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Consolidation and convergence

Residential aged care is a $14.0 billion industry that is highly regulated
and dependent upon Federal Government funding for two thirds of
operating revenue. The industry has experienced growth over recent
years and is likely to continue to do so as an ageing population drives
demand for its services.

The demand implications of the continued growth in the aged
population will be compounded by increasing (and more expensive)
care needs. Whilst the Living Longer, Living Better reforms have
targeted community care as a preferred option (and directed significant
funding to community care programs), in the longer term the growing
need for higher care residential services will prevail.

The Living Longer, Living Better reforms will have a significant impact
on funding and financing arrangements for the residential aged care
sector. Some reforms will have a positive impact, some negative, and
the impact of others is, as yet, uncertain. The weight of the changes
will not be evenly distributed.

The impact of the Living Longer, Living Better reforms are likely
to disproportionately benefit metropolitan For Profit providers
specialising in High Care at the expense of Low Care and rural and
regional providers. This may have significant repercussions for Low
Care focussed third and fourth quartile providers who are currently
operating at low or negative profitability.

Consolidation, convergence and growth in specialised services are
likely to be key trends in the future. Large For Profit providers are best
placed to take advantage of these opportunities.
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Overview

Residential aged care is a $14.0 billion industry
that is highly regulated and dependent upon
Federal Government funding for two thirds of
operating revenue. The industry has experienced
growth over recent years and is likely to continue
to do so as an ageing population drives demand
for its services.

Overview
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Residential aged care is a $14.0 billion industry that has grown strongly
over the past 10 years. An ageing population will drive further growth for
the foreseeable future, although government reforms aimed at curbing
government expenditure are likely to impact profitability for some
providers.1
The residential aged care industry is highly
regulated and dependent upon government
funding for approximately two thirds of operating
revenue. Average annual growth of 5.8% over
the past five years has been fuelled by increasing
demand (due mainly to an ageing population).
The introduction of the Aged Care Funding
Instrument (‘ACFI’) in 2008 and a 10% increase
in the number of high care places, drove
significant growth, although clawback measures
introduced by the government in 2012 to curb the
rising government funding subdued growth in
FY13 and FY14.

$14.0 billion
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$593.9 million
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Whilst the general outlook is one of growth,
recent reforms in funding will impact profitability
for some providers, particularly smaller providers
and those with a predominant focus on low care
beds. The extent of this impact is still not clear
but it is likely the government will experience
pressure to improve profitability through additional
funding and increasing the number of high care
places available.2
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The ageing population will support further growth
(5.2% per annum over the next five years). This
growth will be underpinned by a growing emphasis
on ‘user pay’ payment structures and relaxation
of some regulations to allow providers to offer a
wider variety of (user paid) services.
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Aged care accommodation spectrum
Residential aged care provides accommodation and 24 hour care for
residents typically aged over 70 years. It is positioned at the higher end of
the aged accommodation spectrum, just below acute hospital care.
The spectrum of services

Acute
hospital care

Residential
aged care

Whilst some larger residential aged care facilities have, or are moving into,
the provision of sub-acute care, older people requiring acute care are typically
admitted to hospital facilities.
Residential aged care provides accommodation and care to people who can
no longer live independently due to health reasons, but who do not require
acute hospital care.

Low care

High care

Extra services

• Focuses on personal care service • Typically involves 24 hour
• Extra Services may apply to either
and occasional nursing care when
nursing care.
High Care or Low Care, and provides
required.
additional ‘hotel type’ services in
• Additional services typically
relation to services such as catering
• Residents are provided with
include a range of allied health
(premium dining options), cleaning
accommodation support services
services such as physiotherapy,
and laundry (premium linen and
(e.g. cleaning, laundry and meals)
occupational therapy and podiatry.
bedspreads).
and personal care services
(e.g. help with dressing, eating,
• Aged care facilities approved for
bathing, etc.).
Extra Services can charge Residents
an additional daily fee and can also
charge accommodation bonds
The LLLB reforms removed the distinction between
(including for High Care).
High Care and Low Care from 1 July 2014
• Maximum proportion of Extra
Services places is limited by law to
15% of places in each State.

Home and
community care

Home and Community Care is a home help program funded by the federal
government. It is for older people who are mostly, but not completely, able to
live and cope on their own. Services include domestic assistance, personal
care, home modification, and home based nursing care.

Retirement
village living

Retirement villages cater for younger residents than residential aged care,
who are able to reside in a house or apartment with little or no care services.
Retirement villages operate on a ‘user pays’ deferred management fee basis,
with minimal government funding.

Resident
family home
Sources:

Japara Healthcare Prospectus, April 2014
www.myagedcare.com.au
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Funding and financing
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The residential aged care industry is a provider of both services (care,
daily living) and infrastructure (accommodation). Services are funded
through operating revenue, of which approximately two thirds ($9.6 billion)
is provided by the Federal Government. Of the $30.9 billion of assets held
by aged care providers, care recipients, via accommodation bonds, fund
almost half of this.
In FY13 the aged care industry generated revenue of $14.0 billion and Net Profit Before Tax of $0.6 billion.
The Federal Government is the major contributor of funding to the sector ($9.6 billion) , accounting for
around two thirds of overall funding. Care recipients provide the majority of the balance ($3.7 billion).
FY13 Assets were $30.9 billion. Almost half of this was funded through interest free loans from care
recipients in the form of accommodation bonds ($14.3 billion).
FY13 Reported Net Profit Before Tax of $0.6 million represents a margin of around 4% on revenue of
$14.0 billion, and a Return on Equity of around 6% on Net Assets of $10.2 billion.3

