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Dear Associate

AM2018/26 - Social, Community, Home Care and Disability Services Industry Award 2010
| refer to the above matter and the Directions issued by way of Statement dated 10 July 2020.
Please see attached submissions of today’s date both in PDF and word versions.

Please also see attached for filing the following reports:

e StewartBrown — Aged Care Financial Performance Survey, Aged Care Sector Report, Six
Months Ended 31 December 2019; and

e StewartBrown — Aged Care Financial Performance Survey, Sector Report, Nine months
ended 31 March 2020

These reports are the two most recent versions of the StewartBrown reports filed by our clients in
these proceedings on or about 8 April 2019 and we seek to file these reports in accordance with
direction (ii) of the Commission.

We are aware that these reports were filed in separate proceedings in the Commission relating to
Pandemic Leave and that a statement of Mr Grant Corderoy, of StewartBrown was filed in those
proceedings. That statement can be found here. We consider that the statement may be useful in
these proceedings and also note that Mr Corderoy was cross-examined in relation to that statement in
those proceedings which similarly could be of use to the Commission in these proceedings.

In relation to direction (iii), we do not wish to cross-examine the authors of the May 2020 Report filed
by the Unions.

Should you require any further information or wish to discuss, please let me know.
Yours sincerely

Madeleine Tiedeman
Associate
Australian Business Lawyers & Advisors

Suite 402, Level 4

Watt Street Commercial Centre

45 Watt Street, Newcastle 2300

Dir: +612 4989 1004 | Fax: +612 9954 5029 | Mob: 0447 255 095

Tel: +612 9458 7005 | Web: www.ablawyers.com.au |[EI LinkedIn
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BACKGROUND

This reply submission is made on behalf of Australian Business Industrial (ABI), the New South Wales
Business Chamber Ltd (NSWBC), Aged & Community Services Australia (ACSA), and Leading Age

Services Australia Limited (LASA) (collectively, “our clients”).

This submission is filed in accordance with the Directions issued in a Statement of the Fair Work
Commission (Commission) dated 10 July 2020 ([2020] FWCFB 3634) in relation to an updated report
filed by the Union parties (Statement).

REPLY SUBMISSIONS

Minimum engagements, broken shifts and travel time claims

The Unions invite findings to be made at paragraph 9 of their submission that are said to be relevant

to their claims in respect of minimum engagements, broken shifts and travel time.

Putting aside whether such findings can be made based on the material contained in the Report, we
note that our clients have advanced alternate proposals in respect of minimum engagements, broken
shifts and travel time. These alternate proposals are designed to address the concerns raised in the
Report.

Overtime for part-time and casuals claims

The Unions have advanced five proposed findings that are said to be relevant to the HSU’s claim

relating to overtime for part-time and casual employees (see paragraph 25 of the Unions’ submission).
We do not cavil with the findings at paragraph 25(a) and (b).

In relation to the proposed finding at paragraph 25(c), this finding appears to be advanced on the basis
of a single comment made by one survey respondent recorded at page 34 of the Report, to the effect
that ‘being asked to do extra shifts does not help [their] mental health’. We have been unable to find
any reference in the Report to employees being ‘required’ to work additional hours, or that employees
‘feel like they cannot say no’. There does not appear to be anything in the Report that would support

this proposed finding.

In relation to proposed finding at paragraph 25(e), we note that our clients have advanced a proposal

to address the issue complained of.

Sleepovers claim

The HSU claim involves a proposed variation to clause 25.7(c) to alter the items required to be

provided by the employer to employees when undertaking a sleepover shift.
The Unions have advanced two proposed findings in relation to the sleepover claim.
Neither finding can be made on the basis of the material contained in the Report.

The Report deals with the issue of sleepovers in only a cursory way. There does not appear to have
been any specific question in the survey about sleepovers put to survey respondents. Rather, the

Report appears to extract a small number of free-text comments from survey respondents at pages

02104622.docx
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32 and 52 of the Report, which appear to have arisen from survey questions about working hours and
pay generally. There are brief comments from eight respondents extracted in the Report, from a
sample size of more than 2000. This is hardly a sufficient basis for making generalised findings in

industry-wide proceedings.

Further, when the eight comments are considered, the main thrust of the concerns articulated appear
to be about inadequate rest between shifts, and pay. Only two of the eight comments appear to deal

with the issue of anxiety or burn out. Another two deal with the issue of quality of sleep.

The first finding advanced (at paragraph 35(a) of the Unions’ submission) is based on a very small
number of brief and generalised comments. We do not consider that the Report provides a proper

basis for such a finding to be made.

The second proposed finding (at paragraph 35(b) of the Unions’ submission) is advanced without any
reference to any part of the Report at all. There is simply no material in the Report at all for such a

finding to be made.

We do not consider that any findings related to the issue of sleepovers can reasonably be made from

the Report.

Recall to work overtime claim

The Unions have advanced three proposed findings said to be relevant to the ASU’s claim in respect

of its proposed ‘recall to work overtime’ claim.

The proposed findings appear to simply advance the propositions that disability services employees
work a significant amount of unpaid hours, and that short-staffing creates challenges for supervisory

and managerial staff.

Itis difficult to understand how such findings would militate towards granting the ASU claim. There are
competing claims before the Commission seeking to address the issue of employees being required
to remotely perform work outside of their normal working hours. The findings advanced do not support
the ASU claim any more than they support our clients’ claim in respect of a remote response payment

regime.
Roster change claim

The Unions have advanced two proposed findings in relation to the UWU’s roster changes claim (see

paragraph 43 of the Unions’ submission).

The findings are rather general in nature, and there appears to be limited material in the Report upon
which findings can be made about how much notice is given to workers where shift changes occur.
For example, there does not appear to have been any specific question in the survey about shifts
changing at short notice, or on less than 7 days’ notice. Rather, the relevant statement upon which

comment was sought appeared to be ‘My shifts can change unexpectedly’.
The survey results referred to in support of the proposed findings were that:

(@) 45% of respondents said their shifts change unexpectedly; and

02104622.docx
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(b) 29% said that they were often called in to work at inconvenient times.

It must be noted that casual employee respondents are included in those figures.

AUSTRALIAN BUSINESS LAWYERS & ADVISORS
10 August 2020

02104622.docx



Aged Care Financial Performance Survey

Aged Care Sector Report

Celebrating
StewartBrown 8() YEARS

i 1935 to 2019
Integrity + Quality + Clarity

The StewartBrown December 2019 Aged Care Financial Performance Survey incorporates
detailed financial and supporting data from 1,125 aged care homes and 36,529 home care
packages across Australia. The quarterly survey is the largest benchmark in the aged care
sector and provides invaluable insight into the trends and drivers of financial performance
at the sector level and at the aged care home or programme level.

For the six months ended 31 December 2019
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1. HIGHLIGHTS

Key Results from Dec-19 Survey

'StewartBtown

Approved Provider Aggregated Balance Sheet

p
il

6=

154

Providers included in the
data set

$5.0 billion

Total Revenue
(Dec-18: $4.9 billion)

$1.4 billion

Intangible Assets
(Dec-18: §1.7 billion)

$32.9 billion

Total Assets
(Dec-18: $31.7 billion)

$10.8 billion

Met Assets
(Dec-18: $10.9 billion)

$6.4 billion

Cash and Financial Assets
(Dec-18: $6.4 billion)

$23.0 billion

Property Assets
(Dec-18: $21.0 billion)

$17.3 billion

Refundable Resident Loans
(Dec-18: $15.8 billion)

$1.1 billion

Borrowings
(Dec-18: 21 .1 billion)

$22.0 billion

Total Liabilities
(Dec-18: $20.8 billion)

v
Approved Provider Results
4 ™
© ©1104 0.8%
. —d Average Operating Deficit Operating EBITDA Return on Assets
(Dec-18: -5741K) (Dec-18:1.0%)
$791 34.2%
Average Operating EBITDA Liquid cash and financial assets as %
(Dec-18: $996k) of debt
(Dec-18: 37.7%)
(1.0%)
Operating Surplus Return on Assets
(Dec-18: -0.7%)
. o

Aged Care Financial Performance Survey Sector Report (Dec-19)
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Residential Aged Care Home Care
N $649 m $4.73
1]} ' Aged Care Home (ACH) Result NPBT per client day for Survey Average
per bed day for Survey Average (Dec-18: §3.33)
(Dec-18: $3.20)
s $15.81
Ii $23'35 .lII NPBT per client day for First 25%
ACH Result per bed day f (Dec-18: §18.04)
Moyt
(Dec-18: §32.40) $1 887
$4,245 @ ?vg::e per client per annum for Survey
ACH EBITDAR per bed per annum for (Dec-18: §1,373)
Survey Average
(Dec-18:7,391) $$$ $ 5'945
$$$ $1 4,366 :E[?‘:'(I:'E;ﬂé :pgg ?::;;;t per annum for First 25%

|_,

ACH EBITDAR per bed per annum for First
25%

(Dec-18: $17,279) / $7,904
ull I I Survey Average for unspent funds
29.3% {Dec-18: $6,827)

O
O

Proportion of facilities with negative ACH
EBITDAR
(Dec-18: 19.5%)

85.4%

Survey Average revenue utilisation
(Dec-18: 88.9%)

| L
I
o

96.1%

®

Proportion of facilities with negative ACH 10.2%

%
Result \ / Case management costs as % of income
(Dec-18: 42.3%) (Dec-18: 9.9%)

}L 23.6%

Administration costs as % of income
(Dec-18: 24.2%)

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 2



'Stewart Brown

Survey Analytics

Residential Aged Care

28N
(8]
Data from 1,125 Facilities Data from 154 Approved
Provider organisations

Dec- 1 9 More than 18% of the residential sector represented

Home Care Survey

More than 41% of the residential aged care sector represented

o

Data from 36,529 Home
Care packages

More than 31% of the home care sector
represented

Respondents to the Aged Care Financial Performance Survey (Survey) include some of the largest providers
nationally, independent stand-alone providers, faith-based and community providers, and culturally specific
providers. In addition, subscribers to the survey reports include government bodies including the Department
of Health (DOH) and Aged Care Financing Authority (ACFA), aged services sector peak bodies and other
service providers to the sector.

The Survey includes organisation (approved provider) level, residential care and home care packages. This
Sector Report contains StewartBrown’s analysis of the operating income and expenses of participants for the
six month period ending 31 December 2019.

The Survey included the detailed responses of:-

154 approved providers included in the organisation analysis

193 approved providers in total operating in either or both residential and home care sectors
1,125 aged care homes (65 aged care homes were excluded due to their operational circumstances)
36,529 home care packages (2,190 packages excluded)

* & o o

In respect of residential care, participants to the Survey represent approximately 44.5% of non-government
aged care homes within Australia. The profile of the residential care participants based on the geographical
spread is included in the following table.

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 3
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Table 1: Residential Care Survey Metrics

Major Inner Rural &
Number of aged care homes / ABS Remoteness ,] . Total
City Regional Remote

StewartBrown Residential Care Survey

Total Survey aged care homes 723 282 120 1,125
Aged care homes included 699 266 95 1,060
Aged care homes excluded 24 9 10 43
State/local government 0 7 15 22

Survey less state/local government (A) 723 275 105 1,103

GEN Aged Care Data Service Listing (30 June 2019)

Total 1,697 656 365 2,718
State/local government 34 114 90 238

Service Listing less state/local government (B) 1,663 542 275 2,480

Coverage % = (A)/(B) 43.48% 50.74% 38.18%  44.48%

StewartBrown Aged Care Reports

StewartBrown issues various detailed financial reports and analysis involving the aged care sector, including
the following:-

e Residential and Home Care Sector Participants Reports (quarterly)

e Aged Care Sector Report (quarterly)

e Provider Organisation Report (bi-annual)

e Listed Provider Analysis Report (bi-annual)

e Corporate Administration Report (annual)

¢ Managing Prudential Risk in Residential Aged Care (submission to Department of Health)

Copies of these reports are located at http://www.stewartbrown.com.au/

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 4
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2. EXECUTIVE SUMMARY

Abstract

StewartBrown acknowledges the tragic impact of the COVID-19 virus pandemic that has caused health,
personal and financial hardship which is affecting all levels of our society, and particularly the many
vulnerable persons.

The aged care sector has again shown outstanding compassion, expertise, resilience and professionalism
at all levels in responding to, and maintaining the care for all elderly and ensuring their wellbeing.

This Sector Report gives an overview of the financial performance of the aged care sector in Australia. It is
based on the results of the StewartBrown Aged Care Financial Performance Survey (Survey) for the six months
ended 31 December 2019.

In addition to this report, every participant in the Survey also receives supplementary reports on their
respective Residential and Home Care results - these contain finer granularity of analysis from a
benchmarking viewpoint. Individual participant organisations also receive specific comparative data relevant
to their location, size and the specific aged care homes within their organisation. They also have access to
StewartBrown's interactive analysis website.

The Survey data undergoes an intensive cleansing and quality checking procedure, with each individual aged
care home (residential) and program (home care) being cross checked to previous results by each revenue
and expense line item, and to all similar sized and regionally located comparators, and then all material
variances are subjected to explanatory confirmation from the respective participant before acceptance.

The trend analyses contained in this Sector Report are a subset of the data received from participants. It
needs to be noted that the primary purpose of the Survey is for participant organisations to obtain a granular
comparison for each residential care home or home care program for their internal analysis using a range of
Key Performance Indicators. StewartBrown advocates that the most effective uses of the benchmark
comparisons are target setting into the future, forecasting and strategic decision-making.

The Royal Commission into Aged Care Quality and Safety is continuing its important role in ultimately
providing recommendations for the advancement of the sector following lengthy submissions, testimony,
analysis and meetings with all stakeholders. Their focus will now turn to the financial viability and
sustainability of the sector, and StewartBrown will being making the appropriate detailed submissions in this
regard.

The staffing hours as included in this Survey and all previous Surveys are not in any way reflective of what
hours may be required from a clinical or care perspective. The hours are exactly as reported by providers,
and we can confirm that there is not a material statistical variance between respective providers in this
respect.

StewartBrown, through this Survey and other related publications or presentations is not an advocate for any
stakeholder in the sector and we have professional relationships with the Department, Aged Care Financing
Authority, peak bodies, provider organisations, aged care staff and aged care residents and clients.

Our primary agenda is that all financial policy and related public commentary should be evidenced based and
objective and supported by accurate data.

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 5
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Dec-19 Survey Results Summary

Following is a summary of the key financial performance results and indicators by segment from participants
in the Dec-19 Aged Care Financial Performance Survey. Comparisons are generally year-on-year (from
Dec-18) with some analysis against the FY19 results.

Approved Provider - Aggregate Results

Operating surplus* reduced to an average deficit of $1,104k for the six months, a decrease of $363k
Operating EBITDA (cash flow from operations surplus) reduced by $205k to $791k surplus

Operating surplus expressed as a return on assets employed has further reduced to negative 1.03%
Operating EBITDA return on assets has reduced to 0.74% (Dec-18: 0.97%)

Liquid cash and financial assets as a percentage of debt (refundable loans, borrowings and CDC liability)
has reduced by 3.5% to 34.2% (Dec-18: 37.7%). The listed entity ratio was 2.05% (after dividend)

*Operating surplus/deficit excludes non-recurrent revenues and expenses — grants/revaluations/donations/impairment

Residential Care

56% of aged care homes recorded an operating loss for the December six month period

29% of aged care homes recorded an EBITDAR loss (operating cash loss) for the December period
Average ACFI per bed day (pbd) for Survey participants increased by $2.63 pbd to $180.30 pbd (1.4% pa)
ACFI direct care services costs increased to $154.48 pbd (6.8% pa)

Occupancy levels for survey participants decreased to 93.9% average occupancy (94.9% Dec-18)

Total care hours per resident per day increased by 0.09 hours to 3.25 hours (Dec-18: 3.16 hours)

Costs for providing everyday living services exceeded revenue by $8.13 pbd (excluding administration)
Average Net Profit Before Tax (NPBT) for aged care homes (the overall Operating Result) reduced by
$3,319 per bed per annum (pbpa) to a loss of $2,120 pbpa (year-on-year comparison)

Average EBITDAR for aged care homes reduced by $3,146 pbpa to $4,245 pbpa (year-on-year comparison)
Supported ratio remained constant at 46.9%

Average full RADs taken in the December six months increased to $424,209 (nationally) an increase of
$31,017 in the year from Dec-18

Home Care Packages
Survey Average (all) (Year-on-Year)

Revenue per client per day (pcpd) average for Survey participants decreased by 6.1% (being $4.66 pcpd)
The average operating profit per client day increased by $1.40 pcpd to $4.73 pcpd ($3.33 Dec-18; $3.65
FY19)

Direct service costs decreased by $4.29 pcpd (59.04% of total revenue)

Revenue utilisation has declined by 3.5% to 85.4%

The average unspent funds per client has increased by $1,078 per client (to average $7,904 per client)
Staff hours per client per week reduced by 0.90 hours (average 5.79 hours per week)

Survey First 25% (Year-on-Year)

Revenue per client per day (pcpd) average for Survey participants decreased by 9.7% (being $9.02 pcpd)
The average operating profit per client day decreased by $2.22 pcpd to $15.81 pcpd ($18.04 Dec-18;
$18.28 FY19)

Direct service costs increased by $6.60 pcpd (50.76% of total revenue)

Revenue utilisation has declined by 1.9% to 87.7%

The average unspent funds per client has increased by $1,596 per client (to average $7,606 per client)
Staff hours per client per week reduced by 0.44 hours (average 6.52 hours per week)

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 6
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Commentary

The Survey for the six month period ending December 2019 shows a significant decline in the financial
performance and sustainability of the residential aged care sector. The average operating results for homes
in all geographic sectors was a loss. Additional specific targeted funding and structural reform around RADs
needs to be implemented to avoid increasing closures of aged care homes.

