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1. The Need for Change




Demand for Aged Care Services
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Profile of Users of Aged Care Services
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Community Care Solutions
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Changing Demand - Where We Have Been
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Changing Demand - Where We Are Going
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Construction Costs Per Bed
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Residential Aged Care — EBITDA Returns
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Residential Aged Care — Net Profit per bed
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Building Stock - Age

@ 010 Years 26%

@® 10-20 Years 30%

O Over 20 Years
44%
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Future Construction — Bed Allocations
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Australia’s Regulatory Arrangements

It IS Increasingly recognised that these
restrictions combine to limit the scope for
effective competition between providers, weaken
Incentives for innovation in service design and
delivery, distort investment decision making, and
risk the long-term sustainability of aged care
services.

Productivity Commission 2008

° Grant Thornton



Grant Thornton Aged Care Survey 2008

“The Baby boomers will become the
largest and most diverse demographic
group to access residential care
services in Australia’s history.

To ensure that the infrastructure and
service offerings are able to meet their
needs, our regulatory and funding
arrangements must be revisited”

Professor Warren Hogan
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Designing a Sustainable Solution
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National Health & Hospital Reform

Commission 2009

Conclusions:

1. Huge growth in demand — doubling by 2030

2. Users have a much greater expectation for choice and
flexibility

3. That choice is limited by current regulatory and
funding arrangements
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2. Productivity Commission Key
Recommendations




Summary - Structural and funding changes

 The sector requires a complete overhaul.

« Relaxation of price limits on services and accommodation.
 Accommodation bonds in high care.
 Introduction of “user pays” system.

e Subsidies aligned to cost of delivering care.

o Supply restrictions to be phased out over time.

* Single integrated system of care provision.

« Greater consumer choice around the setting in which they
will receive care.
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Summary - Structural and funding changes

e Establishment of the Australian Seniors
Gateway Agency.

e Creation of the Australian Aged Care
Commission (AACRC).

 |ntroduction of a Government managed
Australian Aged Care Home Credit scheme.

 Introduction of the Australian Age Pensioners
Savings Account scheme.
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Summary — Entitlement Models

Australian Seniors Gateway Agency
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Sector Implications

 Reforms open the door for a more viable aged care sector
with increased competition, greater consumer contributions
and more choice for residents.

« Recommendations will improve access to capital &
establish suitable pricing for accommodation payments.

 Management skills will be tested in a more competitive
environment. Highly competitive market established over
time. Not all providers are expected to survive
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3. Comparisons to New Zealand




New Zealand — No Managed Bed System

1,800,000 -
1,600,000 4
1,400,000 4 -
1,200,000 4
- —
1,000,000 W Ly e
. —
— —— — #

400,000 -

Aged residential care bed days permonth

0

2004 2006 2008 2010 2mz2 2014 2016 2018 2020 2022 2024 2026

Year

e Bpenario A Scenario B Actual (constructed)

° Grant Thornton



New Zealand — Extra Charges
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New Zealand — Sector Profile
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New Zealand — Sector Profile
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New Zealand - Service Integration
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New Zealand — Service Integration
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4. Who Pays for what? Establishing the
base




Who Pays?




Establishing the Base




Supported Residents

 Original Productivity Report — 2 residents per room
e Final report — 1.5 Residents per room

* Brokerage system between regions

e Grant Thornton alternative:

1. Establish regional targets but remove
requirement. If targets are not met, price needs
to be adjusted.

2. Providers have time to redevelop their service
models In the areas of focus



5. Accommodation Bonds / Resident
Contributions?




Access to Accommodation Bonds

* Much uncertainty and disagreements in the sector about impact of
PC recommendation on bonds

 All facilities will be able to charge bonds, more than doubling the
potential bond intake

* Residents will have choices on payment options that don't exist today
— pay an annuity (rent) or a capital contribution (bond) — and preserve
their pension

» Take up of bonds will depend upon:
1. Regulation over payment options and preferred provider
models (and the preferences of their financiers);
2. Rental/Annuity values; and
3. Resident preferences — rent or capital



Access to Accommodation Bonds

L % (*



Alternate Capital Contribution Models
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Longer Term Implications — The Sector

e Improved service models and accommodation quality

« Competitive pressures manifesting through
Innovation - emergence of entrepreneurial models

e Sector consolidation
« Weakening position for providers with thin balance

sheets, older stock and an inability to access bond S or
new borrowings



Longer Term Implications — The Sector

 Political Environment in Australia
* Provider and leadership reaction
e Returning to the Impetus for Change

* Importance of the Productivity Commission
Process and Findings



Questions / Discussion