Sources of funding and financing (FY13)
Operating revenue
Government funding
$9.6 billion
User pays
$3.7 billion
Other funding
$0.7 billion

Subsidies and
adjustments
Fees and retentions

Interest income

Profit and Loss
Revenue
$14.0 billion
Expenditure
$13.4 billion

Provision of
services

NPBT
$0.6 billion

Core
accommodation
daily living
Capital financing
Government funding
$0.1 billion
User pays
$14.3 billion

Balance Sheet

Capital grants and
zero interest loans
Accommodation
bonds

Financial institutions
$ undisclosed

Loans

Investors
$ undisclosed

Equity

Assets
$30.9 billion
Liabilities
$20.7 billion
Net assets
$10.2 billion

Source: Report on the Funding and Financing of the Aged Care Industry, Aged Care Financing Authority, July 2014

Provision of
infrastructure

Funding mix

7

Of the $14.0 million of revenue received by the aged care industry in FY13,
around two thirds ($9.6 million) was provided through government
funding and one third was received from core recipients (user pays).
Funding mix
Basic subsidy (ACFI)
CAP
Accommodation supplments
Other supplements
Extra service fee reduction

Government funding

Income tested subsidy reduction
Accommodation payments
Retention amounts
Basic daily fee
Income tested fees

User pays

Extra service fee
($ million) -1,000

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

Source: Report on the Funding and Financing of the Aged Care Industry, Aged Care Financing Authority, July 2014

Basic Subsidy (‘ACFI’)
Federal government care payments are paid
based on the type and level of care provided, as
determined by a dependency based Aged Care
Funding Instrument (‘ACFI’). ACFI commenced
in March 2008, and establishes subsidy levels
based on an assessment of three domains:
•

Activities of daily living

•

Behavioural supplement

•

Complex healthcare supplement

In 2012, the government announced a claw back
under ACFI due to “unusual claiming” by some
residential aged care providers. The impact of
the claw back meant there was no increase in
ACFI subsidy rates between FY12 and FY13.4

Other Government Funding
The Federal government also provides
Conditional Adjustment Payments (CAP) to
providers who meet certain conditions (financial
audits, provision of information, staff training
opportunities), as well as Accommodation

Supplements on behalf of residents who cannot
afford to meet their own accommodation costs
(supported residents).
Other supplements include a viability supplement
to assist providers in rural or remote areas with
the additional cost of delivering services in those
areas and a Zero Real Interest Loan Program
supports the development of facilities in areas of
high need.5

User Pays
In addition to a basic daily fee, residents can also
pay for the provision of extra services and, for
those with higher incomes, an income tested fee.
Residents with significant assets can also be
asked to pay an accommodation bond (known
as Refundable Accommodation Bonds from
1 July 2014) when they enter an aged care home.
Refundable Accommodation Bonds are discussed
in more detail in Section 3 of this paper.
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Growing demand

The demand implications of the continued growth
in the aged population will be compounded by
increasing (and more expensive) care needs.
Whilst the Living Longer, Living Better reforms
have targeted community care as a preferred
option (and directed significant funding to
community care programs), in the longer term the
growing need for higher care residential services
will prevail.

Drivers and dampeners of demand
Whilst growing consumer preference to ‘age in the home’ and government
policy aimed at supporting this and restricting the growing cost of aged care
provision are ‘demand dampeners’, demographic factors and increasing
complexity of care needs will outweigh these and drive sustained growth in
demand for residential aged care services.
Drivers and dampeners of growth
Ageing population
Australia’s ageing population is the key demand determinant. The Australian
population continues to age at an accelerated pace, as the baby boomers move
into the over 65 age cohort.6

Increasing complexity of care needs
The demand implications of the continued growth in the aged population will be
compounded by increasing (and more expensive) care needs. The prevalence of
chronic diseases increases with age, as does co-morbidity.

Ageing in the home
Whilst there is a growing consumer preference to ‘age in the home’, the extent to
which Community Care programs dampen growth will be lessened by a projected
decrease in the availability of informal (and unpaid) carers. These carers are an
essential cornerstone of Community Care programs.

Government policy
The Living Longer, Living Better reforms will result in an overall reduced funding of
$1.9 billion to residential aged care providers over the next five years. This will
dampen demand, although the much of this will be directed at low care providers.
Source: KordaMentha
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An ageing population
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The ageing of Australia’s population is a trend that has been evident over
recent decades as a result of fertility remaining below replacement level
and declining mortality rates. This will result in dramatic structural
changes over the next 50 years, with the median age rising from 37.3 years
in 2012 to 42.8 years by 2061.
Population distrubtion now

Baby boomers

Baby boomers

1.6

1.6

1.4

1.4

1.2

1.2

Population (million)

Population (million)

Population distrubtion 1961
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Source: Australian Bureau of Statistics
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This implication for aged care services is clear. The population aged over 65 years will increase rapidly
over the next 50 years, from 3.2 million in 2012 to between 9.1 and 11.0 million in 2061. This will
represent an increase of over 200%.

Population projections
70–79 age cohort

80+ age cohort

Population 10.0
(million)
8.0
6.0
4.0
2.0
0
2011
Source: Australian Bureau of Statistics

2021

2031

2041

2051

2061

Care needs becoming more complex
The demand implications of the continued growth in the aged population
will be compounded by increasing (and more expensive) care needs.
The prevalence of chronic diseases increases with age. As people age, they are also more likely to suffer
from multiple illnesses. Chronic diseases and co-morbidity requires specialised (and costly) care. The
need for specialised care will increase dramatically over the next 50 years. This will provide opportunities
for aged care providers, but will also require substantial investment in specialised care facilities.