Whilst home care operating results were at a slightly improved level, revenue per client day has reduced
and, importantly, average staff hours per client have reduced to potentially unstainable levels. The mix
between appropriate staffing and revenue will dictate the ongoing financial performance of the home care
sector.

The financial impact of COVID-19 has not impacted on the December 2019 results, but will heavily influence
the results for the March and subsequent quarters until the virus has stabilised and the economy returned to
some normality. The Government has recently announced additional funding to primarily ensure staff
retention, however the additional operational and regulatory burden to ensure that aged care homes and
community care recipients are protected as far as possible from the impacts of the virus may not be sufficiently
covered by this additional funding.

As noted above, the residential sector, in particular, requires significant funding reform in addition to the
COVID-19 emergency funding.

Residential Care is a significant and urgent concern in relation to financial viability and ongoing
sustainability. The December six months showed a decrease in occupancy levels, the first overall decline over
a period of time for at least five years. As noted in previous reports, occupancy and financial result are
significantly inter-related, and accordingly any decline in occupancy directly affects the operating
performance.

The ACFI revenue increase of just under 1.5% pa is primarily as a result of the COPE inflation increase and
indicates that the average acuity of residents has plateaued to a large extent. However, the costs of providing
direct care has increased by 6.8% pa and this differential is not supportable under the current funding
envelope.

Direct care staff costs represented 80.9% of the ACFI (direct care) subsidy, and the ongoing disparity between
the subsidy COPE increase and staff cost increases continues to cause considerable concern.

We have retained Administration costs as a separate cost centre as providers prefer to monitor and
benchmark their total administration costs. However for this Survey and going forward, we will also allocate
the administration costs to the respective revenue cost centres (ACFI, Everyday Living and Accommodation)
to determine the overall result for each of these cost centres. Refer to page 34 “Operating Result after
Administration Cost Allocation”.

A significant issue in relation to residential care is the unsustainable loss in providing everyday living (indirect
care) services. The cost of providing these essential services exceeds the revenue (largely the Basic Daily Fee)
by an average of $8.13 per resident per day without any allowance for the administration costs. If the
administration costs specifically related to these services was included, the deficit is $20.93 per resident per
day. This has a direct consequence in the ability to utilise the ACFI subsidy for providing direct care services.

Outer regional, rural and remote homes continue to deteriorate in their financial performance and viability.
These homes have an average operating loss of $4,719 per bed per annum ($14.06 loss per resident per day).

Aged Care Financial Performance Survey Sector Report (Dec-19)
© 2020 StewartBrown Page | 7
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This has resulted in 71% of these homes having an operating loss and 44% having a cash operating deficit.
These percentages will further deteriorate over the next six months.

We have highlighted that the major cause for the financial concern in relation to the residential aged care
sector is the operating results for the Bottom 75% of aged care homes included in the Survey. This is a very
large cohort and the average result is an operating loss of $15.94 per resident per day. Given the number of
homes this represents, this confirms that there is an urgent requirement for additional funding and a
sustainable funding model going forward.

Investment in the residential aged care sector, be it new builds or major refurbishment and improvements
to existing homes, has seen a significant downturn. Much of this is due to the regulatory uncertainty and the
poor financial performance of the sector which is a major disincentive to investment confidence.

In-home Care (Home Care Packages) has experienced an improved operating performance for the Dec-19
six months, with an overall increase of $1.40 per client per day in comparison to the Dec-18 six months. A
possible concerning point is that that the improved performance was not as a result of increased revenue,
but due to reduced costs, and particularly staff costs (and resultant staffing hours). Whether this is
sustainable is open to conjecture.

The biggest single issue in relation to Home Care Packages remains in relation to the level of Unspent Funds.
This level has kept rising each quarter, and now averages $7,904 per client (care recipient). In aggregate, this
represents in excess of $800 million of funding that is not being utilised.

This continued growth in Unspent Funds, and many probable instances of their use for capital-related
expenditure for care recipients (probably for a short-term benefit in many instances) is not sustainable. The
recently announce changes to the subsidy payment arrangements (being in arrears rather than in advance)
and the potential further reforms for providers to be reimbursed for actual services provided rather than for
the funding package by care recipient will largely address the unspent funds concerns in this regard.

The cash flow implications to providers of the proposed reforms need to be considered and monitored. We
understand that it is proposed that the current unspent funds will only be remitted back to the Government
over a reasonable time period, and this should ease much of the initial cash flow concerns.

In Conclusion: the overall funding arrangements for aged care must require considerable additional funding
and an substantial realignment. Residential care is clearly and critically under-funded, both from a
government and consumer perspective. The financial concerns in relation to residential care cannot be
overstated.

In-home care requires the redistribution of unused funds which are not being fully utilised in addition to the
ongoing issue of more funding packages to meet consumer need. Service revenue must improve (driven by
unit price increases) to ensure that staffing hours per care recipient also increase to meet the ongoing care
needs.

Aged Care Financial Performance Survey Sector Report (Dec-19)
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3. APPROVED PROVIDER ANALYSIS

This section provides a summary of the Dec-19 six months financial performance of aged care providers at
an approved provider level rather than at individual segment or aged care home level. For the purposes of
this analysis, we have included the detailed information provided by 154 approved providers who are
representative of all states and demographics.

The same approved providers were used in the analysis of their financial position and operating performance
at Dec-19 and Dec-18.

Approved Provider Aggregated Balance Sheet

Cmls 154 @ 6.4 billion

GE_ Providers included in the % Cash and Financial Assets

data set (Dec-18: $6.4 billion)
- $5.0 billion 2~ $23.0 billion
\“ﬁi’:ﬁ Total Revenue EE Property Assets

a%o $1.4 billion @ $17.3 billion

gL Intangible Assets Refundable Resident Loans

(Dec-18: §1.7 billion) (Dec-18: $15.8 billion)
mA 5329 billion $1.1 billion
0 )

1 Total A B i
A 5087631, billon) = (DecA8: 811 billion)
xt» $22.0 billion
Total Liabilities
(Dec-18: $20.8 billion)
) $10.8 billion
@i+ " NetAssets
* (Dec-18: §10.9 billion)
\ J

Operating Results for six months ended 31 December 2019

The following table represents the Survey summary revenue and expenses average by approved provider for
the six months ended Dec-18 to Dec-19. The amounts expressed are the average of the 154 approved
providers for ease of comparison.

Aged Care Financial Performance Survey Sector Report (Dec-19)
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Table 2: Summary of key Approved Provider results

Key Results

4 ™
Survey st Bottom
Average Quartile Quartile
$'000s $'000s $'000s
Operatlng._Sflrpiusf’ ($1.104) 8445 ($1,632)
(Deficit)
Average
2 626 802 1,224
NPBT S ) $ ¢ )
Operating
791 1,845 1,467
EBITDA $ $ S )
EBITDA $1,269 $2,203 ($1,058)
NPBT
(0.59%) 1.15% (1.80%)
Return on Assets
Operati S lus
e BT (1.05%) 0.64% (2.40%)
Return on Assets
Cash & Financial 34.21% 33.799% 42.08%
Assets % of Debt \_ 5 = ) 5 i = )

Table 3: Income & Expenditure Comparison (average by approved provider)

Income & Expenditure

Revenue

Service revenue

Investment revenue
Total operating revenue

Expenses
Employee expenses
Depreciation and amortisation
Finance costs
Other expenses

Total operating expenses

Operating surplus (deficit)

.

-

Non-recurrent income and expenses
Total surplus (deficit) (NPBT)
Operating EBITDA

Ratios

8

Operating surplus % of operating revenue
Employee expenses % of operating revenue
Depreciation as % of property assets

'Stewart Brown

Survey Survey Survey Survey
Dec-19 Dec-18 Dec-17 Jun-19
(6 months) (6 months) (6 months) (12 months)
(Average) (Average) (Average) (Average)
$'000 $'000 $'000 $'000
31,138 30,613 27,639 60,794
746 693 669 1,539
31,884 31,306 28,308 62,333
22,124 21,323 19,215 42,115
2,408 2,228 1,902 4,446
233 202 182 411
8,222 8,295 7,138 16,759
32,988 32,047 28,437 63,731
(1,104) (741) (129) (1,398)
478 450 583 1,220
(626) (291) 454 (178)
791] 996 1,286 | | 1,920 |
— = (0% 072 _(01%)| | _ _ _(0.7%)]
o _OZ% ______ 1._071 o _14_% I 0. .2%__
(3.5%) (2.4%) (0.5%) (2.2%)
69.4% 68.1% 67.9% 67.6%
3.2% 3.3% 3.1% 3.0%
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Brief Commentary

» The operating surplus/ (deficit) includes investment income and excludes non-recurrent other income
(eg fair value revaluations, donations, fundraising etc). Non-recurrent expenses (such as impairment)
have been offset against other income

» The operating surplus has declined each year since 2016 and was an average deficit by approved
provider of $1,104k for the Dec-19 six months
»  The operating surplus excluding investment income and finance costs was a deficit by approved provider

of $1,617k for Dec-19 six months (deficit of $1,232k for Dec-18 six months)
»  Operating EBITDA was a surplus of $791k for the Dec-19 six months ($996k for Dec-18 six months)

Balance Sheet Summary as at 31 December 2019

A summary of the balance sheet (average by provider average) for the Dec-18 to Dec-19 financial periods is
included in the table below.

Table 4: Summary Balance Sheet Comparison (average by approved provider)

Survey Survey Survey Survey
Dec-19 Dec-18 Dec-17 Jun-19
(Average) (Average) (Average) (Average)
Balance Sheet $'000 $'000 $'000 $'000
Assets
Cash and financial assets 41,390 41,877 53,966 44,330
Operating assets 13,359 16,759 3,512 9,791
Property assets 149,504 136,518 122,018 150,055
Intangibles 9,149 10,916 7,057 9,117
Total assets 213,401 206,069 186,553 213,293
Liabilities
Refundable loans 112,120 102,674 100,380 116,135
HCP unspent funds liability 1,517 1,079 702 1,256
Borrowings 7,339 7,243 6,562 6,998
Other liabilities 22,081 24,247 14,641 17,309
Total liabilities 143,057 135,242 122,285 141,698
Net assets 70,344 70,827 64,268 71,595
Net tangible assets 61,195 59,911 57,211 | | 62,478
Ratios
Net assets proportion % total assets 33.0% 34.4% 34.5% 33.6%
Property assets_proportion % total assets_ _ _ _ _[_ _ _ _ 701%| _ _ _ 662%| _ _ _ _654%| |_ _ _ _ 70.4%).
\ Cosh + financial assets 6 debt | 342%| __ 377%| ___so1n|| __ 356%

Brief Commentary

» Net assets slightly decreased, however net tangible assets has increased for the Survey due to a further
writeback of bed licences as an intangible asset

»  Liquid cash assets to debt ratio has declined to be 34.2% and a significant decline when compared to

Dec-17 (50.1%) which indicates the financial losses having a substantial effect

The results for the sector indicate that the operating surplus expressed as a return on assets employed

by approved providers continues to not be financially sustainable

Y
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Organisational Results
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Operating Surplus Return on Assets (ROA)

@ Dec-19 @ Dec18 FY18

- 2oss
e 0.71% -0.41%
| Survey Average | ACFA Listed Entities Average

Employee Expenses as % of Operating Revenue

71.26%

@ Dec19 @ Dec-18 FY18

Survey Average | ACFA | Listed Entities Average

Operating EBITDA Return on Assets

1.36%

0.75% 0.96%

@ Dec-19 @ Dec18 FY18

Survey Average | ACFA Listed Entities Average

4.84%

Cash and Financial Assets to Total Debt
(Average by Organisation)

3.00%
3.21%

-

Survey Average Survey First 25% Listed Entity Average

@ Dec-19 @ Dec-18 FYis

ACFA |
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Organisations sorted by Revenue Bands

4 3
Revenue Revenue Revenue Revenue
>$75M $20M - $75M  S10M - $20M <$10M
$'000s $'000s $'000s $'000s
Operating Surplus /
(Deficit) ($3,519) ($918) (8159) ($31)
Average
NPBT ($2,048) ($623) ($4) $33
Operating
EBITDA $2,985 $92 $76 $123
EBITDA $4,456 $387 $231 $186
NPBT . .
Rehiln 6i:Assete (0.65%) (0.82%) (0.01%) 0.25%
Operating Surplus ? : E
STV (1.11%) (1.20%) (0.48%) (0.24%)
Cash & Financial 0
Assets % of Debt | 28.80% 41.68% 52.88% 67.08% )

Organisations sorted by Total Assets

"k ™
Total Assets Total Assets Total Assets  Total Assets
>$150M $50M - $150M  $25M - $50M <$25M
$'000s $'000s $'000s $'000s
Operating Surplus /
2,879 294 138 119
g ($25879) ($294) ($138) ($119)
Average
1,701 131 65 9
NPBT (#1,787) ($131) ($65) ($9)
Operating
EBITDA $2,210 $113 $57 $12
EBITDA $3,388 $276 $131 $122
NPBT
.659 .329 .36% 1%
T (0.65%) (0.32%) (0.36%) (0.11%)
ool IE Y (0.71%) (0.76%) (1.45%)
Return on Assets
Cash & Fi ial
R s 29.10% 57.43% 67.40% 73.52%
Assets % of Debt P
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Approved Provider Profile

Table 5: Profile of Survey approved providers by total assets bands

'Sl:ewart Brown

> $150M

Total Assets $25M - S50M | S50M-$150M
Number of Approved providers 28 31 43
% 18.18% 20.13% 27.92%
Number of residential care aged care homes 30 38 81
% 3.69% 4.68% 9.98%
Number of residential operating places 1,687 3,241 7,321
% 2.58% 4.96% 11.20%
Number of Home Care (HCP) clients 1,303 2,057 1,581
% 3.98% 6.28% 4.83%

Table 6: Profile of Survey approved providers by revenue bands

52
33.77%
663
81.65%
53,139
81.27%
27,817
84.92%

154
100.00%
812
100.00%
65,388
100.00%
32,758
100.00%

Operating revenue range (Smillion per annum) $10M - S20M | $20M-$75M
Number of Approved providers 42 40 35
% 27.27% 25.97% 22.73%
Number of residential care aged care homes 41 66 110
% 5.05% 8.13% 13.55%
Number of residential operating places 2,580 5,462 10,112
% 3.95% 8.35% 15.46%
Number of Home Care (HCP) clients 827 781 3536
% 2.52% 2.38% 10.79%

Aged Care Financial Performance Survey Sector Report (Dec-19)
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24.03%
595
73.28%
47,234
72.24%
27614
84.30%

154
100.00%
812
100.00%
65,388
100.00%
32,758
100.00%
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4. RESIDENTIAL CARE ANALYSIS

Operating Result

The residential care sector has experienced a further significant decline in the Operating (Facility) Result
mainly due to care expenses increasing at a much higher rate (6.8%) than care revenue (1.48). The Operating
Result as shown below has decreased from a surplus of $3.20 per bed day (pbd) in the Dec-18 six months to
a deficit of $6.43 pbd for the Dec-19 six month period.

The majority of the comparisons and trend analysis in this sector report are year-on-year (YoY) as it reflects
a better perspective on the movements in financial performance for a similar period (ie 6 months).

