities reported substantially different costs and care staff mix and data and
were therefore excluded from further analysis. The review of raw cost data for these facilities did not support
the continuation of the adjusted subsidy reduction. It was proposed that this subsidy reduction be
discontinued and that residents in state and territory government funded facilities should be funded in the
same way as residents in non-government facilities be funded in the same way as non-government facilities.
Modelling completed in the south western district of Victoria revealed an annual funding reduction of over
$1.5 million across nine providers (the equivalent of 323 beds) due to the adjusted funding reduction in ‘S’ class
beds by the Commonwealth Government. The Adjusted Subsidy Reduction (ASR) is applicable for residents in
an aged care service, or part of a service, that is determined to be an adjusted subsidy aged care service. The
ASR is indexed annually and is about nine per cent of the daily high care subsidy. This leads to funding inequity
for residents of state and territory government aged care beds compared with those operated by the for-profit
or not-for-profit sectors.
The classification and ASR in ‘S’ class beds by the Commonwealth, a hangover from the 1987 CAM/SAM/OCRE
funding system, is currently indexed at $13.21 per day per bed.2 The result of this is that each resident in an ‘S’
class bed receives approximately $4,800 less in care funding per year than a resident in a non-government
facility. In 2014-15, the annual funding shortfall as a result of this classification was $16.7 million per annum
across Victoria. 3
The VHA considers that, irrespective of transition timelines proposed for the new funding model, there needs
to be funding equity for residents of state and territory facilities to ensure equitable access to care by
abolishing the adjusted subsidy reductions. This funding policy must change as a matter of urgency to ensure
public providers are fully funded by the Commonwealth Government to deliver the required level of care and
support for all residents.
Implementation and transition issues
9. Which transition option do you prefer? Why?
10. Are there any other approaches that should be considered?

Department of Health 2019, Aged care subsidies and supplements: new rates of daily payments from 20 March 2019,
https://agedcare.health.gov.au/sites/default/files/documents/03_2019/aged_care_subsidies_and_supplements_new_rates_of_payment_
from_20_march_2019_-_schedule_of_fees_and_charges.pdf019
3 Report on Government Services 2016, table 13A.9
2
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The VHA supports the recommended option of a transition strategy whereby the ACFI and AN-ACC run
concurrently for two years after AN-ACC is implemented. All new residents and residents requiring reassessment would be assessed using the AN-ACC assessment tool and funded using the new model.
The ASHRI recommends that the ACFI payment rates would be frozen for existing residents for the two years
during transition, however, the VHA does not agree that ACFI payments for existing residents should be frozen
during the transition period. Resident needs will continue to change and increase during the transition and
providers must be funded appropriately to deliver high-quality and safe care and supports.
A significant issue around the transition to a new funding model is whether government payment systems are
adequate. There have been ongoing problems with the current system and adding further complexity may have
negative consequences for providers. The VHA considers that to avoid unnecessary challenges and issues for
providers, the government payment system must be comprehensively tested prior to the transition and
implementation of the proposed funding model to ensure the payment system is fit for purpose.
The VHA considers that transitioning to the new funding model for residential aged care should occur post the
final findings and recommendations of the Royal Commission into Aged Care Quality and Safety. This would
ensure that any recommendations and findings related to the impact of funding on residential aged care can be
taken into consideration. If the government looks to proceed with implementing the new funding model prior
to this time, it and the Department of Health must be open to adjusting the implementation in response to
these findings.
The VHA also considers that the AN-ACC should be implemented after further consultation on the price is
undertaken with the sector and once robust testing of the payment system has been completed. Irrespective of
when government decides to implement the new model, it needs to be open to feedback from the sector
about the consequences of the implementation and transition to the new model and take a flexible approach
to adapting the model or transition arrangement in response to this feedback.
Implications for care delivery and planning
11. What are the implications of ceasing ACFI assessments in relation to care planning activities?
In theory, ceasing ACFI assessments in relation to care planning would release human resources at the provider
level to delivering care, care planning and supporting residents. Freeing up human resources is expected to
result in strengthened care planning, a greater focus on rehabilitative and restorative approaches to care and
increased capacity to coordinate multi-disciplinary approaches to care planning and delivery.
12. Do you support the development of a best-practice needs identification and care planning
assessment tool for use by residential facilities?
The VHA supports best-practice approaches to care planning, however, does not consider these tools should be
mandatory. It also recommends that the proposed best-practice tool is tested and applicable to the Australian
aged care context.
13. Do you support a requirement for care planning assessments to be undertaken at least once a year
for all residents, with outcomes discussed with residents and carers?
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The VHA supports at least annual care planning assessments, however, residential aged care providers must
also be responsible for undertaking robust care planning where a change in health status is identified, after a
hospital admission or upon request from a resident. This will ensure that care is individualised, flexible and
responsive to changing needs and preferences. The VHA considers that appropriately qualified nursing or
medical staff should be responsible for leading care planning activities with input and collaboration with the
resident and key staff including personal care attendants, and family members/carers where a resident
provides consent.

More information
For more information, contact:
Ali Georgalas
Advisor, Health System Reform
ali.georgalas@vha.org.au
03 9094 7715

Emma Liepa
Director, Policy and Strategy
emma.liepa@vha.org.au
03 9094 7777
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