Cardiovascular disease prevalence in
males by age (2008)
80%
60%
40%
20%
0
45-54
55-64
65-74
75-84
85+
Sources: Australian Institute of Health and Welfare | Australian Bureau
of Statistics | L.E.K. Consulting

Diabetes prevalence by age (2008)
16%

Bupa, Submission to the Productivity Commission, March 2011
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0
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Sources: Australian Institute of Health and Welfare | Australian Bureau
of Statistics | L.E.K. Consulting

Number of selected chronic conditions
by age (2008)
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25-44

65-74

40%

30%

20%

10%

0

“… 65% of all Bupa Care Services
residents suffer from some form of
dementia... the number of those
affected by dementia is growing
rapidly… Bupa Care Services is
actively involved in making change
happen today, through the newly
formed Alzheimer’s Australia Quality
Dementia Care Initiative… Innovation
will result in better care for residents
and greater efficiency in the delivery
of that care…”

0-24

75-84

Sources: Australian Institute of Health and Welfare | Australian Bureau
of Statistics | L.E.K. Consulting
Note: Selected conditions included asthma, Type 2 diabetes, ischameic
heart disease, cerebrovascular disease, arthritis, osteoporosis, COPD,
depression and high blood pressure.
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Community care will only marginally dampen long
term demand for aged care residential services
Whilst the Living Longer, Living Better reforms have targeted community
care as a preferred care option (and directed significant funding to
community care programs), in the longer term a growing need for higher
care residential services will prevail.
Whilst community care programs provide funded support, such support typically relies upon a network of
informal (and unpaid) carers. As Australia’s population ages, the availability of informal care will reduce.
community care programs are also generally unsuited to aged people suffering chronic illnesses.
As such, whilst low care providers will experience reduced demand and funding as resources are
reallocated to community care programs, high care providers are not likely to experience significant
demand impact.

Number of females 50-64 years of age
to persons aged over 80 (2004-2031F)
Ratio
3.0

Caring circumstance of a person over
65 with a severe or profound activity
limitation (2001-31)
With a carer
Thousands of people
1,000

2.5

2.0

800

1.5

600

1.0

400

0.5

200

0
2004

Without a carer

2007 2010 2013F 2016F 2019F 2022F 2025F 2028F 2031F

Sources: National Centre for Social and Economic Modelling |
L.E.K. Consulting
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Sources: National Centre for Social and Economic Modelling |
Carers Australia | L.E.K. Consulting
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Government reform

The Living Longer, Living Better reforms will have
a significant impact on funding and financing
arrangements for the residential aged care
sector. Some reforms will have a positive impact,
some negative, and the impact of others is, as yet,
uncertain. The weight of the changes will not be
evenly distributed. Small and Not For Profit
operators (who typically have marginal
profitability) will be impacted the greatest.

Aged care funding is substantial, and growing
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Aged care funding was approximately $14.9 billion in 2012, with the federal
government providing around three quarters of total funding. The cost of
providing aged care is increasing at a substantial rate (10.2% per annum
over the past five years), reflecting a growing aged population and an
increasing demand for more complex and costly care services.
Government expenditure on aged care
Total

Annual growth
(5 years)

Community Care

Residential

10.2%

Community

9.9%

13.1%

Residential Care
$9.796 billion

$ billion 10
$8.851 billion
8

$7.210 billion

$6.650 billion

$7.911 billion

6

4

2
0
2008

2009

Source: Department of Health and Ageing

Funding split (2012)
11%

Residential Care
89%

Source: Department of Health and Ageing

Community Care

2010

2011

2012

Living longer, living better
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In response to the growth in funding costs, the government released a
major regulatory reform package in April 2012 that will bring about
significant changes to the way residential aged care services are funded
and regulated. Broadly, the reforms provide a roadmap for a gradual
transition toward a ‘user pays’ funding system.
The Living Longer, Living Better (‘LLLB’) reforms are directed, in part, at limiting the rate of growth. Over
the past five years community care services have received an increased share of funding at the expense
of residential care services, and this trend will continue in the short to medium term.
The reforms were released in response to the Productivity Commission report in 2011, and the majority of
the reforms commenced in July 2014.

Living Longer, Living Better framework
Demographic and
sustainability
pressures

Availability of
informal care
Lack of integration
across programs

Financial and capital
pressures

Issues identified by
Productivity Commission

Increasing health status
and changing consumer
preferences
Lack of emphasis on
preventative and
restorative care

Barriers to choice,
innovation and
efficiency
Workforce
pressures

‘Whole of care’
approach to aged care
Living Longer, Living Better reforms
Quality of care/
consumer choice
• Greater scope for residents to
self fund higher levels of service.
• Removal of high care/low care
distinction.
• Increased flexibility and
transparency for Accommodation
Bond payments.

Funding
• Gross spend of $3.7 billion over
the first five years (2012-17), of
which $660 million directed to
residential care.
• Expanded scope for means
testing arrangements will
increase resident contributions.
• Aged Care Funding Instrument
subsidies to be constrained to
dampen recent significant growth.
• Accommodation Bond funding
expanded to high care
(previously restricted to low care).

Source: Living Longer, Living Better, Commonwealth of Australia, April 2012

Workforce
• $1.2 billion over four years in
additional Conditional Adjustment
Payments, focused on:
–– higher wages
–– improved career structures
–– enhancing training and
education opportunities
–– improved career development
and workforce planning
–– better work practices.