Table 7: Summary Profit & Loss Results for Dec-19 and Dec-18 periods

Survey Average Survey First 25%
Dec-19 Dec-18 Dec-19 Dec-18
1,060 Homes 965 Homes 265 Homes 241 Homes
ACFI
Revenue 180.30 177.68 184.37 183.33
Expenditure
Labour costs 145.90 136.59 129.64 122.14
Other direct costs 8.57 8.10 7.21 6.86
ACFI expenditure 154.48 144.69 136.85 129.00
ACFI RESULT $25.83 $32.99 $47.53 $54.33
EVERYDAY LIVING
Revenue 53.29 51.95 54.22 52.90
Expenditure
Catering 30.76 29.42 29.15 28.33
Cleaning 8.48 8.16 7.59 7.68
Laundry 4.02 3.88 3.47 3.53
Overhead allocation (w/comp & education) 0.65 0.66 0.48 0.62
Utilities 7.02 7.04 6.42 6.59
Routine maintenance & motor vehicle 10.48 10.17 9.24 9.35
Everyday living expenditure 61.42 59.33 56.35 56.09
EVERYDAY LIVING RESULT ($8.13) ($7.38) ($2.13) ($3.19)
ACCOMMODATION
Revenue
Residents 13.63 13.20 13.16 12.68
Government 18.88 17.91 17.87 17.02
Accommodation revenue 32.51 31.12 31.03 29.70
Expenditure
Depreciation 18.11 16.90 17.17 16.21
Property rental 0.67 1.23 0.45 0.55
Other 1.30 1.49 1.29 1.38
Accommodation expenditure 20.07 19.62 18.92 18.14
ACCOMMODATION RESULT $12.44 $11.50 $12.11 $11.56
ADMINISTRATION COST ($36.56) ($33.91) ($34.16) ($30.30)
ACH OPERATING RESULT ($pbd) ($6.43) $3.20 $23.35 $32.40
ACH OPERATING RESULT ($Spbpa) ($2,210) $1,109 $8,186 $11,388
ACH EBITDAR (Spbpa) $4,245 $7,391 $14,366 $17,279

Aged Care Financial Performance Survey Sector Report (Dec-19)
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e Increase in ACFl and supplements revenue by $2.63 pbd. There has been a contraction in the movement
of aged care homes from low-care bands to high-care bands - average ACFl subsidy per bed day marginally
increased from $177.68 to $180.30 mostly as a result of the COPE (inflation) subsidy rate increases

¢ Increase in Everyday Living revenue by $1.34 pbd with only a minor increase in additional services revenue
(average $0.03 pbd)

e Increase in Accommodation revenue by $1.40 pbd

Summary of Results (year-on-year)
Revenue

Expenses

e Increase in total direct care costs of $9.79 pbd and increase of approximately 5.4 minutes per resident per
day in total care hours (total direct care hours - 3.25 per resident per day)

e Increase in hotel services $1.82 pbd (4.4%)

e Decrease in utilities of $0.02 pbd (the continued benefit of solar energy)

e Increase in administration of $2.65 pbd (included an increase in corporate costs of $1.08 pbd)

¢ Increase in accommodation expenditure by $0.45 pbd (depreciation increase was $1.21 pbd)

Operating Results

e ACFI result declined by $7.11 pbd (21.7%)

e Everyday Living result declined by $0.76 pbd (10.3%)

e Accommodation result improved by $0.94 pbd to an average of $12.44 pbd

e Operating (ACH) result was a deficit of $6.43 pbd (Dec-18 surplus $3.20 pbd)

e QOperating (ACH) EBITDAR decreased by $3,146 per bed per annum to $4,245 pbpa

Additional Trends
e Occupancy - significant decrease from 94.92% to 93.93%

e Increase in supported resident ratio remained constant at 46.9%
e Increase in average Refundable Accommodation Deposit received by $31,013

Table 8: Summary KPI Results for Dec-19 Survey

Residential Aged Care Homes - Summary Results Jun-19 Dec-19 Dec-18 Difference
1,045 homes 1,060 homes 965 homes (YoY)

Operating (NPBT) Result (Spbd) (52.62) (56.43) $3.20 W ($9.63)
Operating Result (Spbpa) (5904) (52,210 $1,109 W ($3,319)
Operating EBITDAR ($pbpa) $5,531 $4,245 $7391 ($3,146)
Average Occupancy 94.4% 93.9% 94.9% W (1.0%)
Average ACFI (Spbd) $177.79 $180.30 $177.68 A $2.63
Direct care hours per resident per day 3.13 3.25 316 M 0.09
ACFI services costs as a % of ACFI 83.8% 85.7% 81.4% A 4.2%
Supported ratio 47.6% 46.9% 46.9% A 0.0%
Average Full bond/RAD held $362,312 $380,066 $349,329 $ $30,737
Average Full RAD taken during period $402,384 $424,209 $393,192 A $31,017

Aged Care Financial Performance Survey Sector Report (Dec-19)

© 2020 StewartBrown

Page | 16




'StewartErwn
Trend Analysis

The following graphs highlight the trends for the six month periods Dec-12 to Dec-19 respectively for the
Survey Average (all aged care homes) and by geographical remoteness (based on the Australian Bureau of
Statistics (ABS) ARIA definitions).

This analysis indicates that the financial performance has declined in all geographic segments, with the rural
& remote located homes being particularly vulnerable.

Figure 1: Operating Result for each geographic area and Average result trend line (expressed as S per resident bed day)

AGED CARE HOME - OPERATING RESULT (NPBT) $ per bed day by ABS Remoteness

14.83 14.69
$12.64 $13.56 : ’
$8.06
§7.05
$4.00 -T T T
($4.66) |
'Y |
($2.72) Y- ($6.43)
($5.31 I
(59.38);
I |
I |
| ($14.08)
I |
Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 | Dec-19 I
=@ Major City =0 Inner Regional =~ =@=Rural & Remote Survey Average

Figure 2: Operating Result for each geographic area and Average result trend line (expressed as S per bed per annum)

AGED CARE HOME - OPERATING RESULT $ per bed per annum by ABS Remoteness

5,153
$4,446 $4,724 55 #5109

$2,807

$2,415 - $1,868

$1,387 e
$1,091 N
(5172)° (51,606) |
($919) J |
($2,210) !
1
$3,221) |
1
! I
1 ($4,719) I
1
Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 | Dec-19 :
N = = -

—@—Major City  —0—Inner Regional = —@— Rural & Remote Survey Average
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Number of Aged Care Homes making an Operating Loss

The following graph highlights the percentage of aged care homes nationally that are operating at a loss.
Under the current funding arrangements it is highly likely that the percentage number will further increase
in the ensuing period(s).

Figure 3: Analysis of aged care homes making an operating loss by ABS remoteness in total Survey

Aged Care Homes with Operating Loss by ABS Remoteness

71%
62%

Inner Regional Australia L%
44%

52%

Outer regional, remote & very remote

Major Cities of Australia

= Dec-19 = Dec-18

EBITDAR Result

The below graph shows the ACH EBITDAR (Earnings Before Interest, Taxation, Depreciation, Amortisation and
Rent) trend for the Dec-12 to Dec-19.

Figure 4: EBITDAR Result for each geographic area and Average result trend line (expressed as S per bed per annum)

AGED CARE HOME - EBITDAR RESULT $ per bed per annum by ABS Remoteness

$10,165 $10,669

$6,208 96,271

$1,666
Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

=@=Major City =0~ Inner Regional =@ Rural & Remote  ~~Survey Average S ———
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Number of Aged Care Homes making an EBITDAR Loss
The following graph highlights the percentage of aged care homes nationally that are operating at an EBITDAR
loss. This is significant in that an EBITDAR loss represents an effective cash operating loss which is very
unsustainable for any mid-term length of time.

The resultant effect is that those homes with a continual EBITDAR loss will need to be cross subsidised by other
activities by the approved provider which may be difficult or, in the case of small providers, unlikely to be
possible.

Figure 5: Analysis of aged care homes making an EBITDAR loss by ABS remoteness in total Survey

Aged Care Homes with EBITDAR Loss by ABS Remoteness

Outer regional, remote & very remote 44%
38%
Inner Regional Australia 367
23%
Major Cities of Australia ae
15%

" Dec-19 1 Dec-18

Results by Geographic Location

At a regional level the financial performance results deteriorate further where the average operating loss for
regional aged care homes averaged $14.06 per bed day (54,719 per bed per annum). These results are
unsustainable. The following graphs highlight the financial issues that these homes currently face.

There are several factors influencing the financial performance of homes in regional areas: staff shortages,
higher costs of goods and services (including labour), lower accommodation prices and lower occupancy rates.

FUNDING REFORM CONSIDERATION

Regional aged care homes to be fully funded for ACFI based on 100% occupancy (subject to
financial viability analysis for vulnerable homes)

(Estimated additional annual subsidy - $140 m)

Aged Care Financial Performance Survey Sector Report (Dec-19)
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Figure 6: Operating result comparison by ABS remoteness geographic regions
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Snapshot: Dec-19 Results by Geographic Location

Major Cities

699 Aged Care Homes

e
Eé B (ACHs)

($1,606) deficit
ACH Result $ per bed per annum

Inner Regional
266 Aged Care Homes

(3,221) deficit
ACH Result $ per bed per annum

$4,963 $2,928
ACH EBITDAR § per bed per annum ACH EBITDAR § per bed per annum
$182.57 §174.37
Average ACFI per bed day Average ACFI Per bed day
%, 85.2% 3,' , 86.8%
ACFI services costs as % of ACFI ACFI services costs as a % of ACFI
fitte 3.28 3.15
111  Direct care hours per resident per day Direct care hours per resident per day
s . 457% do 47.8%
Supported resident ratio Supported resident ratio
00 942% 00 93.8%
H H Average Occupancy H H Average Occupancy
ﬁ $409,993 ﬁ $302,899
$ @ Average full accommodation deposit held $ @ Average accommodation deposit held
9 5:345‘),?(]8 9 5:31348,?6(3
B9=7  Average full RAD taken during period B9=7  Average full RAD taken during period
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Rural & Remote
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The following graph indicates a changing shift in the operating performance of aged care home based on the
size (available beds) in an aged care home whereas mid-range sizes perform better.

Analysis of Results by Size of Aged Care Home

Figure 7: Operating result comparison by size of aged care home (expressed as S per resident bed day)

Aged Care Home Result by Size (no. of operating places)

_____________________________________ \
A (ve-42) S $3.20
o o o o e o o o e e e o e e M e M e mEm e R Mmm e mmm e M R e M M S e e
Over 120 places ($10.09) P s1.79
100 to 120 places ($8.04) ($2.81) _
Over 100 places ($9.45) B so0.32
50t 100 places (a-71) I $5.14
60 to 80 places (53.21) Pl s5.35
40to 60 places (5281) N $7.08
Under 40 places (37-12) P s51.39

$ per bed day

Dec-19 m Dec-18

Major Cause of Financial Concern - Bottom 75%

The operating results of the Bottom 75% of aged care homes continue to decline to now record an average
loss of $15.94 per bed day (a further decline of $9.33 per bed day compared to the Dec-18 six months). The
Bottom 75% represent a very large cohort of aged care homes.

Figure 8: Operating result comparison by size of aged care home (expressed as S per resident bed day)

AGED CARE HOME - OPERATING RESULT $ per bed day (Average vs Bottom 75%)

$12.73 12.42
$10.65 $11.19 $
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ACFI subsidy funding is determined by each residents assessed care needs. The higher the acuity results in
higher ACFI (direct care) subsidy which is primarily directed to the costs of providing the direct care to the
resident.

ACFI (Direct Care) Result

ACFI revenue comprises subsidy funding paid by the Government (including care related supplements) plus
the means-tested care fee which is the resident contribution to direct care services (as an offset to ACFI) as
calculated following an income and assets assessment.

The following graph illustrates how the ACFI result is determined.

Figure 9: Components of the ACFI (direct care) result
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The ACFI result (surplus) continues to decline in all geographic sectors, with a significant reduction occurring
in the Dec-19 six months. Direct care costs increased by $9.79 per bed day as compared to the Dec-18 period.

Direct care staffing costs average $145.90 per day and represents 80.9% of ACFl revenue (76.9% Dec-18).

Figure 10: ACFI (direct care) result for Survey average and by ABS remoteness (expressed as S per resident bed day)
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ACFI Revenue and Direct Care Costs Trend
The relationship between ACFI subsidy received (based on resident assessed acuity) and direct care costs is
important in maintaining a sustainable care operating financial model. The following graph indicates that the
direct care costs are now rising at a greater rate than the corresponding ACFI subsidy: this gap is likely to
increase as staff cost increases (average of 3.0% annually) are greater than ACFI COPE (inflation) increases
(1.4% for FY19).

The cumulative effect is that the direct care costs are increasing at a much greater percentage (and actual
amount is real terms) which is the reason for the declining ACFI result. Since the 2017 financial year this
differential continues to increase exponentially and will have a significant impact on the ability of providers
to ensure that staffing levels are appropriate to meet resident care requirements.

Figure 11: Cumulative increases in ACFl subsidy, Direct Care costs as compared to CPI
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FUNDING REFORM CONSIDERATION

COPE (inflation) subsidy to be calculated based on annual ABS Wage Price Index plus 1%
(additional 1% to allow for award/EA increases for aged care workers) (staff cost represent over
80% of ACFI revenue)

(Estimated additional annual subsidy - 5240 m)

Direct Care Staffing Hours

Direct Care staffing metrics include care staff costs and care staff hours. Improvement in the financial
performance of an aged care home is directly related to appropriately aligning staffing hours and levels to
the funding and ensuring that the design of the home is operationally efficient.

A summary of the direct care staff hours by category per resident per day for the Survey Average and Survey
First 25% is included in the table below.
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Table 7: Direct Care staffing metrics for Survey Average and Survey First 25%

Survey Average Survey First 25%
Hours by Staff Category - hours worked per resident per day
Dec-19 Dec-18 Dec-19 Dec-18
Care management 0.12 012 - 0.11 010 A
Registered nurses 0.40 038 A 0.36 033 A
Enrolled & licensed nurses 0.29 034 W 0.20 040 W
Other unlicensed nurses & personal care staff 2.23 215 A 2.08 1.84 A
Allied health & lifestyle 0.18 017 A 0.19 017 A
Imputed agency care hours implied 0.03 002 A 0.03 002 A
Total Care Hours 3.25 316 A 2.98 287 A

Brief commentary

¢ The category allocations are consistent with that used by the Nurses and Midwifery Board of
Australia, and accordingly AIN and TAFE qualified staff have been included under the “Other
unlicensed nurses & personal care staff” classification

¢ Total care labour costs have increased for both the Survey Average and First 25% since Dec-18 by
6.8% and 6.1% respectively

¢ Total care hours have increased for both the Survey Average and for the First 25% by 2.8% and 3.8%
respectively, and are now at 3.25 hours and 2.98 hours worked per resident per day respectively

¢ It is also notable that these increases are spread across the wage categories and not consigned to
the staff category with the lowest cost. This helps to explain the increase in cost being greater than
the increase in hours in percentage terms

¢ These increases in staffing hours have occurred during a time of significant financial pressures for
many providers and at a time when the acuity levels of residents have not been increasing at the
same rate as in recent years

The ability to provide training to direct care staff has been impacted by the declining financial performances.
The aged care sector must ensure that there are appropriate career paths for all direct care staff and
encourage more people to join the aged care workforce. This will require specific targeted funding.

FUNDING REFORM CONSIDERATION

Ongoing 2.5% training subsidy (based on ACFI revenue) to finance staff skill and training
(subsidy includes costs of staff to attend training). We recommend that the training subsidy be
on an acquittal basis to ensure that it is properly directed to training purposes

(Estimated additional annual subsidy - $315 m)
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The providing of everyday living services to residents is of equal significance to providing direct care and the
cost is often not appreciated when considering the overall funding model. The respective components of the
Everyday Living result is illustrated in the following graphic.

Everyday Living (Indirect Care) Result

Figure 12: Components of the Everyday Living (indirect care) result
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The recoupment of everyday living costs is a key reason for the poor financial performance in residential
care. Whilst opportunities exist to charge additional optional services to residents, several challenges exist in
this regard. A major issue is in relation to supported residents who, by majority, do not have the financial
means to pay for additional services, or indeed pay a higher Basic Daily Fee (85% of the single pension).

With a supported resident ratio averaging in excess of 47.6% across all aged care homes, this will continue
to be an issue for providers in addressing the introduction of additional services.

For the Dec-19 six months period the direct costs of providing everyday living services exceeded the revenue
by $8.13 pbd (Dec-18 $7.38 pbd). However, with the inclusion of normal administration costs (including
procurement, payroll, rosters, accounts, quality control, insurances, human resources and corporate costs)
the deficit (loss) increases to be $20.93 per bed day.

Table 8: Everyday living revenue and expense summary (expressed as S per resident bed day)

All Aged Care Homes (Average) Jun-19 Dec-19 Dec-18 YoY
1045 Homes 1060 Homes 965 Homes  Movement
Basic daily fee $50.67 $51.41 $50.43 fh
Other resident income $1.65 $1.88 $1.52 ]
Everyday Living revenue $52.32 $53.29 $51.95 fh
Hotel services $42.40 $43.27 $41.45 ]
Allocation of W/Comp to hotel services $0.45 S0.46 $0.48 W
Utilities $7.06 $7.02 $7.04 tl
Maintenance costs (regular) and motor vehicles $10.67 $10.48 $10.17 @
Quality and education allocation to everyday living $0.19 $0.20 $0.18 L]
Everyday living expenses $60.77 $61.42 $59.33 i
Everyday Living Result ($8.45) ($8.13) ($7.38) Wl
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Everyday Living Result Trend Analysis

The below graph shows the trend of Everyday Living results (revenue less expenditure).

Figure 13: Trend in the Everyday Living Result from Dec-15 to Dec-19 by Survey Average and geographic region
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The Everyday Living Result has declined since Dec-13 by an average of $4.74 per bed day. In the past 12
months, the Everyday Living Result has declined by an average of $0.75 per bed day.

Itis clear that the increase in the Basic Daily Fee has not kept pace with cost increases, particularly in catering,
cleaning and laundry costs. As noted above, providers have had difficulty in introducing effective additional
services to overcome this shortfall so that these costs are being subsidised by other income streams.

FUNDING REFORM CONSIDERATION

Increase the base amount for the Basic Daily Fee (which relates to Everyday Living costs) by
$10 per bed per day - government subsidy to compensate for all residents in the interim (first
2-3 years) and then progressively means-tested. We further recommend the full deregulation
of the Basic Daily Fee in line with the Tune Legislative Review recommendation

(Estimated additional annual subsidy - 5700 m)
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Figure 14: Trend analysis of everyday living costs by component
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StewartBrown continue to note the importance for aged care homes in achieving a surplus from the
Accommodation Result, due to this result being essential for the continued refurbishment, major
maintenance and upkeep of the building and surroundings in line with current and future consumer
expectations.

Accommodation Result

Discussions with providers, coupled with data collected from participants, indicate that a policy of a major
internal refurbishment every 8 - 10 years may be required, even for new builds.

The Accommodation Surplus for Dec-19 six month period was $12.44 per bed day (Dec-18 $11.50 pbd) which
represents $4,245 per room per annum. The increase in the percentage of new residents paying a Daily
Accommodation Payment (DAP) rather than a RAD has been a contributing factor. This result is achieved
after an average depreciation expense of $6,224 pa.

