Minister for Health and Aged Care

Ref No: MS22-000719
Mr David Tune
Chair
Independent Health and Aged Care Pricing Authority Board
PO Box 483
DARLINGHURST NSW 1300

Dear M/rbme/g te.n‘u(

| write regarding the expansion of the role of the Independent Hospital Pricing Authority (IHPA)
to include broader health and aged care pricing functions, and the associated renaming of the
authority to the Independent Health and Aged Care Pricing Authority (Pricing Authority).

| am pleased to advise that the legislation implementing this expansion has now received Royal
Assent. The provision of independent aged care pricing advice to Government was
recommended by the Royal Commission into Aged Care Quality and Safety and represents a
significant structural reform for the aged care sector. In its role in setting a national efficient
price for public hospitals, the IHPA has demonstrated significant expertise in the analysis of the
costs of delivering care and | look forward to working with you in relation to the pricing of aged
care services.

I have enclosed an Expectations Setting Paper for Aged Care Pricing, which outlines the
Government’s views on the way in which the Pricing Authority should frame its aged care pricing
advice.

In addition to providing advice on the 2023-24 price for residential aged care, | request that the
Pricing Authority provide the Governmewt.th some urgent advice on the implications of the
wage decision to be handed down by"l}alr Work Commission for the cost of delivering residential
aged care.

Ideally this advice would be provided alongside the advice on the 2023-24 price for residential
aged care, but if that is not feasible | ask that you provide this advice as soon as possible
thereafter.

Yours sincerely

W —

Mark Butler
Encl (1)

cc:  The Hon Anika Wells MP, Minister for Aged Care and for Sport
The Hon Ged Kearney MP, Assistant Minister for Health and Aged Care

Parliament House Canberra ACT 2600



Expectations Setting Paper:

Aged Care Pricing

Introduction

The purpose of this document is to communicate the Australian Government’s expectations
in relation to the scope of aged care pricing advice the Independent Health and Aged Care
Pricing Authority (the Pricing Authority) will deliver annually to Government. Government
expects that the determination of National Efficient Price (NEP) for public hospital services
will continue to be made as part of the National Health Reform Agreement.

The Pricing Authority’s role in providing independent aged care pricing advice will be vital to
ensuring that aged care funding under the new funding model for residential aged care, the
Australian National Aged Care Classification (AN-ACC), is directly informed by the actual cost
of delivering care.

The Aged Care Pricing Framework (Pricing Framework)
The Pricing Framework should cover matters including how the Pricing Authority will:

e approach the care services and costs that will be in scope for the pricing advice to
government;

e drive efficient, effective and transparent use of resources in the aged care sector;

e consider and address issues of equity and recognise differential cost-drivers (such as
for rural and remote areas, and special needs groups);

e collect necessary data to support its functions; and

e consult on, develop and provide its pricing advice to Government, including
timeframes.

In developing the Pricing Framework, the Pricing Authority should consult broadly with
residential aged care stakeholders, including providers across the for-profit, not-for-profit
and government sectors, as well as peak organisations and industrial bodies (including for
workers within the aged care sector), consumers and their carers. This should include
targeted consultation with the groups listed above and include a call for public submissions.
The Pricing Authority should publish a consultation report (as IHPA does currently for
hospitals) summarising the various responses received, and the rationale of the Pricing
Authority in arriving at final policy positions in the Pricing Framework.

Given its significance, it is anticipated that the Pricing Authority will be required to provide a
draft of this Pricing Framework to Government in the fourth quarter of 2022, for agreement
prior to its finalisation.



The Government further recognises that, similar to hospital pricing, intensive research and
development is required for the determination of a NEP, noting that AN-ACC will not be
implemented until 1 October 2022. As such, in the event that a more detailed approach is
not achievable, the Government would be open to accepting advice on indexation for the
2023-24 financial year.

It should be noted that the functions of the Aged Care Pricing Commissioner (Pricing
Commissioner) will be absorbed into the Pricing Authority as soon as the relevant
amendments come into effect. The Pricing Commissioner function should be undertaken
objectively, and regular updates should be provided in a timely manner about the activities
of this function and any emerging trends, problems or issues that may arise. The Pricing
Authority should also expect to receive applications for accommodation prices over the
maximum amount, as well as extra service fees.