Funding impact of reforms
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The LLLB reforms will have a significant impact on funding and financing
arrangements for the residential aged care sector. Some reforms will
have a positive impact, some negative, and the impact of others is, as yet,
uncertain.
LLLB reform impact on funding sources
Positive impact

Negative impact

Uncertain impact

No material impact

Basic subsidy (ACFI)
CAP
Accommodation supplments
Other supplements
Extra service fee reduction

Government funding

Income tested subsidy reduction
Accommodation payments
Retention amounts
Basic daily fee
Income tested fees

User pays

Extra service fee
($ million) -1,000

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

Source: Report on the residential aged care sector, KPMG, July 2013
Report on the Funding and Financing of the Aged Care Industry, Aged Care Financing Authority, July 2014

Increased price transparency and
consumer discretion over payment
type

Establishing an Aged Care Pricing
Commissioner and introducing
accommodation pricing thresholds

Providers are now required to publish
accommodation prices and greater information
explaining alternative accommodation payment
options.

A new pricing framework establishes three levels
of accommodation payments:

Providers are now not able to distinguish
between residents on the basis of how they elect
to pay. All residents will have the choice of
paying through a fully refundable accommodation
bond (RAD), a rental style daily accommodation
payment (DAP), or a combination of both.

Prescribed retention amounts
abolished
Providers are no longer able to retain prescribed
amounts from accommodation payments

Consistent accommodation pricing
The distinction between low and high level care
was those entering high level care had a choice
of RAD, DAP or combination of both.

•

Level 1 – From $0 to the maximum
government accommodation supplement
(around $53 per day)

•

Level 2 – From the maximum government
accommodation supplement to a lump sum
of $406,037

•

Level 3 – RADs greater than $406,037
(or the DAP equivalent)

Providers will need to receive permission from
the Aged Care Pricing Commission to charge
bonds greater than the Level 2 threshold.7

Changes to government funding
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The LLLB reforms provide $3.7 billion of funding over the next five years.
Of this, $660 million is directed specifically at residential aged care.
However, this amount is gross spend and the reform package includes a
number of other funding changes that may actually result in overall
reduced funding of $1.9 billion to residential aged care.
$660 million headline funding to
residential aged care...

$65m

...but actual longer term funding may
be reduced by $1,922 million.

$108m
($387m)
$660m

$487m

($607m)

($1,922m)
($1,597m)

Increase in
accommodation
supplement

Pay for
extras

Regional, rural
and remote
area viability
supplement

Residential
aged care
gross spend

Expanded
means testing

Source: Adapted from Living Longer, Living Better, April 2012, Commonwealth of Australia

Transfer of
places from
residential
care

ACFI
changes

Net change in
government
funding

Impact of ACFI changes
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The potential impact of the ACFI changes ($1.6 billion over four years) is
substantial and will impact all residential aged care operators. But the
weight of the changes will not be evenly distributed across the industry.
Small and Not For Profit operators (who typically have more marginal
profitability) will be impacted the greatest.
Since the introduction of ACFI in 2008, basic subsidy payments have increased at a higher rate than the
long term average. To curb this, the LLLB reforms included a one-off effective ACFI subsidy rate freeze in
2012. In addition, changes to the weighting of personal hygiene assistance requirements and changes to
the complex health care matrix are likely to result in lower increases in ACFI funding going forward.
The ACFI changes are projected to reduce average funding per facility by $125,000. Whilst the largest
facilities (those receiving an average of $12.8 million in ACFI subsidies) will suffer the largest fall in
subsidy ($462,000 per facility), the greater burden will actually be borne by small and mid sized facilities.
As a percentage of funding reduction, smaller operators (those receiving an average of $1 million in ACFI
subsidies) will see their funding fall by an average of 5.8%, compared with only 3.6% for larger facilities.8

Impact of ACFI changes

Impact of ACFI changes

($ per facility)

(% funding reduction)

$500,000

$462,000

$400,000

4.0%

4.0%

$260,000

3.6%

3.0%

$200,000

$0

5.8%

5.0%

$300,000

$100,000

6.0%

2.0%
$58,000
Small facility

1.0%
Medium facility

Large facility

0%

Small facility

Medium facility

Large facility

Source: Sector wide changes to the ACFI over the next four years,
The Centre for International Economics, September 2012

Source: Sector wide changes to the ACFI over the next four years,
The Centre for International Economics, September 2012

“The reduction in care funding raises
serious viability concerns in an
industry already suffering from
declining investment levels. The
Government’s own performance
benchmarking shows that operators
achieve an average earnings before
interest, tax, depreciation and
amortisation (EBITDA) of only $6,417
per resident on facilities that cost
over $225,000 per bed to build.”

“One must consider that private
providers have been more astute to
getting more out of ACFI payments…
In contrast, NFP’s (especially small
rural providers) lack the skills and
capabilities that would allow them to
get the most out of ACFI payments. In
one sense, these providers are going
to get hit twice because they are
under claiming currently and they
will lose out in the future as a result
of the changes. From this perspective
they will be the most significantly
impacted.”

Living Longer, Living Better – The Unintended Consequences,
Grant Thornton, June 2012

Aged Care Association, Former CEO, September 2012

Refundable Accommodation Deposits
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The LLLB reforms will not only impact direct government funding to the
industry. Refundable Accommodation Deposits are a key source of ‘user
pays’ funding for aged care providers. Changes in the way these are
regulated will provide both challenges and opportunities for the industry
and is likely to have a fundamental impact on the future development of
the industry.
Refundable Accommodation Deposits (previously known as Accommodation Bonds) are essentially
an interest free loan from a care recipient, which is repaid when the resident departs. Refundable
Accommodation Deposits are regulated, but LLLB reforms will provide opportunities for aged care
operators to leverage this source of finance.