The above amounts exclude the administration component and when this has been allocated, the
accommodation result is a deficit of $2.18 per bed day. This is a significant strategic concern and will not
allow the required building accommodation to be maintained adequately.

The Survey makes a clear delineation between the Care revenue and expenses (which are based on resident
acuity and needs) and the Accommodation revenue and expenses which relate to the standard and quality
of accommodation.

Figure 15: Residential Care Accommodation Result Trend
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Figure 16: Accommodation Result components (excluding administration cost allocation)
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We have observed a rise in the average published accommodation prices during the year-on-year period to
Dec-19. This has resulted in the average amount of Refundable Accommodation Deposits (RADs) received
during the period increasing in most States. Accommodation pricing is an important component for the
sustainability of a residential care home. It is a revenue benefit (DAP) or a capital benefit (RAD) depending
upon the equity position of the organisation.

Accommodation Pricing

Figure 17: Average Refundable Accommodation Deposits Received for Dec-19 and Dec-18

Average Full RAD taken by State and Territory
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There remains continuing feedback from both providers and consumers which indicates that there is still a
community lack of understanding about the pricing (and cost) of residential care accommodation. This has
had an effect with some providers not having an effective strategy for accommodation pricing.

The acuity (care needs) of a resident is directly related to the ACFI funding and expenditure. Everyday living
expenses are offset against the Basic Daily Fee and additional services (if charged).

Accommodation pricing is not assessed on care needs but on the standard of accommodation and the
financial ability of an incoming resident to meet the price through either a RAD, DAP or a combination of
both. The consumer expectation that the standard of accommodation, and accordingly the pricing, is relative
to direct care provided is somewhat misconstrued.

A higher accommodation price should not directly correlate to a higher standard of direct care.

Aged Care Financial Performance Survey Sector Report (Dec-19)
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Accommodation pricing strategies need be more targeted to the appropriate return on the asset (building
plus land value) and cognisant with local house or unit prices in the respective geographic area. The
accommodation pricing strategy should also consider other factors such as:

Amenity and general standard of accommodation offered
Target market including linking standard of accommodation to prospective residents who are likely
to pay for additional services

Common areas and other facilities available to residents and their families

Cost to build in the construction of the aged care home, and the quality of accommodation
Level of competition in target catchment area

There still exists a gap in the accommodation pricing and the levels of housing prices. This should be a guide
to increasing accommodation prices in a number of cities, notably Sydney and Melbourne, which will also

have

a flow-on effect to the neighbouring regional locations.

This is an opportunity to raise additional capital and increase revenues so accommodation pricing should be
considered and reviewed regularly.

Figure 18: Median advertised accommodation pricing (RADs) compared to median housing price by State

Median RAD price compared to median capital city house price
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Administration costs have continued to increase at a rate higher than CPl. One of the main drivers for this is
the increasing compliance requirements and this has now been exacerbated by costs associated with fulfilling
information requests, making submissions and attending hearings in relation to the Royal Commission.

Administration Costs

It is likely that administration costs will continue increase for the remainder of this financial year due to
increased compliance costs associated in relation to the new quality standards and greater scrutiny on direct
care staffing costs and care service delivery by consumers and stakeholders. The increased cost associated
with the effects of the bushfires and COVID-19 virus is unable to be estimated at this time.

Figure 19: Administration costs trend over time since Dec-14 (expressed as S per bed day)
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Table 10: Administration cost summary for Survey Average and Survey First 25% for Dec-19 and Dec-18 periods

Survey Average Survey First 25%
Dec-19 Dec-18 Dec-19 Dec-18
1,060 Homes 965 Homes 265 Homes 241 Homes
ADMINISTRATION COST
Administration recharges 22.28 21.20 22.24 19.84
Labour costs - administration 7.14 6.70 6.10 6.00
Other administration costs 5.52 4.71 4.32 342
Workers' compensation - other 0.41 0.27 0.34 0.17
Quality & education - labour costs 0.04 0.04 0.03 0.03
Quality & education - other 0.02 0.02 0.01 0.02
Insurances 1.14 0.98 1.12 0.82
TOTAL ADMINISTRATION COST $36.56 $33.91 $34.16 $30.30
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Operating Result after Administration Cost Allocation
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The occupancy percentage has suffered a significant decline to be 93.92% nationally (94.93% at Dec-18)

Occupancy

Please note that the DOH calculates occupancy on approved places (and unfilled places as advised by
providers) whereas StewartBrown calculates the occupancy based on number of operational (available)
places for mature homes, which excludes off-line places due to refurbishment or other strategic reasons.

A trend analysis of occupancy levels at the national average and by geographic regions is included in the
graphs below.

Figure 20: Residential occupancy percentages for all aged care homes (national) and by geographic regions
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5. HOME CARE ANALYSIS

Overview

For the Dec-19 six months period, there has been an improvement in the operating performance of Home
Care Packages for the Survey Average (All) however there was a reduction in operating results for the Survey
First 25% when compared to the Dec-18 comparative period.

The overall Survey Average operating result was a surplus of $4.73 per client day (Dec-18 $3.33 pcpd) whilst
noting that the Sep-19 quarter had a surplus of $6.35 pcpd, so there was an effective decline in performance
for the December quarter.

The Survey First 25% had a decline in the surplus to $15.81 pcpd (Dec-18: $18.04 pcpd), and the December
quarter also had a decline from the Sep-19 quarter result (521.38 pcpd).

Revenue

e Total revenue decreased by 6.1% for Survey Average and by 9.7% for Survey First 25%

e Pricing pressure continues due to increased competition and pricing transparency reform

e Revenue utilisation decreased by 3.5% for Survey Average and 1.9% for Survey First 25%

e Higher average unspent funds (Dec-19 $7,904 per client compared to Dec-18 $6,827 per client) which
would represent an aggregate in excess $800 million nationally

Expenses
e Total expenses decreased by 8.3% for Survey Average and by 9.1% for Survey First 25%

e Direct service staff costs decreased by $4.58 pcpd (16.2%) for Survey Average and by $3.65 pcpd (12.7%)
for Survey First 25%

e Agency costs decreased by $0.14 pcpd (6.6%) for Survey Average and by $0.55 pcpd (34.9%) for First 25%

Cost of direct service and brokered/sub-contracted as a percentage of total revenue has decreased by 2%

to 59.0% for Survey Average and by 2.2% to 50.8% for Survey First 25%

e Decrease in case management and advisory $0.21 pcpd (reduction in staff costs) for Survey Average and
an increase of $1.56 pcpd (27.2%) for Survey First 25%

e Decrease in administration costs of $1.56 pcpd for Survey Average and $1.66 pcpd for Survey First 25%

Table 11: Summary KPI Results for Dec-19 Survey (all programs)

Jun-19 Dec-19 Dec-18 Difference
34,999 packages 34,339 packages 27,164 packages (YoY)

Total revenue S per client per day §72.22 571.86 $76.52 * ($4.66)
I( NPBT per client per day $3.65 S4.73 $3.33 dh $1.40 :
\ |EBITDA per client per annum $1,474 51,887 $1,373 i $515|,

Average total staff hours per client per week 6.10 5.79 6.69 * (0.90)

Median growth rate 6.84% 12.00% 6.25% @ 5.8%

Revenue utilisation rate for the period 89.3% 85.4% 88.9% * (3.5%)

Average unspent funds per client $6,995 $7,904 $6,827 f $1,078

Cost of direct care & brokered services as % of

total revenue 61.7% 59.0% 61.0% * (2.0%)

Case management & coordination costs as % of

total revenue 9.2% 10.2% 9.9% @ 0.4%

Administration & support costs as % of total

revenue 23.5% 23.6% 242% W (0.6%)

Profit Margin 5.1% 6.6% 43%  Ap 2.2%
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Financial Performance Measures

The following figures provide an analysis of the financial performance (profitability) for the Survey Average
(all packages) based on several metrics.

Figure 21: Comparison of Operating Profit for Survey Average for periods ending Dec-19 and Dec-18

Home Care - Operating Profit $ per client per day
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Figure 22: Comparison of EBITDA for Survey Average for periods Dec-19 and Dec-18

Home Care - EBITDA § per client per annum
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Figure 23: Comparison of Survey Average and Survey First 25% EBITDA (S per client per annum) trends

Home Care - EBITDA per client per annum

$10,528 $10,387
37,141 $6,763 (="
| $5,945 |
I [
I I
[ [
2,444 I I
$2,228 52, | $1,887 |
P N323 $1,373 , :
¢ [ [
1 1
Dec-15 Dec-16 Dec-17 Dec-18 : Dec-19 ’I

First 25% =e=All

The trend graph above clearly shows the initial decline, then rise, in operating results since the introduction
of Consumer Directed Care, both movements being more pronounced with the Survey First 25% than the
Survey Average.

Operating Results for Survey First 25%
Table 12: Summary KPI Results for Dec-19 Survey for First 25%

Jun-19 Dec-19 Dec-18 Difference
5,963 packages 7,097 packages 4,719 packages (YoY)

Total revenue S per client per day $90.05 $84.03 $93.05 ¥ ($9.02)
CINPBT per client perday ~ $1828 %1581 %1804 W (52.22)
L[EBTOA per ient perannum______ sogss ___ssoas  sers W ()

Average total staff hours per client per week 6.55 6.52 6.96 * (0.44)

Median growth rate 7.55% 14.29% 292%  Ap 11.4%

Revenue utilisation rate for the period 89.9% 87.7% 89.5% W (1.9%)

Average unspent funds per client $6,990 $7,606 $6,009 i $1,596

Cost of direct care & brokered services as % of

total revenue 51.4% 50.8% 53.0% ¥ (2.2%)

Case management & coordination costs as % of

total revenue 7.3% 8.7% 6.1%  #p 2.5%

Administration & support costs as % of total

revenue 20.5% 21.2% 21.0% fp 0.3%

Profit Margin 20.3% 18.8% 19.4% * (0.6%)

The operating performance of the Survey First 25% for Dec-19 period improved when compared to Dec-18,
however has declined since June-19. The predominant reasons relate to reduced revenue per client day
(9.7%) and revenue utilisation (1.9% reduction to 87.7%) which has resulted in increased unspent funds per
client (51,596 increase).
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Figure 24: Comparison of Operating Profit for Survey First 25% for periods ending Dec-19 and Dec-18

Home Care - First 25% Operating Profit $ per client per day
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m Dec-19 - First 25% = Dec-18 - First 25%

Figure 25: Comparison of EBITDA for Survey First 25% for periods ending Dec-19 and Dec-18

Home Care - First 25% EBITDA $ per client per annum

1 Dec-19 - First 25% 2 Dec-18 - First 25%

Revenue Utilisation

Revenue utilisation has further decreased to 85.4% at Dec-19 (Survey First 25% was 87.7%). This continues
to affect profitability due to the fixed overhead costs not being spread over increased revenues and variable
costs remaining proportional to revenue levels.

As noted in previous reports, there requires an ongoing improvement in revenue utilisation to be a strategic
priority for the remainder of FY20 and beyond, and if possible, this should be through the provision of
additional services directly by providers based on the care needs and agreed services of the care recipient.
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Figure 26: Revenue Utilisation comparison for Dec-19 and Sec-18

Revenue Utilisation Percentage

" Dec-19 - Average 1 Dec-18 - Average

Unspent Funds

As noted by the Government in the recent reform consultations in relation to the funding model, the
continued increase in the quantum of unspent funds per client is a major issue. The average unspent funds
per care recipient has risen for the Dec-19 period to $7,904.

StewartBrown estimates the unspent funds liability at the end of the Dec-19 period to be in aggregate in
excess of $800 million and this is likely to be over $900 million as at FY20 year-end in the current funding
model. Most of this balance of unspent funds relates to home care subsidies and if these are not being utilised
for direct care delivery they could be diverted toward those care recipients on the national prioritisation
gueue that do not yet have access to in-home care funding.

Figure 27: Survey Average Unspent Funds per client as at Dec-19 and Dec-18

Home Care - Average Unspent Funds $ per Client
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Figure 28: Survey First 25% Unspent Funds per client as at Dec-19 and Dec-18

Home Care - First 25% Average Unspent Funds $ per Client
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Comment
The aggregate and increasing level of unspent funds continue to remain the most significant issue, from both
a service delivery and financial performance perspective.

From a care recipient’s perspective, large unspent funds could be a result of not fully utilising the subsidy for
the overall package of care and support that it is intended to provide based on the ACAT assessment. We still
note that the estimate of only between 8% - 12% of unspent funds are later utilised by a care recipient. The
remainder is often used for capital purchases or by majority returned to the government because the
consumer moves out of in-home care.

From a provider’s perspective, unspent funds has a direct effect on the profitability (and sustainability) of
their home care operation. As the fixed costs for each client (care recipient) have already been absorbed then
should the funds be utilised only the additional variable costs would be incurred. We estimate the additional
variable costs would be in the order of 35% - 40% with the balance being margin (profit).

It is anticipated that all providers would prefer to either deliver care services commensurate to the funding
or have the under-utilised funds reallocated to other new care recipients who are currently awaiting
packages.

Another related issue is that due to the high level of unspent funds per care recipient, there is a reluctance
by some providers to levy (and consumers to be charged) a client contribution (basic daily care fee), as it
would effectively only add to the quantum of unspent funds. In some cases there have been instances where
the means-tested fee also has not been levied for the same reason.

This practice distorts the overall funding model and discourages the notion of consumers “co-contributing”
to their care needs.
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Direct service hours per care recipient per week has declined to 4.33 hours (on average) for the Dec-19
quarter compared to 5.05 hours for the corresponding Dec-18 period and 4.59 hours for FY19.

Staff Hours Worked per Care Recipient

A decrease in administration and support staff hours was observed across the Survey for the Dec-19 period,
and there has been a further fall in hours when compared to the Dec-18 quarter.

It is important to note that the staffing hours are for direct care service delivery by providers to clients (care
recipients). These hours do not include sub-contract services which may include home maintenance, cleaning,
social support and allied health. Sub-contractors as well as providers perform these services.

Table 13: Home Care Staff Hours per care recipient per week for Dec-19 and Dec-18 (Survey Average and First 25%)

Survey (Average)
Jun-19 Dec-19 Dec-18 Difference
Direct service provision 4.59 4.33 5.05 * (0.72)
Agency 0.25 0.21 0.18 #p 0.03
Case management & coordination 0.80 0.80 0.94 * (0.14)
Administration & support services 0.47 0.45 0.52 * (0.07)
Total Staff Hours 6.10 5.79 6.69 Wb (0.90)
Survey (First 25%)
Jun-19 Dec-19 Dec-18 Difference
Direct service provision 5.07 4.97 541 W (0.44)
Agency 0.18 0.14 0.10 #p 0.04
Case management & coordination 0.92 0.92 0.91 Q 0.01
Administration & support services 0.38 0.49 053 W (0.04)
Total Staff Hours 6.55 6.52 696 Wb (0.44)
Figure 29: Survey First 25% Unspent Funds per client as at Dec-19 and Dec-18
Total Staff Hours (per client per week)
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The latest GEN Home Care Packages Program Data Report for the first quarter 2019-20 state that there has
been a 30.2% growth in the number of persons in a home care package in the twelve months to September
2019. In the September 2019 quarter the package growth was 10.6%. For providers this type of growth is
also being achieved with average growth rates for the six months to Dec-19 of 16.2%.

Package Growth

The growth in the current financial year has been a result of significant increases in package numbers in the
last quarter of 2019 and further package releases in the first quarter of 2019-20. There was an increase of
11,343 persons in a home care package in the September 2019 quarter on the back of a release of 47,700
packages in the June 2019 quarter. It could be expected that this uptake of packages would have continued
in the December 2019 quarter (data from the Government on the Dec-19 quarter is not yet available).

The package growth for providers is included in the following graph.

Figure 30: Home Care Package growth for the Dec-19 six month period
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Packages held by particiﬁating Providers in this analysis in Dec-
19 representing 29% of the National total of 118,050 packages
at 30 September 2019
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Average Growth rate in packages at Provider level
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Median Growth in rate in packages at a Provider level
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packages
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packages
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6. GLOSSARY

Aged Care Home (ACH Result, or Facility Result)

The Aged Care Home (ACH Result, or Facility) Result) is made up of the
components shown in the diagram below. The Care Result is derived from the
resident acuity (care) needs; the Accommodation Result is derived from
revenue streams not directly related to resident acuity, but to the resident’s
financial ability to pay for residential accommodation.

Everyday Living Administration

ACFI Resul
CFl Result Result Costs AiFI
e ACFI Income (incl. e Basic Daily fee and e Cost of Everyday Living
MTCF) and care extra/additional administration and
supplements Less service fees support services -
e Direct care wages Less excluding w/comp Administration
and on-costs e Hospitality and quality and
including w/comp + services (catering, | education costs
and quality & cleaning & (reallocated to
education costs laundry) care and everyday
e Other direct care e Utilities living)
expenses including e MV expenses CA R E
medical, e Routine property
continence and and other Result
therapy supplies maintenance
expenses

Accommodation

ACFI

. Result

(oF] (]

Everyday Living e Accommodation *

- supplements Accommodation
Administration e Retention from bonds
e Daily accommodation

payments and

accommodation
charges
e Interest on AgEd Ca re

outstanding deposits
Less
CA R E e Depreciation and H ome
amortisation o
Result . Rent (Facility)
e Room refurbishment
s Result
e Interest paid on
outgoing bonds
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Accommodation Result

Accommodation Result is the net result of accommodation revenue (DAPs/DACs/Accommodation
supplements) and expenses related to capital items such as depreciation, property rental and refurbishment
costs. It no longer includes costs associated with recurrent repairs and maintenance and motor vehicles.