In addition, the priorities, considerations and scope of the Pricing Authority’s proposed new
function, as it pertains to aged care pricing matters are outlined below:

Scope and Priorities in Aged Care Pricing

The Government expects the scope of annual advice from the Pricing Authority to comprise
advice on the following matters:

e a National Efficient Price for residential aged care, based on funding the actual cost
of care, consistent with how the NEP is determined for public hospitals (but
separate from the public hospital NEP); and

e how the funding of residential aged care and residential respite care can be refined
over time as more comprehensive and contemporary evidence emerges on the
costs of care for different residents.

This advice should:

e be based on facilities meeting the standard of care required in Government policy
and legislation;

e be based on an AN-ACC National Weighted Activity Units (NWAU) price that covers
all costs and revenues for items in the Schedule of Specified Care and Services and
the gap between the costs of delivering required hotel services and the revenue
received from the Basic Daily Fee;

e consider appropriate loadings for any differential costs in care delivery such as
economies of scale, different geographical locations (such as rural and remote) and
special needs populations (such as homeless, Indigenous, dementia care, individuals
with a disability or other specialist services);

e consider the cost of care at different points in the resident’s journey, including a
review of the weights for the initial entry payment and whether costs differ at other
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points (such as before exit); and

e over time, establish benchmark reports, focused on costs and activities within the
sector, to ensure the residential aged care sector is adapting to broader market
innovations.

The Pricing Authority will not, unless otherwise directed by Government, provide
assessments on issues such as whether Government policy and legislation delivers adequate
care, appropriate wage rates for the sector, or the appropriate level of consumer
contributions. It is important to recognise that the actual costs of care do include wages, of
course. The Government may however, elect to write to request the Pricing Authority
consider and provide advice on these or other matters as appropriate.

The Government also expects the Pricing Authority’s annual report to be expanded to
include information on the Pricing Commissioner function as follows:

e the number of applications made during the financial year for approval of
accommodation payments that is higher than the maximum amount of
accommodation payment determined by the Minister under section 52G-3 of
the Aged Care Act 1997;

e the number of applications made during the financial year for approval to
charge an extra service fee;

e the number of applications that were approved, rejected or withdrawn during
the financial year for both application types; and

e information in relation to the amounts being approved.

As was announced in the 2021-22 Budget, the Government is currently working on the
design of a new single in-home care program, to commence in July 2023. A data study of
aged care providers has been undertaken to support the development of a price list for
services, which may apply from July 2023.

Priority Areas

Outlined below are some priorities for consideration and advice from the Pricing Authority.
These are particular areas for which the Government has already received feedback from
the broader sector, peak groups, consumers and other stakeholders:

e undertake an assessment to determine if and how Multipurpose Services (MPS) and
National Aboriginal and Torres Strait Islander Flexible Aged Care Program
(NATSIFACP) services should be funded through AN-ACC or a modified version of it;

e undertake an assessment on the implications of the wage decision to be handed
down by Fair Work Commission for the cost of delivering residential aged care;



undertake a residential respite costing study and provide an assessment of whether
the respite model appropriately classifies respite clients based on their care costs,
and whether the funding weights attached to the respite classes are appropriate
(including to account for any cost differentials associated with caring for clients for
short periods of time);

undertake a costing study on the quantum of the initial entry adjustment payment
and consider whether there are other periods during a resident’s journey where
costs vary (e.g., end of life); and

undertake a study into the best way of including hoteling costs in the AN-ACC model
and recommend an adjustment to the base care tariff National Weighted Activity
Units (NWAU) to pick up variations in hoteling costs between regions.

Role of the Department of Health in Aged Care

The Department is the system manager of the aged care system, and as such would retain
significant functions, some of which intersect with IHPA’s proposed work in aged care,
including (but not limited to):

all aspects of AN-ACC assessments of residential aged care consumers;

setting quality standards;

financial viability of the sector;

adjustments to the price to take account of prospective wage increases (noting that
IHPA may provide advice on this issue if requested by the Minister); and

Aged Care Approvals Round (ACAR) administration.
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