How they work

Lump sum payment by
incoming residents to
aged care operator.
Typically benchmarked to
the local median house
price as incoming
residents often fund the
RAD through the sale of
their residential home.

Daily accommodation
payments nominally
deducted from the RAD
balance and treated as
operating revenue

RAD treated as a liability,
but with an offsetting cash
asset.
RADs can only be used
for approved purposes
(capital works, retiring
debt, acquiring new
facilities).

RAD repayable to
outgoing resident (less
DAP deduction) when a
resident leaves a facility.
Operator enjoys the
benefit of any capital
appreciation through the
ability to receive new
RADs at a higher amount
(assuming the median
house price has
increased).

Source: Adapted from Japara Healthcare Prospectus, April 2014

Capital appreciation example
$300,000
$289,406

$290,000
Assumed property price
growth 5% per annum

$280,000

Increase in
capital of
$39,406

$270,000
$260,000
$250,000

$250,000

$3,972

$3,972

$3,972

$240,000
$230,000

$238,084

Daily accommodation payment

$220,000
$210,000
$200,000

Year 0
initial bond

Year 1

Year 2

Source: Japara Healthcare Prospectus, April 2014

Year 3

Replacement
Year 3
Bond repayment resident bond

• Median house price of $500,000
• Initial resident makes a RAD
payment of $250,000 (reflecting 50%
of median house price)
• Resident occupies for three years
• DAP amount of $331 deducted
monthly for three years
• House price growth of 5% per annum
(median house price of $578,813 in
year three)
• Replacement RAD of $289,406 in
year three (reflecting 50% of median
house price)

Of the $30.9 billion of assets and $20.7 billion of liabilities held collectively
by the residential aged care industry, around $14.3 billion is funded
through Refundable Accommodation Deposits. As an essentially interest
free loan from care recipients, they are a vital mechanism to fund the
development and maintenance of aged care facilities.
Percentage of residents who paid
accommodation bonds (FY13)
50%
40%

47.9%
42.2%

40.1%
28.8%

30%
20%
10%
0
All providers

For Profit

Not for Profit

Government

Source: Report on the Funding and Financing of the Aged Care Sector,
Aged Care Financing Authority, July 2014

Average bond per resident (FY13)
$250,000
$200,000

$214,374

$244,744
$198,159
$149,587

$150,000
$100,000
$50,000
0
All providers

For Profit

Not for Profit

Government

Source: Report on the Funding and Financing of the Aged Care Sector,
Aged Care Financing Authority, July 2014

In 2013, 42% of all permanent residents had paid
an accommodation bond. For Profit providers
had a higher overall percentage (48%) whilst
government providers had the lowest (29%).
This likely reflects the higher asset base of
For Profit residents.
The average accommodation bond was $214,374.
Again, the For Profit average was highest
($244,744) and the Government average was
lowest ($149,587).
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LLLB reform impact on Refundable Accommodation
Deposits
The LLLB reforms will have a significant impact on the capital and income
the providers derive from Refundable Accommodation Deposits. Scenario
modelling suggests an overall increase in both RADs and income associated
with them, but the benefits of this increase will not be uniformly distributed
amongst providers.
RAD
Increased price transparency

Income
$402.8m

Removing prescribed retention amounts

$68.4m

Accommodation pricing thresholds

$303.6m

$26.8m

Removing high care/low care distinction

$3,400m

$93.5m

Source: Report on the residential aged care sector, KPMG, July 2013

Increased price transparency

Accommodation Pricing Thresholds

Providing greater pricing transparency may
mean some people pay a DAP when they
would have otherwise paid a RAD. This may be
an attractive option given the age pension has
income and asset exemptions for the former
principal place of residence, there are capital
gains exemptions, and only $144,500 of the
value of the home which is retained in included in
the assets test for determining the contribution to
care fees, whereas 100% of the proceeds from a
sale of the family home would be assessed.

RAD amounts greater than the Level 2
threshold (or the DAP equivalent) will need to
be pre‑approved by the newly established
Aged Care Pricing Commissioner.

Scenario analysis undertaken by KPMG
suggests that increased transparency around
accommodation prices may reduce the value of
new RADs by $402.8 million in FY15 (or 9.7%),
with these RADs shifting to DAPs.
However, a switch to DAPS will depend on whether
the resident can afford to pay the DAP. In most
cases this will depend on whether the home can
generate sufficient rental income to meet the
DAP payment. The graph on the following page
illustrates that, whilst most residents would prefer
to pay a DAP, in the majority of cases the estimated
income earned from renting out the home was
not enough to cover the estimated DAP9.

The graph opposite shows the distribution of
bonds exceeding the Level 2 threshold when
applied to the new low and extra service bonds
received in FY12. Applying a Level 2 threshold
suggests approximately 2,435 new low and
extra service bonds (13.3%) would exceed the
Level 2 threshold, with a value of $303.6 million.
The income and avoided cost of debt associated
with these bonds is estimated by KPMG to be
$26.8 million.10
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Distribution of RADs estimated to
switch over to DAPs, 2014–15

Distribution of new bonds in 2011–12
that exceed the Level 2 threshold
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Source: Report on the residential aged care sector, KPMG, July 2013

Source: Report on the residential aged care sector, KPMG, July 2013

Removing prescribed retention
amounts

Removing high care/low care
distinction

The LLLB reforms will remove the ability of
providers to retain prescribed amounts from
accommodation payments. KPMG modelling
suggests this may reduce income associated
with new RADs from low and extra service
residents of up to $68.4 million in FY15.