ACFA

Aged Care Financing Authority - the statutory authority which provides independent advice to the
government on funding and financing issues, informed by consultation with consumers, and the aged care
and finance sectors.

ACFIl revenue

Aged Care Funding Instrument (ACFI) revenue includes the subsidy received from the Commonwealth and
the means-tested care fee component levied to the resident. ACFI revenue includes the additional care
supplement subsidies and some specific grant (not capital) funding.

ACFI Result

ACFI Result represents the net result from revenue and expenses directly associated with care. It includes
ACFIl and Supplements (including means-tested care fee) revenue less total care expenditure, and this
includes an allocation of workers compensation and quality and education costs.

ACH Result
This refers to the Operating Result may also be referred to as the net result or the NPBT Result.

ACH EBITDAR

The same as Facility EBITDAR. The starting point for this calculation is the Aged Care Home (Facility) Result
which is the combination of the Care and Accommodation results. It excludes all “provider revenue and
expenditure” including fundraising revenue, revaluations, donations, capital grants and sundry revenue. It
also excludes those items excluded from the EBITDAR calculation above. This measure is more consistent
across the aged care homes (facilities) because it excludes all those items which are generally allocated at
the aged care home (facility) level on an inconsistent and arbitrary basis depending on the policies of the
individual provider.

Administration Costs
Administration Costs includes the direct costs related to administration and support services and excludes
the allocation of workers compensation and quality and education costs to ACFl and everyday living.

Aged Care Home

Individual discrete premises that an approved provider uses for residential aged care. “Aged Care Home” is
the term approved at the Department of Health; in some contexts “Facility” is used, with an identical
meaning.

Averages

For residential care all averages are calculated using the total of the raw data submitted for any one-line item
and then dividing that total by the total occupied bed days for the aged care homes in the group. For example,
the average for contract catering across all homes would be the total amount submitted for that line item
divided by the total occupied bed days for all aged care homes in the Survey.

For home care all averages are calculated using the total of the raw data submitted for any one-line item and
then dividing that total by the total client days for the programs in the group. For example, the average for
sub-contracted and brokerage costs across all programs would be the total amount submitted for that line
item divided by the total client days for all programs in the Survey.
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Average by line item

This measure is averaged across only those aged care homes that provide data for that line item. All other
measures are averaged across all the homes in the particular group. The average by line item is particularly
useful for line items such as contract catering, cleaning and laundry, property rental, extra service revenue
and administration fees as these items are not included by everyone.

Bed day
The number of days that a residential care place is occupied in the Survey period. Usually represents the days
for which an ACFI subsidy or equivalent respite subsidy has been received.

Benchmark

We consider the benchmark to be the average of the First 25% in the group of programs being examined. For
example, if we are examining the results for aged care homes (facilities) / programs in Band 4, then the
benchmark would be the average of the First 25% of the aged care homes (facilities) / programs in Band 4.

Benchmark Bands
Residential Care
Based on Average ACFI + Care Supplements (including respite) ($ per bed day)

Band 1 - Over $190

Band 2 - Between $175 and $190
Band 3 - Between $160 and $175
Band 4 - Under $160

Home Care
Based on Total Revenue (Direct Care + Brokered + Case Management + Administration) (S per client day)

Band 1 - Under $47

Band 2 - Between $47 and $67
Band 3 - Between $67 and $87
Band 4 - Over $87

Care Result

This is the element of the aged care home (facility) result that includes the direct care expenses and everyday
living costs and administration and support costs. It is calculated as ACFI Result plus Everyday Living Result
minus Administration Costs.

Dollars per bed day
This is the common measure used to compare items across aged care homes (facilities). The denominator
used in this measure is the number of occupied bed days for any home (facility) or group of homes (facilities).

Dollars per client day
This is the common measure used to compare items across programs. The denominator used in this measure
is the number of client days for any programs or group of programs.

EBITDAR

This measure represents earnings before interest (including investment revenue), taxation, depreciation,
amortisation and rent. The calculation excludes interest (and investment) revenue as well as interest expense
on borrowings. EBITDAR is used for residential care analysis only, whereas Home Care uses EBITDA only.

The main reason for this is to achieve some consistency in the calculation. Different organisations allocate
interest and investment revenue differently at the “aged care home (facility) level”. To ensure that the
measure is consistent across all organisations we exclude these revenue and expense items.
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EBITDAR per bed per annum

Calculation of the overall aged care home (facility) EBITDAR for the financial year to date divided by the
number of operational beds in the aged care home (facility).

NPBT
Net Profit Before Tax. For the context of the Survey reports, NPBT is referred to as Operating Result or net
result or, in the aged care home (facility) analysis, as the ACH Result (Aged Care Home, or Facility) Result.

Facility
An aged care home is sometimes called a “facility” for convenience. The Facility Result is the result for each
aged care home being considered. Often called Aged Care Home and abbreviated to ACH.

Facility EBITDAR

The same as ACH EBITDAR. The starting point for this calculation is the Aged Care Home (Facility) Result which
is the combination of the Care and Accommodation results. It excludes all “provider revenue and
expenditure” including fundraising revenue, revaluations, donations, capital grants and sundry revenue. It
also excludes those items excluded from the EBITDAR calculation above. This measure is more consistent
across the aged care homes (facilities) because it excludes all those items which are generally allocated at
the aged care home (facility) level on an inconsistent and arbitrary basis depending on the policies of the
individual provider.

Everyday Living Result

Revenue from Basic Daily Fee plus Extra or Optional Service fees less Hotel Services (catering, cleaning,
laundry), Utilities, Motor Vehicles and regular Property & Maintenance (includes allocation of workers
compensation premium and quality and education costs to hotel services staff).

First 25% - Home Care Packages (HCP)

Home Care results (NPBT) are distributed for the Survey period from highest to lowest by $ per client per day
(Spcd). This is then divided into quartiles - the First 25% is the first quartile, second 25%, third 25%, fourth
25% and the average of each quartile is reported. The First 25% represents the quartile of programs with the
highest NPBT result.

First 25% - Residential Care

The Residential Care results are distributed for the Survey period from highest to lowest by Care Result. This
is then divided into quartiles - the First 25% (the first quartile), second 25%, third 25%, fourth 25% and the
average of each quartile is reported. The First 25% represents the quartile of homes with the highest Care
Result.

Location - City

Aged care homes have been designated as being city based according to the designation by the Department
of Health in their listing of aged care services. Those that were designated as being a “Major City of Australia”
have been designated City.

Location - Regional

Aged care homes have been designated as being regionally based according to the designation by the
Department of Health in their listing of aged care services. Those that were designated as being an “Inner
Regional”, “Outer Regional” or “Remote” have been designated as Regional.

Survey
Survey is the abbreviation used in relation to the Aged Care Financial Performance Survey.
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7. CONTACT DETAILS

For further analysis of the information contained in the Survey report please contact
our specialist analyst team at StewartBrown.

StewartBrown Aged Care Executive Team

Grant Corderoy
Senior Partner - Consulting Division
Grant.Corderoy@stewartbrown.com.au

Stuart Hutcheon
Partner - Audit and Consulting Divisions
Stuart.Hutcheon@stewartbrown.com.au

Sydney Office

Level 2, Tower 1

495 Victoria Avenue
Chatswood NSW 2067

Adelaide Office

David Sinclair Level 1
Partner - Consulting Division 104 Frome Street
David.Sinclair@stewartbrown.com.au Adelaide SA 5000

Contact Details
benchmark@stewartbrown.com.au
Sydney: +61 29412 3033
Adelaide: +61 8 8229 2280

Steff Kearney
Director - Consulting Division
Steff.Kearney@stewartbrown.com.au

Analyst, IT and Administration Team

Tracy Thomas Robert Krebs Sabrina Qi Kieron Brennan  Shan Wu
Senior Manager  Senior Analyst Business Analyst ~ Business Analyst ~ Business Analyst
Vicky Stimson Queenie Mon Zhou Rachel Corderoy
Survey Administrator Administration/Analyst Media and Marketing
Reece Halters Rhys Terzis Min Joo Kim
IT Manager Systems Analyst Data Analyst
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The StewartBrown March 2020 Aged Care Financial Performance Survey incorporates
detailed financial and supporting data from 1,108 aged care homes and 46,938 home care
packages across Australia. The Survey, which is performed quarterly, is the largest
benchmark in the aged care sector and provides invaluable insight into the trends and drivers
of financial performance at the sector level and at the aged care home or programme level.
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HIGHLIGHTS FROM MARCH 2020 SURVEY

Residential Aged Care
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($8.23)

Aged Care Home (ACH) Result
per bed day for Survey Average
(Mar-19: $1.65)

$21.08

ACH Result per bed day for
First 25%
(Mar-19: $29.78)

$3,819

ACH EBITDAR per bed per annum for
Survey Average
(Mar-19: 6,873)

$13,831

ACH EBITDAR per bed per annum for First
25%
(Mar-19: $16,507)

30.7%

Proportion of facilities with negative ACH
EBITDAR
(Mar-19: 19.7%)

58.3%

Proportion of facilities with negative ACH
Result
(Mar-19: 45.1%)
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Home Care

$4.51

NPBT per client day for Survey Average
(Mar-19: $3.48)

$14.72

NPBT per client day for First 25%
(Mar-19: $18.02)

$1,796

EBITDA per client per annum for Survey
Average

(Mar-19: $1,419)

$5,501

EBITDA per client per annum for First 25%
(Mar-19: $6,690)

$8,250
Survey Average for unspent funds

(Mar-19: $6,788)

85.1%

Survey Average revenue utilisation
(Mar-19: 88.5%)

10.4%

Case management costs as % of income
(Mar-19: 9.7%)

23.0%

Administration costs as % of income
(Mar-19: 24.1%)
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Survey Analytics

Respondents to the Aged Care Financial Performance Survey (Survey) include some of the largest providers
nationally, independent stand-alone providers, faith-based and community providers, and culturally specific
providers. In addition, subscribers to the survey reports include government bodies including the Department
of Health (DOH) and Aged Care Financing Authority (ACFA), aged services sector peak bodies and other
service providers to the sector.

The Survey takes in residential care and home care packages. This Sector Report includes StewartBrown'’s
analysis of the operating income and expenses of participants. The Survey included the detailed responses
of:-

¢ 201 approved provider organisations
¢ 1,108 residential aged care homes (46 homes were excluded due to their operational circumstances)
¢ 46,938 home care packages (513 programs of which 84 were excluded)

In respect of residential care, participants to the Survey represent approximately 44% of aged care homes
within Australia. The profile of the residential care participants, based on the geographical spread, is:-

Table 1: Residential Care Survey Metrics

Inner Rural &
Regional Remote

Numberof aged care homes/ABS Remoteness Major City

StewartBrown Residential Care Survey

Total Survey aged care homes 709 277 122 1,108
Aged care homes included 682 261 97 1,040
Aged care homes excluded 27 9 10 46
State/local government - 7 15 22

Survey less state/local government (A) 709 270 107 1,086

GEN aged care Data Service Listing (30 June 2019)

Total 1,697 656 365 2,718
State/local government 34 114 90 238

Service Listing less state/local government (B) 1,663 542 275 2,480

Coverage % = (A)/(B) 42.6% 49.8% 38.9% 43.8%

Please note - to be consistent with the Department of Health’s preferred terminology, we have transitioned from the term “residential
facilities” to “residential aged care homes” for the 2019/20 Survey year. In the interim we will use both terms where appropriate and
they can be considered to be interchangeable.

StewartBrown Aged Care Reports

StewartBrown issues various detailed financial reports and analysis involving the aged care sector, including
the following:-

e Residential and Home Care Sector Participants Reports (quarterly)

e Aged Care Sector Report (quarterly)

e Provider Organisation Report (bi-annual)

e Listed Provider Analysis Report (bi-annual)

e Corporate Administration Report (annual)

e Managing Prudential Risk in Residential Aged Care (submission to DOH)

For copies of these reports, please go to http://www.stewartbrown.com.au/

Aged Care Financial Performance Survey Sector Report (March 2020)
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2. EXECUTIVE SUMMARY

Abstract

StewartBrown acknowledges the tragic impact of the COVID-19 virus pandemic that has caused health,
personal and financial hardship which is affecting all levels of our society, and particularly the many
vulnerable persons.

The aged care sector has again shown outstanding compassion, expertise, resilience and professionalism
at all levels in responding to, and maintaining the care for all elderly and ensuring their wellbeing.

This Sector Report gives an overview of the financial performance of the aged care sector in Australia. It is
based on the results of the StewartBrown Aged Care Financial Performance Survey (Survey) for the nine
months ended 31 March 2020.

In addition to this report, every participant in the Survey also receives supplementary reports on their
respective Residential and Home Care results - these contain finer granularity of analysis from a
benchmarking viewpoint. Individual participant organisations also receive specific comparative data relevant
to their location, size and the specific aged care homes within their organisation. They also have access to
StewartBrown’s interactive analysis website.

The Survey data undergoes an intensive cleansing and quality checking procedure, with each individual aged
care home (residential) and program (home care) being cross checked to previous results by each revenue
and expense line item, and to all similar sized and regionally located comparators, and then all material
variances are subjected to explanatory confirmation from the respective participant before acceptance.

The trend analyses contained in this Sector Report are a subset of the data received from participants. It
needs to be noted that the primary purpose of the Survey is for participant organisations to obtain a granular
comparison for each residential aged care home or home care program for their internal analysis using a
range of Key Performance Indicators. StewartBrown advocates that the most effective uses of the benchmark
comparisons are target setting into the future, forecasting and strategic decision-making.

The Royal Commission into Aged Care Quality and Safety, which issued its Interim Report on 31 October 2019,
has already identified a number of critical issues that require resolution, including appropriate staffing hours,
staff training and conditions which would have a direct link to quality of care.

The staffing hours as included in this Survey and all previous Surveys are not in any way reflective of what
hours may be required from a clinical or care perspective. The hours are exactly as reported by providers,
and we can confirm that there is not a material statistical variance between respective providers in this
respect.

StewartBrown, through this Survey and other related publications or presentations is not an advocate for any
stakeholder in the sector and we have professional relationships with the Department, Aged Care Financing
Authority, peak bodies, provider organisations, aged care staff and aged care residents and clients.

Our primary agenda is that all financial policy and related public commentary should be factually based and
objective and be supported by good data.

Aged Care Financial Performance Survey Sector Report (March 2020)
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Mar-20 Survey Results Summary

Following is a summary of the key financial performance results and indicators by segment from participants
in the Mar-20 Aged Care Financial Performance Survey. Comparisons are generally year-on-year (from Mar-
19) with some analysis against the FY19 results.

Residential Care

60% of aged care homes recorded an operating loss for the nine months to Mar-20

34% of aged care homes recorded an EBITDAR loss (operating cash loss) for the nine months to Mar-20
Average ACFI per bed day (pbd) for Survey participants increased by $2.37 pbd to $180.75 pbd (1.33% pa)
Occupancy levels for all survey participants decreased to 92.1% average occupancy (93.6% Mar-19)

Total care hours per resident per day increased by 0.09 hours to 3.23 hours (Mar-19: 3.14 hours)

ACFI direct care services costs increased to $155.81 pbd (year-on-year) (6.5% pa)

Costs for providing everyday living services exceeded revenue by $8.72 pbd (excluding administration)
Average Operating Result for aged care homes reduced by $3,408 per bed per annum (pbpa) to a loss of
$2,835 pbpa (year-on-year)

Average EBITDAR for aged care homes reduced by $3,054 pbpa to $3,819 pbpa

Supported ratio slight reduction to 46.4%

Average full RADs taken in the March nine months increased to $427,037 (nationally) and increase of
$27,567 in the year from Mar-19

Home Care Packages
Survey Average (all) (Year-on-Year)

Revenue per client per day (pcpd) average for Survey participants decreased by 5.69% (being $4.22 pcpd)
The average operating profit per client day increased by $1.03 pcpd to $4.51 pcpd ($3.48 Mar-19; $3.65
FY19)

Direct service costs decreased by $3.55 pcpd (61.04% of total revenue)

Revenue utilisation has declined by 3.5% to 85.1%

The average unspent funds per client has increased by $1,463 per client (to average $8,250 per client)
Staff hours per client per week reduced by 0.71 hours (average 5.88 hours per week)

Survey First 25% (Year-on-Year)

Revenue per client per day (pcpd) average for Survey participants decreased by 12.2% (being $11.04 pcpd)
The average operating profit per client day decreased by $3.30 pcpd to $14.72 pcpd ($18.02 Mar-19;
$18.28 FY19)

Direct service costs increased by $4.90 pcpd (51.6% of total revenue)

Revenue utilisation has declined by 2.2% to 86.6%

The average unspent funds per client has increased by $1,482 per client (to average $7,894 per client)
Staff hours per client per week reduced by 0.69 hours (average 6.35 hours per week)

Commentary

The Survey for the nine months ended 31 March 2020 continues to highlight that the financial sustainability
of the residential aged care sector has deteriorated in all geographic regions well above the impact of
covid-19, and unless additional specific targeted funding and structural reform is implemented it may lead
to closure of residential aged care homes and will risk further necessary investment into the sector.