Prior to the LLLB reforms, only low care of extra
service high care residents were eligible to provide
a RAD. From 1 July 2014 the distinction between
high and low care has been removed, opening
the door for providers to offer a RAD payment
option to incoming high care residents.

This impact may be partially offset by providers
increasing their price of accommodation,
although any increase in price will be subject
to the ability of providers to raise their
accommodation prices given wealth constraints
of residents. This may be particularly the case
for providers in rural and remote regions where
the average house value is low.11

As accommodation charges are capped,
offering non-supported high care residents a
RAD, DAP, or combination of both will enable
providers the potential to increase their lump sum
accommodation payments, increase the associated
income, and reduce the cost of debt.
Modelling the potential increase in RADs suggests
the value of new RADs from high care residents
is estimated to increase by $3.4 billion in FY14,
with associated increased income and avoided
cost of debt of $93.5 million.12

The estimated increase in RADs from high care residents is more than enough to
offset the estimated decrease in RADs associated with a switch from RADs to
DAPs for low and extra service residents.
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The potential change in the distribution of accommodation payments will
be unique for each provider and will depend on the composition and
characteristics of residents.13 However, broadly speaking, high care
providers are likely to benefit and low care providers are likely to be
negatively impacted.
Providers focused on the provision of high care are likely to benefit most from LLLB reforms to RADs.
The removal of the distinction between low care and high care will allow providers to offer RADs to high
care residents. Modelling suggests the increase in RADs from this source will more than offset the RAD
and associated income reductions due to other LLLB reforms.

LLLB reform winners and losers
Low care

High care

Small

Large

Regional and rural

Metro

High percentage of
supported residents

Low percentage of
supported residents

Sources: KordaMentha | Report on the residential aged care sector, KPMG, July 2013

100% low care

Low care
focussed

 $112K

No impact

High care
focussed

 $72K

P&L impact

 $0.4m

Balance
sheet
impact

Indicative P&L impact for a low care
focussed provider
597

 $60K

 $2.5m

 $103K

 $2m

Indicative P&L impact for a high care
focussed provider

(107)
35

525

175
405

Current
RAD P&L
contribution

100% high care

Loss of retention Interest avoided
fees on
due to access
current RADS
to new high
care RADs
Source: L.E.K. Consulting

Projected
RAD P&L
contribution

Current
RAD P&L
contribution

508

(73)

Loss of retention Interest avoided
fees on
due to access
current RADS
to new high
care RADs
Source: L.E.K. Consulting

Projected
RAD P&L
contribution
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4

Performance and viability

The most profitable operators are For Profit,
specialising in High Care, and metropolitan. The
impact of the Living Longer, Living Better reforms
are likely to disproportionately benefit these
groups of providers at the expense of Low Care
and rural and regional providers. This may have
significant repercussions for Low Care focussed
third and fourth quartile providers who are
currently operating at low or negative profitability.

Trends in profitability
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Overall, providers have benefited from a significant increase in profitability
over the past six years. However, the growth in profitability has been more
subdued in the regions, and Low Care providers have actually seen
average profitability decrease.
Over the past five years there has been a reduction in the number of providers
operating at a loss.
Providers reporting profit/loss
Providers reporting profit
100%

27%

26%

73%

74%

FY07

FY08

Providers reporting loss
30%

26%

80%
60%

70%

74%

19%

19%

81%

81%

FY11

FY12

While the increased profitability since 2007 has
not benefited all providers uniformly, the number
of providers operating at a loss has still decreased,
from 27% in FY07 to 19% in FY12.

40%
20%
0%

FY09

FY10

Source: Report on the residential aged care sector, KPMG, July 2013

... but the benefits have not been uniformly received...
EBITDA per resident
All providers

Regional providers

Low care providers

$10,000
$9,000
$8,000
$7,000

Low care providers, as a whole, actually
experienced a fall in profitability of $1,424
(from $3,878 to $2,454), a reduction of 37%.

$6,000
$5,000
$4,000
$3,000
$2,000
$1,000
$0

Between FY07 and FY12, average profitability
per resident for all providers increased by
$5,271 (from $4,003 to $9,274), an increase of
132%. The increase for regional providers was
less marked, with a lower increase of $3,166
(from $3,527 to $6,693) or 90%.

FY07

FY08

FY09

FY10

FY11

FY12

Source: Report on the residential aged care sector, KPMG, July 2013

Characteristics of a successful operator
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The most profitable operators are For Profit, specialising in High Care,
and metropolitan. The impact of the Living Longer, Living Better reforms
are likely to disproportionately benefit these groups of providers at the
expense of low care and rural and regional providers. This may have
significant repercussions for Low Care focussed third and fourth quartile
providers who are currently operating at low or negative profitability.
The most profitable operators are For Profit
There is a wide divergence of profitability amongst residential aged care providers. The top quartile
achieved average EBITDA of $19,825 per resident in FY13, compared with an average loss of $5,276 for
the bottom quartile of providers.
For Profit operators are the strongest performers in terms of overall profitability. This position is likely to
become further entrenched following the Living Longer, Living Better reforms as For Profit providers are
more likely to have the financial resources and commercial drive to take advantage of consolidation and
convergence opportunities.

EBITDA per resident by type of
operator (FY13)
$14,000

EBITDA per resident by type of
operator (FY13)
For Profit

$12,683

$12,000
$10,000

$8,660

$8,000

Not for Profit

Government

All Providers

$30,000
The viability of 3rd and 4th
quartile facilities may be
challenged by the recent
funding reforms.