The headwinds are also becoming a major concern in relation to in-home care where the profit levels have
deteriorated for the period to October to March, revenue has decreased with the offset being a further
reduction in direct care staff hours (and the associated cost) which may be unsustainable going forward.
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The financial impact of COVID-19 has impacted the results, in particular the month of March, to a certain
extent, however it is likely to heavily influence the results for the June and subsequent quarters until the virus
is fully stabilised and the economy commences the journey to recovery. The Government has introduced a
number of funding initiatives which will assist providers, including the recent one-off grant of S900 per bed
except regional aged care homes which will receive 51,350 per bed.

We will be separately identifying the covid-19 additional funding and expenses (including additional staff
costs) for the June 2020 report to analyse the overall net impact of covid-19 from a financial perspective and
to allow the trend analysis of recurrent (non covid-19) revenue and expenses to also be properly assessed.

We continue to highlight that the residential aged care sector, in particular, requires significant funding
reform apart from the covid-19 issues to maintain financial viability and sustainability.

Residential Care a significant concern in relation to ongoing financial viability. The nine months to Mar-20
also saw the first significant decrease in occupancy levels for at least eight years. As noted in previous reports,
occupancy and financial result are significantly inter-related, and accordingly any decline in occupancy
directly affects the operating performance.

The ACFI revenue increase of 1.33% pa is primarily as a result of the COPE inflation increase and indicates
that the average acuity of residents has plateaued to a large extent. However, the costs of providing direct
care has increased by 6.5% pa and this differential is not supportable under the current funding envelope.

Direct care staff costs represented 86.2% of the ACFI (direct care) subsidy, and the ongoing disparity between
the subsidy COPE increase and staff cost increases continues to cause considerable concern.

We have retained Administration costs as a separate cost centre as providers prefer to monitor and
benchmark their total administration costs. Refer to page 19 “Operating Result after Administration Cost
Allocation” which includes the allocation of the administration costs to the respective revenue cost centres
(ACFI, Everyday Living and Accommodation) to determine the overall result for each of these cost centres.

A significant issue in relation to residential care is the unsustainable loss in providing everyday living (indirect
care) services. The cost of providing these essential services exceeds the revenue (largely the Basic Daily Fee)
by an average of $8.72 per resident per day without any allowance for the administration costs. If the
administration costs specifically related to these services was included, the deficit is $21.36 per resident per
day. This has a direct consequence in the ability to utilise the ACFI subsidy for providing direct care services.

Outer regional, rural and remote homes continue to deteriorate in their financial performance and viability.
These homes have an average operating loss of $5,098 per bed per annum ($15.30 loss per resident per day).
This has resulted in 74% of these homes having an operating loss and 55% having a cash operating deficit.
These percentages will further deteriorate over the next six months.

We have again highlighted that the major cause for the financial concern in relation to the residential aged
care sector is the operating results for the Bottom 75% of aged care homes included in the Survey. This is a
very large cohort and the average result is an operating loss of $17.72 per resident per day. Given the
number of homes this represents, this confirms that there is an urgent requirement for additional funding
and a sustainable funding model going forward.

Investment in the residential aged care sector, be it new builds or major refurbishment and improvements
to existing homes, continues to have significant downturn. Much of this is due to the regulatory uncertainty
and the poor financial performance of the sector which is a major disincentive to investment confidence.
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Residential Care Scenario Analysis was prepared to ascertain the effects of additional subsidy and
accommodation revenues would have on the overall financial performance of the residential aged care
homes (refer page 25). This scenario analysis further confirms the significant financial issues that this sector
faces, as even with such additional revenues the percentage of homes making an operating loss would still
be 35% and making an EBITDAR (cash) loss would be 17%.

This confirms that the funding envelope will require a major recalibration to ensure the immediate and
ongoing sustainability.

In-home Care (Home Care Packages) has experienced an improved operating performance for the Mar-20
nine months, with an overall increase of $1.03 per client per day in comparison to the Mar-19 nine month
period. Please note that that the improved performance was not as a result of increased revenue, but due to
reduced costs, and particularly staff costs (and resultant staffing hours). Whether this is sustainable is open
to conjecture.

The financial performance of in-home care has deteriorated for the six month period October 2019 to March
2020 to be a deficit of $1.84 per client day for this period.

The biggest single issue in relation to Home Care Packages remains in relation to the level of Unspent Funds.
This level has kept rising each quarter, and now averages $8,250 per client (care recipient). In aggregate, this
represents in excess of $1 million of funding that is not being utilised.

This continued growth in Unspent Funds, and many probable instances of their use for capital-related
expenditure for care recipients (probably for a short-term benefit in many instances) is not sustainable. The
recently announce changes to the subsidy payment arrangements (being in arrears rather than in advance)
and the potential further reforms for providers to be reimbursed for actual services provided rather than for
the funding package by care recipient will largely address the unspent funds concerns in this regard.

The cash flow implications to providers of the proposed reforms need to be considered and monitored. We
understand that it is proposed that the current unspent funds will only be remitted back to the Government
over a reasonable time period, and this should ease much of the initial cash flow concerns.

In Conclusion: the overall funding arrangements for aged care urgently requires considerable additional
funding and an substantial realignment. Residential care is critically under-funded, both from a government
and consumer perspective. The financial concerns in relation to residential care cannot be overstated.

In-home care requires the redistribution of unused funds which are not being fully utilised in addition to the
ongoing issue of more funding packages to meet consumer need. Service revenue must improve (driven by
unit price increases) to ensure that staffing hours per care recipient also increase to meet the ongoing care
needs.
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3. RESIDENTIAL CARE ANALYSIS

Operating Result

The residential aged care sector has experienced a continued decline in Operating (Facility) Result which the
predominant impact being direct care expenses increasing at a much higher rate (6,5% pa) than care revenue
(1.33% pa). The Operating Result as shown below has decreased from a surplus of $1.65 per bed day (pbd)
in the nine months to Mar-19 to a deficit of $8.23 pbd in the nine months to Mar-20. The deficit increased
by a $1.80 pbd over the March quarter.

The majority of the comparisons and trend analysis in this sector report are year-on-year (YoY) as it reflects
a better perspective on the movements in financial performance for a similar period (ie 9 months).

Table 2: Summary Profit & Loss Results for Mar-20 and Mar-19 periods

Survey Average Survey First 25%
Mar-20 Mar-19 Mar-20 Mar-19
1,040 Homes 952 Homes 260 Homes 238 Homes
ACFI
Revenue $180.75 $178.37 $183.69 $182.35
Expenditure
Labour costs $147.25 $138.05 $130.56 $122.55
Other direct costs $8.61 $8.18 $7.31 $6.71
$155.86 $146.24 $137.87 $129.26
ACFI RESULT (A) $24.88 $32.14 $45.82 $53.09
EVERYDAY LIVING
Revenue $53.42 $51.98 $54.06 $53.27
Expenditure
Catering $31.16 $29.56 $29.48 $28.45
Cleaning $8.54 $8.19 $7.63 $7.61
Laundry $4.09 $3.88 $3.55 $3.51
Overhead allocation (workcover & education) $0.67 $0.65 $0.52 $0.54
Utilities $7.05 $7.10 $6.41 $6.54
Routine maintenance & motor vehicle $10.64 $10.34 $9.50 $9.44
$62.14 $59.71 $57.11 $56.08
EVERYDAY LIVING RESULT (B) ($8.72) ($7.73) ($3.05) ($2.81)
ADMINISTRATION COST (C) ($36.08) ($33.94) ($32.91) ($30.55)
CARE RESULT (D) (A + B + C) ($19.92) ($9.54) $9.86 $19.73
ACCOMMODATION
Revenue
Residents $13.61 $13.17 $13.64 $12.78
Government $18.63 $17.78 $17.03 $15.97
$32.25 $30.95 $30.67 $28.75
Expenditure
Depreciation $18.35 $17.09 $17.54 $16.48
Property rental $0.96 $1.08 $0.70 $0.66
Other $1.24 $1.59 $1.21 $1.57
$20.55 $19.76 $19.45 $18.71
ACCOMMODATION RESULT (E) $11.69 $11.19 $11.22 $10.04
OPERATING RESULT ($ per bed day) (D + E) ($8.23) $1.65 $21.08 $29.78
OPERATING RESULT ($ per bed per annum) ($2,835) $573 $7,415 $10,477
EBITDAR ($ per bed per annum) $3,819 $6,873 $13,831 $16,507
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Summary of Results

Revenue

e Increase in ACFl and supplements revenue by $2.37 pbd from $178.37 pbd at Mar-19 to $180.75 at Mar-
20 is mostly due to the COPE (inflation) subsidy rate increase from 1 July 2019 — as a result there has been
no real increase in average ACFI due to higher acuity mix of residents

e Increase in Every Day Living revenue by $1.44 pbd with only a marginal increase in additional services
revenue (average $0.43 pbd)

e Increase in Accommodation revenue by $1.30 pbd

Expenses

e Increase in total direct care costs of $9.62 pbd and increase of approximately 5.4 minutes per resident per
day in total direct care hours (total direct care hours: 3.23 hours per resident per day)

e Increase in hotel services $2.16 pbd (5.1%)

e Decrease in utilities of $0.05 pbd (likely due to greater use of solar energy)

e Increase in administration of $2.14 pbd (effect of covid-19 for March a contributing reason)

e Increase in accommodation expenditure by $0.79 pbd (4.0%)

Operating Results

e Care result (excluding administration component) declined by $8.24 pbd (to an overall average surplus of
$16.16 pbd) — after the allocation of the administration component this reduces to a deficit of $5.50 pbd

e Accommodation result (excluding administration component) improved by $0.50 pbd to an average of
$11.69 pbd — after the allocation of the administration component this reduces to a deficit of $2.73 pbd

e Operating result was a deficit of $8.23 pbd (Mar-19 surplus $1.65 pbd)

e EBITDAR decreased by $3,054 per bed per annum to $3,819 pbpa

Additional Trends
e Occupancy - decrease from 95.0% to 94.1% (based on mature operational beds)

e Overall occupancy (including aged care homes with low occupancy out of scope and refurbishments
declined to 92.1% (regional homes was 86.4%)

e Supported resident ratio slightly decreased from 47.0% to 46.4%

e Increase in average amount of Refundable Accommodation Deposit held and received during the year

Table 3: Summary KPI Results for Mar-20 Survey (All Facilities)

Jun-19 Mar-20 Mar-19 Difference
Summary Results
1,045 homes 1,040 homes 952 homes (YoY)

OPERATING RESULT ($pbd) ($2.62) ($8.23) $1.65 W ($9.88)
OPERATING RESULT ($pbpa) ($904) ($2,835) $573 ($3,408)
EBITDAR ($pbpa) $5,531 $3,819 $6,873 ($3,054)
Average Occupancy (all homes) 92.3% 92.1% 93.6% W (1.5%)
Average Occupancy (mature homes) 94.4% 94.1% 95.0% W (0.9%)
Average ACFI ($pbd) $177.79 $180.75 $178.37 M $2.37
Direct care hours per resident per day 3.13 3.23 3.14 A 0.09
ACFI services costs as a % of ACFI 83.8% 86.2% 82.0% M 4.3%
Supported ratio 47.6% 46.4% 47.0% W (0.5%)
Average Full RAD/Bond held $362,312 $384,073 $362,093 ﬁ $21,980
Average Full RAD taken during period $402,384 $427,037 $399,470 A $27,567
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Trend Analysis

The following graphs highlight the trends for the nine month periods Mar-17 to Mar-20 respectively for the
Survey Average (all aged care homes) and by geographical remoteness (based on the Australian Bureau of
Statistics (ABS) ARIA definitions).

This analysis indicates that the financial performance has declined in all geographic segments, with the rural
& remote located homes being particularly vulnerable.

Figure 1: Operating Result for each geographic area and Survey Average trend line (expressed as S per bed day)
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Figure 2: Operating Result for each geographic area and Survey Average trend line (expressed as S per bed per annum)
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Number of Aged Care Homes making an Operating Loss
The following graph highlights the percentage of aged care homes nationally that are operating at a loss.
Under the current funding arrangements, it is highly likely that the percentage number will further increase
in the ensuing period(s) (even after allowing for additional unfunded covid-19 related costs).

Figure 3: Analysis of aged care homes making an operating loss by ABS remoteness in total Survey
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EBITDAR Result

The below graph shows the ACH EBITDAR (Earnings Before Interest, Taxation, Depreciation, Amortisation and
Rent) trend for the Mar-17 to Mar-20 nine month periods.

Figure 4: EBITDAR Result for each geographic area and Average result trend line (expressed as S per bed per annum)
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Number of Aged Care Homes making an EBITDAR Loss
The following graph highlights the percentage of aged care homes nationally that are operating at an EBITDAR
loss. This is significant in that an EBITDAR loss represents an effective cash operating loss which is very
unsustainable for any mid-term length of time.

The resultant effect is that those homes with a continual EBITDAR loss will need to be cross subsidised by other
activities by the approved provider which may be difficult or, in the case of small providers, unlikely to be
possible.

Figure 5: Analysis of aged care homes making an EBITDAR loss by ABS remoteness in total Survey
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Results by Geographic Location

At a regional level the financial performance results deteriorate further where the average operating loss for
regional aged care homes averaged $15.30 per bed day (deficit of $5,098 per bed per annum). These results are
unsustainable. The snapshot on the following page highlights the financial issues that these homes currently
face.

There are several factors influencing the financial performance of homes in regional areas: staff shortages,
higher costs of goods and services (including labour), lower accommodation prices and lower occupancy rates.

FUNDING REFORM CONSIDERATION

Regional aged care homes to be fully funded for ACFI based on 100% occupancy (subject to
financial viability analysis for vulnerable homes)

(Estimated additional annual subsidy - $140 m)
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Snapshot: Mar-20 (9 months) Results By ABS Region
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Analysis of Results by Size of Aged Care Home

The following graph indicates a changing shift in the operating performance of aged care home based on the
size (available beds) in an aged care home. All aged care homes, regardless of size, have experience a decline
in operating result. Mid-range size homes generally perform better than the other sizes.

Figure 6: Operating result comparison by size of aged care home (expressed as S per bed day)
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Significant Financial Viability Concern - Bottom 75%

The operating results of the Bottom 75% of aged care homes continue to decline to now record an average
loss of $17.72 per bed day (a further decline of $9.49 per bed day compared to the nine months to Mar-19).
The Bottom 75% represent a very large cohort of aged care homes.

Figure 7: Operating result comparison by size of aged care home (expressed as S per bed day)
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ACFI (Direct Care) Result

ACFI subsidy funding is determined by each resident’s assessed care needs. A greater acuity results in a higher
ACFI (direct care) subsidy which is primarily directed to the costs of providing the direct care to the resident.

ACFI revenue comprises subsidy funding paid by the Government (including care related supplements) plus
the means-tested care fee which is the resident contribution to direct care services (as an offset to ACFI) as
calculated following an income and assets assessment.

The following graph illustrates how the ACFI result is determined (excluding the administration cost
component)

Figure 8: Components of the ACFI (direct care) result
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The ACFI result (surplus) continues to decline in all geographic sectors, with a significant reduction occurring
in the Mar-20 nine months. Direct care costs increased by $9.62 per bed day as compared to the Mar-19
period.

Direct care staffing costs average $147.25 pbd and represents 81.6% of ACFl revenue (77.6% Mar-19).

Figure 9: ACFI (direct care) result for Survey average and by ABS remoteness (expressed as S per resident bed day)
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ACFIl Revenue and Direct Care Costs Trend
The relationship between ACFI subsidy received (based on resident assessed acuity) and direct care costs is
important in maintaining a sustainable care operating financial model. The following graph indicates that the
direct care costs are now rising at a greater rate than the corresponding ACFI subsidy: this gap is likely to
increase as the staff cost increases (average of 3.0% annually) are greater than ACFI COPE (inflation) increases
(1.4% for FY20).

The cumulative effect is that the direct care costs are increasing at a much greater percentage (and actual
amount in real terms) which is the reason for the declining ACFI result. Since the 2017 financial year this
differential continues to increase exponentially and will have a significant impact on the ability of providers
to ensure that staffing levels are appropriate to meet resident care requirements.

Figure 10: Cumulative increases in ACFl subsidy, Direct Care costs as compared to CPl with Mar-16 results as base
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FUNDING REFORM CONSIDERATION

COPE (inflation) subsidy to be calculated based on annual ABS Wage Price Index plus 1%
(additional 1% to allow for award/EA increases for aged care workers) (staff cost represent over
81% of ACFl revenue)

(Estimated additional annual subsidy - 5240 m)

Direct Care Staffing Hours

Direct Care staffing metrics include care staff costs and care staff hours. Improvement in the financial
performance of an aged care home is directly related to appropriately aligning staffing hours and levels to
the funding and ensuring that the design of the home is operationally efficient.

A summary of the direct care staff hours by category per resident per day for the Survey Average and Survey
First 25% is included in the table below.