$20,000

$7,159
$10,000

$6,000
$4,000

0

$2,000
($10,000)

0
($2,000)

($591)
For Profit

Not for Profit

Government

Source: Aged Care Financing Authority, July 2014

All providers

First
quartile

Second
quartile

Third
quartile

Source: Aged Care Financing Authority, July 2014

Fourth
quartile

Specialising in high care...

...and metropolitan

High Care is an undoubted winner from the
recent reforms, with little been done to address
the low profitability of Low Care providers.

Whilst the reforms have introduced some new
measures to improve rural and regional viability,
the balance sheet and P&L opportunities
presented by Accommodation Bond reform are
most likely to benefit metropolitan providers.

EBITDA per resident by type of care
(FY13)

EBITDA per resident by location
(FY13)
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$8,000

$6,000

$6,000

$5,060

$4,000

$9,587

$8,660
$6,933

$7,457

$4,000
$2,029

$2,000
0
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High care

Low care

$2,000
Mixed care

Source: Aged Care Financing Authority, July 2014

All providers

0

Metropolitan

Regional

Metropolitan
and regional
Source: Aged Care Financing Authority, July 2014

All providers

Cost structure
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Cost structures for residential aged care providers reflect the two major
deliverables of aged care operators; the provision of services and the
provision of infrastructure. People costs are the most significant overall
cost and are around 58% of total costs for a typical operator.
Direct staff costs
Agency costs
Provision of
services

Wage costs as a
percentage of total costs

Catering
Cleaning

Facility
costs

Wage costs

58%

Other costs

42%

Consumables
Capex
Provision of
infrastructure

Repairs/maintenance
Utilities

Sources: KordaMentha | Accommodation for the Aged in Australia, IBIS World, March 2014 | L.E.K. Consulting

Average care hours per resident
Number of 50
hours per
fortnight

~ 45 hours

~ 30 hours
25

0
High care
Sources:

Low care

KordaMentha | Accommodation for the Aged in Australia,
IBIS World, March 2014

People costs can vary depending on the size of
facility and services provided (low care, high care).
Unsurprisingly, high care residents require more
intensive attention, but the better operators
leverage efficiencies to provide high quality care
with lower input costs.

Workforce skills shortages
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Around three quarters of residential aged care facilities experience skills
shortages. This is particularly the case with Registered Nurses, where it
takes an average of seven weeks to fill a position.14
As demand for residential aged care grows, skills shortages will become an increasing issue for facility
operators. Overseas workers are helping to mitigate this. In 2012, the proportion of overseas workers in
the residential aged care workforce was 34%. However, the growth in workers born outside of Australia
does not necessarily align with the language requirements of current residents and this can pose
difficulties in providing quality care.15
The largest occupational group is Personal Care Attendants, representing 68% of all direct care
employees. This group is also growing at the fastest rate, with the mix of qualified nurses declining over
the past ten years. This has been partially due to the up-skilling of non-nursing care staff over the same
period.16

Breakdown of direct care employees
Personal Care
Attendant

100,312

Registered
Nurse

21,916

Enrolled
Nurse
Allied Health
Professional
Allied Health
Assistant
Nurse
Practitioner

16,915

2,648

5,001

294

Source: Aged Care Financing Authority, 30 June 2013

Aged care nurses tend to be paid less than their
acute care counterparts. Analysis by the
Australian Nursing Federation suggests the
difference is around 17% nationally.17 As the
demand for aged care workers increases,
residential aged care operators will increasingly
need to compete with hospitals to attract and
retain staff. However, this does not necessarily
have to be restricted to wage levels. Some aged
care employees are prepared to trade off better
working conditions against remuneration.
Typically aged care operators can provide a
more routine and ‘family friendly’ environment for
their staff, compared with hospitals. Nursing
homes are typically closer to home than hospitals
(because there are more of them) and there is
scope to provide more flexibility in relation to
hours worked and other employment conditions.
The best aged care operators will leverage this
competitive advantage.

Living Longer, Living Better reforms response
Based on estimated demand projections and assuming existing models of care are maintained, there will
need to be approximately 827,100 aged care workers by 2050 (an almost 175% increase on the current
number of aged care workers). An appropriately skilled and well qualified workforce is fundamental to the
delivery of quality aged care and, as such, it is essential to build workforce capacity within the industry.
The Living Longer, Living Better reforms seeks to assist this process through better training, increased
wages, changes to workforce structure and better work practices. $1.2 billion has been allocated over the
next five years to provide additional funding to aged care providers who take steps to improve the terms
and conditions of their workers.18

5

Consolidation and convergence

Consolidation, convergence and growth in
specialised services are likely to be key trends in
the future. Large For Profit providers are best
placed to take advantage of these opportunities.

Fragmented industry landscape
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The industry is highly fragmented, with the largest player accounting for
less than 5% market share. There are a large number of operators
managing a large number of small facilities.
The fragmentation reflects the breakdown of industry participants. Not For Profit operators (comprising
charitable, community based and religious operators) accounted for 58% of beds, whilst For Profit
operators have a lower share of 36% of beds.