Aged Care Financial Performance Survey Sector Report (March 2020)
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Table 4: Direct Care staffing metrics for Survey Average and Survey First 25%

Survey Average Survey First 25%
Hours by Staff Category - hours worked per resident per day
Mar-20 Mar-19 Mar-20 Mar-19
Care management 0.12 0.12 - 0.11 012 ¥
Registered nurses 0.40 038 A 0.37 032 A
Enrolled & licensed nurses 0.29 035 W 0.24 029 W
Other unlicensed nurses & personal care staff 2.21 211 A 2.01 193 A
Allied health & lifestyle 0.19 0.17 A 0.19 0.19 A
Imputed agency care hours implied 0.03 0.02 A 0.03 0.02 A
Total Care Hours 3.23 314 A 2.95 286 AN
Figure 11: Cumulative increases in average Direct Care Worked Hours per resident day
Average Direct Care Worked Hours per resident day and Cumulative Growth
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Brief commentary

¢ Total care labour costs have increased for both the Survey Average and First 25% since Mar-19 by
6.7% and 6.5% respectively

¢ Total care hours have increased for both the Survey Average and for the First 25% by 2.9% and 3.1%
respectively, and are now at 3.23 hours and 2.95 hours worked per resident per day respectively

¢ Itis also notable that these increases are spread across the wage categories and not consigned to
the staff category with the lowest cost

¢ These increases in staffing hours have occurred during a time of significant financial pressures for
many providers when the acuity levels of residents have not been increasing at the same rate

The ability to provide training to direct care staff has been impacted by the declining financial performances.
The aged care sector must ensure that there are appropriate career paths for all direct care staff and
encourage more people to join the aged care workforce. This will require specific targeted funding.

FUNDING REFORM CONSIDERATION

Ongoing 2.5% training subsidy (based on ACFI revenue) to finance staff skill and training
(subsidy includes costs of staff to attend training). We recommend that the training subsidy be
on an acquittal basis to ensure that it is properly directed to training purposes

(Estimated additional annual subsidy - 5315 m)
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Everyday Living (Indirect Care) Result
The providing of everyday living services to residents is of equal significance to providing direct care and the
cost of this is often not appreciated when considering the overall funding model. The respective components
of the Everyday Living result are illustrated in the following graphic.

Figure 12: Components of the Everyday Living (indirect care) result
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The recoupment of everyday living costs is a key reason for the poor financial performance in residential
care. Whilst opportunities exist to charge additional optional services to residents, several challenges exist in
this regard. A major issue is in relation to supported residents who, by majority, do not have the financial
means to pay for additional services, or indeed pay a higher Basic Daily Fee (85% of the single pension).

With a supported resident ratio averaging in excess of 46.4% across all aged care homes, this will continue
to be an issue for providers in addressing the introduction of additional services.

For the Mar-19 nine months period the direct costs of providing everyday living services (excluding the
administration component) exceeded the revenue by $8.72 pbd (Mar-19 $7.73 pbd). However, with the
inclusion of normal administration costs (including procurement, payroll, rosters, accounts, quality control,
insurances, human resources and corporate costs) the deficit (loss) increases to be $21.36 per bed day.

Table 5: Everyday living revenue and expense summary (expressed as S per resident bed day)

Jun-19 Mar-20 Mar-19 YoY
Survey Average Results
1,045 Homes 1,040 Homes 952 Homes  Movement

Basic daily fee 50.67 51.50 50.49 h
Other resident income 1.65 1.92 1.49 @
Everyday Living revenue $52.32 $53.42 $51.98 h
Hotel services 42.40 43.78 41.63 @
Allocation of W/Comp to hotel services 0.45 0.48 0.47 @
Utilities 7.06 7.05 7.10 ¥
Maintenance costs (regular) and motor vehicles 10.67 10.64 10.34 @
Quality and education allocation to everyday living 0.19 0.19 0.17 @
Everyday living expenses $60.77 $62.14 $59.71 @
Everyday Living Result ($8.45) ($8.72) ($7.73) ¥
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Everyday Living Result Trend Analysis
The below graph shows the trend of Everyday Living results (revenue less expenditure).

Figure 13: Trend in the Everyday Living Result from Mar-16 to Mar-20 by Survey Average and geographic region
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The Everyday Living Result has declined since Mar-16 by an average of $6.11 per bed day. In the past 12
months, the Everyday Living Result has declined by an average of $0.99 per bed day.

Itis clear that the increase in the Basic Daily Fee has not kept pace with cost increases, particularly in catering,
cleaning and laundry costs. As noted above, providers have had difficulty in introducing effective additional
services to overcome this shortfall so that these costs are being subsidised by other income streams.

FUNDING REFORM CONSIDERATION

Increase the base amount for the Basic Daily Fee (which relates to Everyday Living costs) by
$10 per bed per day - government subsidy to compensate for all residents in the interim (first
2-3 years) and then progressively means-tested. We further recommend the full deregulation
of the Basic Daily Fee in line with the Tune Legislative Review recommendation

(Estimated additional annual subsidy - 5700 m)

Aged Care Financial Performance Survey Sector Report (March 2020)
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Figure 14: Everyday Living Revenue and Expense components trend from Mar-16 to Mar-20
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Accommodation Result

StewartBrown continues to note the importance for aged care homes in achieving a surplus from the
Accommodation Result, due to this result being essential for the continued refurbishment, major
maintenance and upkeep of the building and surroundings in line with current and future consumer
expectations.

Discussions with providers, coupled with data collected from participants, indicate that a policy of a major
internal refurbishment every 8 - 10 years may be required, even for new builds.

The Accommodation Surplus for the nine months to Mar-20 was $11.69 per bed day (Mar-19 $11.19 pbd)
which represents $4,028 per room per annum. The increase in the percentage of new residents paying a Daily
Accommodation Payment (DAP) rather than a RAD and the significant refurbishment subsidy have been
contributing factors. This result is achieved after an average depreciation expense of $6,321 pa.

The above amounts exclude the administration component and when this has been allocated, the
accommodation result is a deficit of 52.74 per bed day. This is a significant strategic concern and will not
allow the required building accommodation to be maintained adequately.

As noted previously, the concern is that currently the surplus from the Accommodation Result is being used
to offset the loss from the Care Result. In the nine months to Mar-20 the Care Result was a deficit of $19.92
per bed day which, when funded from the Accommodation Result, impacts on the ability of organisations to
fund future refurbishment of a facility.

The Survey makes a clear delineation between the Care revenue and expenses (which are based on resident
acuity and needs) and the Accommodation revenue and expenses which relate to the standard and quality
of accommodation.

Table 6: Residential Care Accommodation Result comparison for Mar-20 and Mar-19

Jun-19 Mar-20 Mar-19 YoY
Accommodation Result
1,045 Homes 1,040 Homes 952 Homes Movement

Accommodation revenue $31.32 $32.25 $30.95 i
Accommodation expenses
Depreciation 17.60 18.36 17.09 i
Refurbishment 0.25 0.21 0.25 ik
Other accommodation costs 2.22 1.99 2.42 th

Accommodation expenses $20.07 $20.56 $19.76 ]
Accommodation Result $11.25 $11.69 $11.19 i
Accommodation result $ per bed per annum $3,897 $4,028 $3,878 i
Depreciation charge $ per bed per annum $6,097 $6,308 $5,923 ]
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Accommodation Result Trend
The below graph indicates that there has been a small improvement in the Accommodation result other than
for regional locations, however this is not of a sufficient amount to ensure future sustainability.

Figure 15: Residential Care Accommodation Result Trend (expressed as S per bed per annum)
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Accommodation Pricing

We have observed a rise in the average published accommodation prices during the year-on-year period to
Mar-20. Accommodation pricing is an important component for the sustainability of a residential care home.
Itis a revenue benefit (DAP) or a capital benefit (RAD) depending upon the equity position of the organisation.

Figure 16: Average Full Refundable Accommodation Deposits Received for Mar-20 and Mar-19
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Commentary

An area of constant feedback from both providers and consumers is that within the community there is still
a lack of understanding about the pricing (and cost) of residential care accommodation. The concept of
paying a RAD or a DAP or a combination of both is confusing to potential residents (and their family) and this
decision is often made in the short time frame before a resident enters an aged care home.

There is often conflicting advice provided to the family by financial planners as their role is to minimise any
effect on the pension or tax status, and also to protect any future inheritance. The complexities further arise
with financially supported or semi-supported residents and how to calculate the RAC or DAC (or
combination).

This has had an overall effect of some providers not having an effective strategy for accommodation pricing
and incoming residents making decisions not based on the standard of care that should be provided but on
the standard and cost of the accommodation.

The acuity (care needs) of a resident is directly related to the ACFI funding and expenditure. Everyday living
(indirect care) expenses are offset against the Basic Daily Fee and additional services (if charged).
Accommodation pricing, however, is not assessed on care needs but on the standard of accommodation and
the financial ability of an incoming resident to meet the price through either a RAD, DAP or a combination of
both. Any consumer or community expectation that the standard of accommodation, and accordingly the
accommodation pricing, is relative to direct care provided is somewhat misconstrued.

The receipt of RADs is intended to assist in the repayment of external borrowing and to provide capital for
providers to rebuild. It is arguable as to whether the use of RADs (which are in effect unsecured debt and
requires ultimate repayment) for refurbishment of existing buildings is desirable as it will eventually
negatively distort the debt to equity ratio. Refurbishment funds should be derived from the accommodation
surplus where possible.

There has also been a steady movement towards more DAPs as a percentage of accommodation pricing
preference, which is creating cash flow uncertainty for providers as they replace an outgoing RAD with a DAP.

Accommodation Pricing Model Reform

The current RAD/DAP model needs to be reassessed. When a RAD is received and if fully invested in the
current interest rate environment, it may yield an effective interest rate of 1.0% to 1.5%. Assuming the RAD
is $427,000 (being the average full RAD taken for the period to 31 March 2020 - refer Figure 15) the
investment income will be $5,337 per annum using a median interest rate of 1.25%.

However, the actual RAD coverage to liquid cash and financial assets is around 30%, hence the effective
interest rate return would be $1,600 per annum which is clearly an insufficient return.

By way of comparison, the DAP is calculated at the Maximum Permissible Interest Rate (MPIR) which is
currently 4.91%. Therefore, if a DAP was received on the $427,000 accommodation price, this would equate
to a daily amount payable by the resident of $57.44 per day ($403.19 per week).

Therefore, for a full RAD paying resident, the maximum return is in the range of $1,600 pa ($30.77 per week)
to $5,337 pa ($102.64 per week) which is significantly less than property rentals which are around $436 per
week (Australian average) and the equivalent DAP of $403.19 per week.

Supported residents represent over 45% of the resident population, and accordingly neither a full
RAD/DAP/Combination will be received. The current accommodation supplement subsidy paid for supported
residents is $37.93 per day ($266.24 per week) and would represent a full RAD of $282,000.

This analysis excludes the significant refurbishment supplement as this relates to capital expenditure to
improve the accommodation of a home and is more of a capital revenue item.

Aged Care Financial Performance Survey Sector Report (March 2020)
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FUNDING REFORM CONSIDERATION
1. The accommodation pricing model be amended to include a form of effective rent payment for full RADs
and Combination RADs/DAPs
2. The deferred fee calculation be based on the MPIR less the 2-year government bond rate (the bond rate
representing the potential interest forgone by a resident paying a RAD)
3. The MPIR be set at a minimum of 5%
4. The accommodation supplement be calculated as being 85% of the average Australian RAD taken
multiplied by the MPIR
(Estimated additional annual subsidy with respect to the accommodation supplement - S350 m)

Administration Costs

Administration costs have increased at a higher rate than CPI for the nine months to Mar-20 (6.3% pa) in part
due to significant covid-19 related costs for the month of March 2020.

Itis likely that administration costs will increase for the remainder of this financial year due to further covid-
19 costs (with offsets due to incentive funding), increased compliance costs associated in relation to the new
quality standards and greater scrutiny on direct care staffing costs and care service delivery by consumers
and stakeholders.

Figure 17: Administration Costs trend (S per bed day) for period Mar-16 to Mar-20
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Table 7: Administration costs summary (expressed as S per resident bed day)
. ] Jun-19 Mar-20 Mar-19 YoY
Administration Costs
1,045 Homes 1,040 Homes 952 Homes Movement
Administration (corporate) recharges 21.45 22.05 21.42 i
Labour costs - administration 6.36 7.08 6.53 ]
Other administration costs 5.13 5.50 4.73 @
Workers compensation 0.33 0.35 0.24 @
Quality & education - labour costs 0.02 0.04 0.03 ]
Quality and education - other 0.04 0.02 0.02 -
Insurances 0.94 1.05 096
Total Administration Costs $34.27 $36.08 $33.94 1]
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Operating Result After Administration Cost Allocation

As noted previously, the administration costs are treated as a separate cost centre to allow the total costs to
be monitored and compared to benchmarks, budgets and forecasts.

However, in reality, administration is required for each operating cost centre (ACFI/Everyday
living/Accommodation). Therefore, to allow a true analysis of how each cost centre performs the
administration costs need be spread. The below figure provides this analysis following the spread of
administration costs.

Figure 18: Operating Result (S per bed day) following the allocation of administration costs
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Occupancy

The overall occupancy percentage has suffered a significant decline to be 92.11% nationally (93.59% at Mar-
19) with the occupancy for mature homes (within the Survey range) being of 94.1% (95.0% at Mar-19).

Please note that the DOH calculates occupancy on approved places (and unfilled places as advised by
providers) whereas StewartBrown calculates the occupancy based on number of operational (available)
places for mature homes, which excludes off-line places due to refurbishment or other strategic reasons.

A trend analysis of occupancy levels for all homes included in the Survey (including low range occupancy and
homes undergoing refurbishment is included in the figure below. Average occupancy has dropped by 1.48%
over the year (the largest decrease for over 8 years) and it is likely that the June quarter will experience
further occupancy declines approaching 1% due to the impact of covid-19.

Figure 19: Occupancy Percentage for All Homes Trend Analysis by ABS remoteness
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Scenario Analysis - Effect of Potential Funding Reforms

We have prepared a financial scenario analysis to demonstrate the likely effect should certain funding
reforms be implemented.

Scenario 1 - Increase Basic Daily Fee Subsidy

On Page 18 of this report we have suggested a funding reform of increasing the Basic Daily Fee by $10 per
resident per day by way of an additional government subsidy. The effect of such a subsidy is to increase the
revenue by this amount with no corresponding increase in expenditure (ie it increases the operating result).

The below graphs highlight the effect that this additional funding would have on the percentage of homes
making an operating loss and an EBITDAR loss.

The percentage of home making an operating loss would only reduce to 46% and the percentage of home
with an EBITDAR loss would reduce to 24%.
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Figure 20: Percentage of Homes making an operating loss after additional S10 per day subsidy
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Figure 21: Percentage of Homes making an EBITDAR loss after additional S10 per day subsidy
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Scenario 2 - Increase Basic Daily Fee Subsidy and DMF of 3.5% on RADs

Under this scenario, the additional Basic Daily Fee subsidy of $10 per resident per day is received by providers
together with a Deferred Management Fee (rent) allowance of 3.5% pa on full RADs received (refer page 22
in relation to a proposed accommodation pricing reform for discussion).

The following graphs highlight the effect of having both additional revenue streams on the operating and
EBITDAR performance for aged care homes.
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The percentage of home making an operating loss would reduce to 35% and the percentage of home with
an EBITDAR loss would reduce to 17%. This demonstrates that even with the additional revenue streams a
significant percentage of residential aged care homes would still face financial viability concerns.

Figure 22: Percentage of Homes making an operating loss after additional S10 per day subsidy and 3.5% RAD DMF

% Homes with Operating Loss by ABS Remoteness

([ e T T T T T \
I Al 35% '
| 60% |
e e o e o o e e o e e e e M M e e e e e 4
Outer regional, remote & very remote >6%
74%
Inner Regional Australia 36%
64%
Major Cities of Australia 31%
56%
m $10 per bed day additional Everyday Living Revenue + DMF = March 2020 Actual

Figure 23: Percentage of Homes making an EBITDAR loss after additional 510 per day subsidy and 3.5% RAD DMF
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4. HOME CARE ANALYSIS

Overview

For the nine months to Mar-20, there has been an improvement in the financial performance of Home Care
Package providers for the Survey Average (All) when compared to the Mar-19 period. The first three months
to Sept-19 saw an improvement in results, however since then results have been declining and are likely to
fall further with impact of covid-19 and many clients cancelling services.

The overall Survey Average NPBT result was a surplus of $4.51 per client day (pcd) — a slight increase
compared to Mar-19 results of $3.48 pcd. The revenue bands 2 and 3 (based on care recipient acuity mix)
showing an improved performance in comparison to the Mar-19 period. However, the operating results have
been a deficit of $1.84 pcd for the last 6 month period.

The Survey First 25% had a decrease in surplus to $14.72 pcd (Mar-19: $18.02 pcd). The operating results for
the First 25% have been a deficit of $6.66 pcd for the last 6 month period.

Revenue

e Decreased by 5.69% ($4.22 per client day)

e Pricing pressure continues due to increased competition

e Revenue utilisation declined from 88.5% (Mar-19) to 85.1%

e Higher average unspent funds (Mar-20 $8,250 per client compared to Mar-19 $6,788 per client) which
would represent an aggregate of over $850 million nationally

Expenses
e Decreased by 7.4% overall

e Direct service costs (including sub-contracted and brokered services) decreased by $3.59 pcd

e Cost of direct service and brokered/sub-contracted as a percentage of total income has reduced to 59.6%
from 61.0% (Mar-19)

e Increase in case management and advisory as a percentage of total income by 0.7% (even after the pricing
transparency reform)

e Decrease in administration costs as a percentage of total income by 1.0%

For both the Survey Average and First 25% there was a reduction in costs (and significantly the direct care
costs) and the consequent reduction in staff hours per care recipient.
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Table 8: Summary KPI Results for Mar-20 Survey (All programs)

Jun-19 Mar-20 Mar-19 Difference
34,999 packages 38,730 packages 26,180 packages (YoY)

Total revenue $ per client per day $§72.22 $69.98 $74.20 il ($4.22)
i Operating result per client per day S 365 5431 _____ $_34_8 . _'_ o _$1._03
I [EBITDA per client per annum $1,474 $1,796 $1,419 i $377 J

Average total staff hours per client per week 6.10 5.88 6.59 ] (0.71)

Median growth rate 6.84% 15.36% 0.00% i 15.4%

Revenue utilisation rate for the period 89.3% 85.1% 88.5% ] (3.5%)

Average unspent funds per client $6,995 $8,250 $6,788 i $1,463

Cost of direct care & brokered services as % of

total revenue 61.7% 59.6% 61.0% i (1.5%)

Case management & coordination costs as % of

total revenue 9.2% 10.4% 9.7% i 0.7%

Administration & support costs as % of total

revenue 23.5% 23.0% 24.1% il (1.0%)

Profit Margin 5.1% 6.4% 47% 1.8%

Financial Performance Measures

The following figures provide an analysis of the financial performance (profitability) for the Survey Average
(all packages) based on several metrics.

Figure 24: Comparison of Survey Average Operating Result S per client day for periods ending Mar-20 and Mar-19
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Figure 25: Comparison of Survey Average EBITDA S per client per annum for periods Mar-20 and Mar-19
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Figure 26: Comparison of Survey Average and Survey First 25% EBITDA (S per client per annum) trends
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The trend graph above clearly shows a very clear and sturdy decline in the First 25% since Mar-17, whereas
the trend for the survey Average is softer decline.
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NPBT for Survey First 25%

Table 9: Summary KPI Results for Mar-20 Survey First 25%

'StewartBrown

Jun-19 Mar-20 Mar-19 Difference
5,963 packages 7,643 packages 5,299 packages (YoY)

Total revenue $ per client per day $90.05 $79.71 $90.75 U] (511.04)
r Operating result per client per day $18.28 $14.72 $18.02 ] ($3.30)
I\ EBITDA per client per annum $6,855 $5,501 $6,690 ] (51,190)

Average total staff hours per client per week 6.55 6.35 7.04 ] (0.69)

Median growth rate 7.55% 17.83% 4.76% ] 13.1%

Revenue utilisation rate for the period 89.9% 86.6% 88.8% U] (2.2%)

Average unspent funds per client $6,990 $7,894 $6,412 i $1,482

Cost of direct care & brokered services as % of

total revenue 51.4% 52.6% 51.6% ] 1.0%

Case management & coordination costs as % of

total revenue 7.3% 9.9% 7.6% i 2.3%

Administration & support costs as % of total

revenue 20.5% 18.7% 20.7% ] (2.0%)

Profit Margin 20.3% 18.5% 19.9% U] (1.4%)

The NPBT performance of the Survey First 25% for Mar-20 initially increased in the first three months to Sep-
19, however the decline over the next six months eroded any of this profitability. The predominant reasons
relate to decreased revenue per client day by 12% - the reduction of direct care costs (due to lower staff
hours per care recipient) and lower administration costs is not sufficient to offset this lower revenue.

Figure 27: Comparison of Survey First 25% NPBT (operating surplus) Mar-20 and Mar-19

Survey First 25% Operating Result $ per client per day
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Figure 28: Comparison of Survey First 25% EBITDA per client per annum Mar-20 and Mar-19

Survey First 25% EBITDA $ per client per annum
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Revenue Utilisation

There had been a continued decline in revenue utilisation since FY16 year-on-year trend including for the
Mar-19 quarter. Revenue utilisation decreased to 85.1% at Mar-20 (Survey First 25% was 85.7%). This would
affect profitability due to the fixed overhead costs being spread over slightly improved revenues and variable
costs remaining proportional to revenue levels.

There requires an ongoing improvement in revenue utilisation to be a strategic priority for the remainder of
FY20, and if possible, this should be through the provision of additional services directly by providers based
on the care needs and agreed services of the care recipient.

Figure 29: Revenue Utilisation comparison for Mar-20 and Mar-19

Revenue Utilisation Percentage

= Mar-20 - Average = Mar-19 - Average

Aged Care Financial Performance Survey Sector Report (March 2020)
© 2020 StewartBrown Page | 32



'StewartBrown

Unspent Funds

As noted by the Government in the recent reform consultations in relation to the funding model, the
continued increase in the quantum of unspent funds per client is a major issue. The average unspent funds
per care recipient has risen for the nine months to Mar-20 to $8,250.

StewartBrown estimates the unspent funds liability at the end of the Mar-20 quarter to be in aggregate
around $1,062 million based on 128,781 people in care as at 31 December 2019. The unspent funds liability
is likely to be over $1,100 million as at FY20 year-end in the current funding model. Most of this balance of
unspent funds relates to HCP subsidies and if these are not being utilised for direct care delivery, they could
be diverted toward those care recipients on the national prioritisation queue that do not yet have access to
in-home care funding.

Figure 30: Average Unspent Funds per client as at Mar-20 and Mar-19

Survey Average Unspent Funds $ per client
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Figure 31: Unspent Funds trend analysis Mar-16 to Mar-20
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Comment
The aggregate and increasing level of unspent funds continues to remain a most significant issue, from both
a service delivery and financial performance perspective.

From a care recipient’s perspective, large unspent funds could be a result of not fully utilising the subsidy for
the overall package of care and support that it is intended to provide based on the ACAT assessment. We
note that the estimate of between 8% - 12% of unspent funds are later utilised by a care recipient. This spend
is often used for capital purchases and the balance returned to the government because the consumer moves
out of in-home care.

From a provider’s perspective, unspent funds has a direct effect on the profitability (and sustainability) of a
provider. This is because the fixed costs for each client (care recipient) have already been absorbed, thus,
should the funds be utilised, only the additional variable costs would be incurred. We estimate the additional
variable costs would be in the order of 35% - 40% with the balance being profit.

It is anticipated that all providers would prefer to either deliver care services commensurate to the funding
or have the under-utilised funds reallocated to other new care recipients who are currently awaiting
packages.

Another related issue is that due to the high level of unspent funds per care recipient, there is a reluctance
by some providers to levy (and consumers to be charged) a client contribution (basic daily care fee), as it
would effectively only add to the quantum of unspent funds. In some cases, there have been instances where
the means-tested fee also has not been levied for the same reason.

This practice distorts the overall funding model and discourages the notion of consumers “co-contributing”
to their care needs.

Staff Hours Worked per Care Recipient

The average direct care hours per care recipient per week have declined from the levels in the FY17 to FY19
periods. This may be partly due to lower available package revenue as a direct result of the increased unspent
funds, but also likely due to driving lower costs to improve profitability.

Direct service hours per care recipient per week has declined to 4.31 hours (on average) for the nine months
to Mar-20 compared to 4.98 hours for the corresponding period to Mar-19.

Agency, case management & coordination and administration & support services staff hours have remained
fairly stable across the Survey from Jun-19 to Mar-20.

It is important to note that the staffing hours are for direct care service delivery by providers to clients (care
recipients). These hours do not include sub-contract services which may include home maintenance, cleaning,
social support and allied health. Sub-contractors as well as providers perform these services.
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Table 10: Home Care Staff Hours per care recipient per week for Mar-20 and Mar-19 (Survey Average and First 25%)

Survey (Average)

Jun-19 Mar-20 Mar-19 Difference
Direct service provision 4.59 432 498 (0.66)
Agency 0.25 0.25 021 #n 0.04
Case management & coordination 0.80 0.80 090 Wk (0.112)
Administration & support services 047 0.51 0.50 0.01
Total Staff Hours 6.10 5.88 659 (0.71)
Survey (First 25%)

Jun-19 Mar-20 Mar-19 Difference
Direct service provision 5.07 471 518 (0.47)
Agency 0.18 0.23 033 ¥ (0.10)
Case management & coordination 0.92 0.93 1.05 ok (0.12)
Administration & support services 0.38 0.49 0.48 0.01
Total Staff Hours 6.55 6.36 704 W (0.68)
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5. APPENDIX A - GLOSSARY

Aged Care Home (ACH Result, or Facility Result)

The Aged Care Home (ACH Result, or Facility) Result) is made up of the
components shown in the diagram below. The Care Result is derived from the
resident acuity (care) needs; the Accommodation Result is derived from
revenue streams not directly related to resident acuity, but to the resident’s
financial ability to pay for residential accommodation.

Everyday Living Administration

ACFI Result
Result Costs AiFI
e ACFI Income (incl. e Basic Daily fee and e Cost of Everyday Living
MTCF) and care extra/additional administration and
supplements Less service fees support services ’
o Direct care wages Less excluding w/comp Administration
and on-costs e Hospitality and quality and
including w/comp + services (catering, | education costs
and quality & cleaning & (reallocated to
education costs laundry) care and everyday
e Other direct care e Utilities living)
expenses including e MV expenses CA R E
medical, e Routine property
continence and and other ReS u It
therapy supplies maintenance
expenses

Accommodation

ACFI
. Result Care
Everyday Living e Accommodation *

_ supplements Accommodation

] . e Retention from bonds
Administration . )
e Daily accommodation

payments and

accommodation
charges
e [nterest on Aged Ca re

outstanding deposits

CARE Less Home

e Depreciation and

Result . :?r:)trtisation (Fac'llty)
o Room refurbishment
i Result

e Interest paid on
outgoing bonds
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Accommodation Result
Accommodation Result is the net result of accommodation revenue (DAPs/DACs/Accommodation
supplements) and expenses related to capital items such as depreciation, property rental and refurbishment
costs. It no longer includes costs associated with recurrent repairs and maintenance and motor vehicles.

ACFA

Aged Care Financing Authority - the statutory authority which provides independent advice to the
government on funding and financing issues, informed by consultation with consumers, and the aged care
and finance sectors.

ACFIl revenue

Aged Care Funding Instrument (ACFI) revenue includes the subsidy received from the Commonwealth and
the means-tested care fee component levied to the resident. ACFI revenue includes the additional care
supplement subsidies and some specific grant (not capital) funding.

ACFI Result

ACFI Result represents the net result from revenue and expenses directly associated with care. It includes
ACFIl and Supplements (including means-tested care fee) revenue less total care expenditure, and this
includes an allocation of workers compensation and quality and education costs.

ACH Result
Net profit before tax. This may also be referred to as the net result or, Its equivalent in Home Care analysis,
is the NPBT Result.

ACH EBITDAR

The same as Facility EBITDAR. The starting point for this calculation is the Aged Care Home (Facility) Result
which is the combination of the Care and Accommodation results. It excludes all “provider revenue and
expenditure” including fundraising revenue, revaluations, donations, capital grants and sundry revenue. It
also excludes those items excluded from the EBITDAR calculation above. This measure is more consistent
across the aged care homes (facilities) because it excludes all those items which are generally allocated at
the aged care home (facility) level on an inconsistent and arbitrary basis depending on the policies of the
individual provider.

Administration Costs
Administration Costs includes the direct costs related to administration and support services and excludes
the allocation of workers compensation and quality and education costs to ACFl and Everyday Living.

Aged Care Home

Individual discrete premises that an approved provider uses for residential aged care. “Aged Care Home” is
the term approved at the Department of Health; in some contexts “Facility” is used, with an identical
meaning.

Averages

For residential care all averages are calculated using the total of the raw data submitted for any one-line item
and then dividing that total by the total occupied bed days for the facilities in the group. For example, the
average for contract catering across all facilities would be the total amount submitted for that line item
divided by the total occupied bed days for all aged care homes (facilities) in the Survey.

For home care all averages are calculated using the total of the raw data submitted for any one-line item and
then dividing that total by the total client days for the programs in the group. For example, the average for
sub-contracted and brokerage costs across all programs would be the total amount submitted for that line
item divided by the total client days for all programs in the Survey.
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Average by line item

This measure is averaged across only those facilities that provide data for that line item. All other measures
are averaged across all the facilities in the particular group. The average by line item is particularly useful for
line items such as contract catering, cleaning and laundry, property rental, extra service revenue and
administration fees as these items are not included by everyone.

Bed day
The number of days that a residential care place is occupied in the Survey period. Usually represents the days
for which an ACFI subsidy or equivalent respite subsidy has been received.

Benchmark

We consider the benchmark to be the average of the First 25% in the group of programs being examined. For
example, if we are examining the results for aged care homes (facilities) / programs in Band 4, then the
benchmark would be the average of the First 25% of the aged care homes (facilities) / programs in Band 4.

Benchmark Bands
Residential Care
Based on Average ACFI + Care Supplements (including respite) (S per bed day)

Band 1 - Over $190

Band 2 - Between $175 and $190
Band 3 - Between $160 and $175
Band 4 - Under $160

Home Care
Based on Total Revenue (Direct Care + Brokered + Case Management + Administration) ($ per client day)

Band 1 - Under $47

Band 2 - Between $47 and S67
Band 3 - Between $67 and $87
Band 4 - Over $87

Care Result

This is the element of the aged care home (facility) result that includes the direct care expenses and everyday
living costs and administration and support costs. It is calculated as ACFI Result plus Everyday Living Result
minus Administration Costs.

Dollars per bed day
This is the common measure used to compare items across aged care homes (facilities). The denominator
used in this measure is the number of occupied bed days for any home (facility) or group of homes (facilities).

Dollars per client day
This is the common measure used to compare items across programs. The denominator used in this measure
is the number of client days for any programs or group of programs.

EBITDAR

This measure represents earnings before interest (including investment revenue), taxation, depreciation,
amortisation and rent. The calculation excludes interest (and investment) revenue as well as interest expense
on borrowings. EBITDAR is used for residential care analysis only, whereas Home Care uses EBITDA only.

The main reason for this is to achieve some consistency in the calculation. Different organisations allocate
interest and investment revenue differently at the “aged care home (facility) level”. To ensure that the
measure is consistent across all organisations we exclude these revenue and expense items.
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EBITDAR per bed per annum
Calculation of the overall aged care home (facility) EBITDAR for the financial year to date divided by the
number of operational beds in the aged care home (facility).

NPBT
Net Profit Before Tax. This may also be referred to as the net result or, in the residential aged care home
(facility) analysis, as the ACH Result (Aged Care Home, or Facility) Result.

Facility
An aged care home is sometimes called a “facility” for convenience. The Facility Result is the result for each
aged care home being considered. Often called Aged Care Home, and abbreviated to ACH.

Facility EBITDAR

The same as ACH EBITDAR. The starting point for this calculation is the Aged Care Home (Facility) Result which
is the combination of the Care and Accommodation results. It excludes all “provider revenue and
expenditure” including fundraising revenue, revaluations, donations, capital grants and sundry revenue. It
also excludes those items excluded from the EBITDAR calculation above. This measure is more consistent
across the aged care homes (facilities) because it excludes all those items which are generally allocated at
the aged care home (facility) level on an inconsistent and arbitrary basis depending on the policies of the
individual provider.

Everyday Living Result

Revenue from Basic Daily Fee plus Extra or Optional Service fees less Hotel Services (catering, cleaning,
laundry), Utilities, Motor Vehicles and regular Property & Maintenance (includes allocation of workers
compensation premium and quality and education costs to hotel services staff).

First 25% - Home Care Packages (HCP)

Home Care results (NPBT) are distributed for the Survey period from highest to lowest by $ per client per day
(Spcd). This is then divided into quartiles - the First 25% is the first quartile, second 25%, third 25%, fourth
25% and the average of each quartile is reported. The First 25% represents the quartile of programs with the
highest NPBT result.

First 25% - Residential Care Packages

The Residential Care results are distributed for the Survey period from highest to lowest by Care Result. This
is then divided into quartiles - the First 25% (the first quartile), second 25%, third 25%, fourth 25% and the
average of each quartile is reported. The First 25% represents the quartile of homes with the highest Care
Result.

Location - City

Facilities have been designated as being city based according to the designation by the Department of Health
in their listing of aged care services. Those that were designated as being a “Major City of Australia” have
been designated City.

Location - Regional

Facilities have been designated as being regionally based according to the designation by the Department of
Health in their listing of aged care services. Those that were designated as being an “Inner Regional”, “Outer
Regional” or “Remote” have been designated as Regional.

Survey
Survey is the abbreviation used in relation to the Aged Care Financial Performance Survey.
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6. CONTACT DETAILS

For further analysis of the information contained in the Survey report please contact
our specialist analyst team at StewartBrown.

StewartBrown Aged Care Executive Team

Grant Corderoy
Senior Partner - Consulting Division
Grant.Corderoy@stewartbrown.com.au

Stuart Hutcheon )
Partner - Audit and Consulting Divisions Sydney Office
Stuart.Hutcheon@stewartbrown.com.au Level 2, Tower 1
495 Victoria Avenue
Chatswood NSW 2067

Adelaide Office

David Sinclair Level 1
Partner - Consulting Division 104 Frome Street
David.Sinclair@stewartbrown.com.au Adelaide SA 5000

Contact Details

benchmark@stewartbrown.com.au

Sydney: +61 29412 3033

Steff Kearney Adelaide: +61 8 8229 2280
Director - Consulting Division
Steff.Kearney@stewartbrown.com.au

Analyst, IT and Administration Team

Tracy Thomas Robert Krebs Sabrina Qi Kieron Brennan Shan Wu
Senior Manager Senior Analyst Business Analyst  Business Analyst  Business Analyst
Vicky Stimson Queenie Mon Zhou Rachel Corderoy
Survey Administrator Administration/Analyst Media and Marketing
Reece Halters Rhys Terzis Min Joo Kim
IT Manager Systems Analyst Data Analyst
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