Industry players by type
For Profit

Not For Profit

36%

58%
Charitable

Community
based

Religious

67,470 beds

32,871 beds

25,074 beds

32,871 beds

36%

18%

13%

27%

Market concentration
Not for Profit

Government

Lend Lease | 4.5%
UnitingCare Queensland | 4.2%
UnitingCare NSW ACT | 4.0%
Japara Holdings | 3.0%
Domain Principal Group | 1.5%
Victorian Dept of Health | 1.3%
BUPA Australia Healthcare Holdings | 1.3%
Regis Group | 1.2%
Ingenia Communities | 0.4%

All Others | 78.6%

Source: IBIS World

5%

For Profit

Source: IBIS World

For Profit

Government

Consolidation
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Whilst Not For Profit operators represent the largest block of beds,
over recent years For Profit operators have increased their share. The
opportunity presented by consolidation is likely to drive a continuation
in this trend.
The fragmented nature of the residential care sector means there is opportunity to roll-up smaller
operations and increase shareholder value through scale benefits of larger networks.
There has been a steady trend of industry
consolidation for more than a decade

“… Residential providers may be able
to achieve greater scale economies
by increasing the number of facilities
they own or manage … A recent
analysis of the residential care sector
noted that there is evidence of some
consolidation occurring among
providers … This consolidation is
taking a variety of forms including
rationalisation of smaller units
among religious groups and the
creation of larger operating units
through acquisitions …”

Change associated with the LLLB
framework is expected to increase the pace
of consolidation in the next few years

“… There is likely to be consolidation
within the industry. Providers without
access to debt may exit the market,
while others with access to cash
reserves or cheap debt are likely to
flourish … The future holds ‘two tales
for one industry’ with winners and
losers depending on provider
characteristics and their preparation
and willingness to adapt to a new
aged care market …”
KPMG, April 2012

Productivity Commission, September 2008

Given the commitment of NFP operators to the sector, opportunities will most likely come from
acquisition of small for profit networks.

Commitment to the sector

Reluctance to sell and
preference for related
party sale
Source: L.E.K. Consulting

Not For Profits are committed to the sector
and continue to attract residents.

There is a tendency for Not For Profits to
consolidate within their affiliated group.

Convergence
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Convergence is likely to be a significant industry development over the
medium term. The trend will be driven by both consumer preference for
‘ageing in place’ and constraints on government funding that will see a
continued reduction in demand for low care places. This trends represents
a key opportunity for residential aged care providers to expand the scope
of their offering through vertical integration.19
In recent years, Aging in Place policies have seen some integrated service offerings emerge, with
residential aged care providers best positioned to pursue these opportunities. There may be opportunities
to move into the growing sub-acute care sector, but only larger, more corporatised residential care
operators are likely to have or be able to acquire the necessary capabilities and relationships to support
this model.20
Retirement
village living

Home and
community care

Residential
aged care

Acute
hospital care

Low synergy and implementation opportunities
• Low demographic overlap between purchasers of Retirement Units and users of care services
• Retirement care seen as more capital intensive
• Convergence adds complexity, cost and risk for an uncertain return (likely to dilute ROCE in most cases)

Low synergy and implementation opportunities
• Few existing Community Care operators have the necessary skills, capital, resources or accreditation to
vertically integrate

Attractive synergies and easy to moderate implementation opportunities
• Ability to utilise care capabilities across multiple settings
• Opportunity to utilise existing capabilities and leverage infrastructure
• Potential competitive advantage for ILU pricing/residential care utilisation
Source: L.E.K. Consulting

Industry research consistently shows that, given the choice, most people would rather age in their own
homes as long as possible. People unable to live independently also generally prefer to remain in the
same facility as their care needs progress.
Government policy has been a key factor in convergence, particularly through attempts to redistribute
aged care funding:
•

Funding formula – Recent changes to the funding formula have redistributed funding towards high
care places, and provided increased funding for Community Care places.

•

NHHRC – The NHHRC recommendation to increase Community Care subsidy points would increase
the ability of consumers to choose where they receive care. The NHHRC foresees a possible shift of
low care places to Community Care places, and has recommended that phased conversion of low
care into Community Care places be permitted.

•

Productivity Commission – The Commission identified a high and unmet demand for Community
Care and identified that many consumers are likely to defer entry into residential high care until they
reach greater frailty, and a subsequent decline in demand for residential low care.

•

LLLB – Availability of accommodation bonds on standard high care will potentially allow operators to
access funding streams to support investments in new offerings/service.21

Specialised services
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Dementia is predicted to become the leading cause of disability in
Australia by 2016. Projected growth in the incidence of dementia
represents an opportunity for Extra Service revenue and increased
profitability. But the opportunity is not without risk and demands capital
investment and careful operational management.

Total Australian Dementia prevalence
projections, 2012–2050
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Source: Access Economics (2011), Dementia Across Australia:
2011-2050

As part of the Living Longer, Living Better
reforms, the Federal Government has allocated
$268.4 million to supporting people with
dementia across the health system. This includes
a new Dementia Supplement to provide
additional financial assistance for dementia care
in recognition of the additional costs incurred by
residential aged care facility providers.

The scale and design of high care dementia wings are important drivers of
profitability ...
Average profitability of High Care
facilities with dementia wings
High care only facilities (2010)
Dollars per resident per day
4

The profitable provision of dementia services
requires scale. Sub scale dementia wings can
actually result in negative profitability.

Small dementia wings**
Large dementia wings*

3
2
1.1

1
0
1
2
3

-2.4
Income less operating and finance costs

* Greater than 15 places in dementia wing
** 1-15 places in dementia wing
Source: L.E.K. Consulting

…and dementia wings in low care and merged facilities can negatively impact
profitability.
Average profitability of Low Care
facilities with dementia wings
Low care and merged facilities* (2010)
Dollars per resident per day

No dementia wing

10

With dementia wing

8.8

8
6
4
2

0.9

0
Income less operating and finance costs
* Facilities with a mix of high care and low care
** Income less operating and finance costs
Source: L.E.K. Consulting

Residential wings have specific requirements
and the cost of running dementia wings is higher
due to additional staffing requirements. Based on
current Aged Care Funding Instrument (‘ACFI’)
assessment arrangements, funding for low care
dementia residents is not likely to be sufficient to
allow most facilities to run profitability.
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