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1. Introduction 
The Aged Care Funding Authority’s (ACFA) Sixth report on the Funding and Financing of the 

Aged Care Sector (ACFA report July 2018) covers the usual financial reporting and analysis 

relating to access to aged care, home care, residential care and workforce. However, this 

report includes a new eleventh chapter entitled ‘Funding and financing challenges in the 

residential care sector’. This chapter provides an overview of the challenges and pressures 

facing residential aged care providers and points to issues government, providers and 

consumers should consider when planning for the longer term future. 

The majority of the financial analysis presented in the report is based on 2016-17 financial 

results, using the latest available Aged Care Financial reports prepared by providers. As the 

ACFA report analyses financial performance at the provider level the unit of analysis differs 

from the one used by StewartBrown which reports at the facility level.  

The new Chapter 11 in the Report will be of key interest to LASA Members and the wider 

industry.  

2. Summary 

Overall, ACFA’s ‘Sixth Report on the Funding and Financing of the Aged Care Sector’ 

presents clear messages for government, providers and consumers.  That is, “to deliver the 

care that aged care consumers need and desire into the future, it is critical that the 

residential aged care sector is financially viable, stable, efficient, effective, responsive and 

sustainable”.  And that, ‘all stakeholders (government, providers, consumers and the aged 

care workforce), have key roles in contributing to this objective”. 

Specifically, the Report asserts that government must ensure appropriate levels of funding 

and appropriate allocation of funding. Providers need to continually review internal 

operations to ensure they are delivering good quality care in the most efficient and effective 

ways. And, consumers must expect and accept the need for greater contributions to the 

cost of their care, commensurate with their ability to do so. 

The pathway to realise these solutions will require continued collaboration across all 

players.  

3. Highlights in the Sixth Report  

A critical ACFA conclusion – funding reform is needed.  

Importantly, the ACFA 2018 Report includes a new chapter on the need for reform.  The 
Report observes: 

“Against the background of the financial developments canvassed in this report, and in 

particular the apparent decline in the financial performance of the residential aged care 

sector in 2017-18, this year’s report includes a new chapter (Chapter 11) that highlights that 

all stakeholders – Government, providers and consumers – have a role to play in delivering a 



 

3 

residential aged care sector that is financially viable, stable, efficient, effective, responsive 

and sustainable.” 

For Government – there is a need for a more stable, more contemporary, more efficient and 

more effective funding tool and system that provides greater financial stability to both the 

residential aged care sector and the Government. The Government also has the continuing 

challenge of ensuring ongoing equity of access for all consumers and that its funding 

arrangements do not incentivise outmoded or inefficient care practices and use of 

resources. The current review of the Aged Care Funding Instrument (ACFI) is timely and it 

would be desirable to consider indexation settings alongside the review of funding 

options. 

StewartBrown’s Aged Care Financial Performance Survey for the nine months to March 
2018 indicated that there was a noticeable decline in the financial performance of 
residential aged care facilities over the course of 2017-18. This was attributed by 
StewartBrown to cost pressures (mainly wages) growing faster than revenues. This is not 
surprising in a year in which ACFI indexation was paused and the impacts of changes to the 
ACFI tool have dampened growth in the value of claims (given ACFI revenue is 60 per cent of 
provider revenue)1”. 

ACFA suggests a response for providers is to pursue efficiencies and productivity gains2.  

LASA appreciates from our recent survey seeking Members’ responses to the impacts on 

operations for financial pressures that many Members have been taking actions such as 

restructuring to help deal with these issues.  In the current environment with the new aged 

care standards and new Commission on Aged Care Quality and Safety, the Government 

needs to be focussed on funding approaches that are aligned with delivering continuous 

improvements in quality.  

Usefully, ACFA does recognise the importance of reform of consumer contributions and 

LASA had advocated on the adoption of the Tune recommendations on consumer 

contributions as a minimum. ACFA notes “analysis by StewartBrown suggests that for 

residential care the cost of providing the services that the basic daily fee is expected to 

cover (hotel services such as food, linen, utilities etc.), are closer to $75 per day than the 

maximum $50 currently able to be charged”. 

 

 

 

 

 

                                                           
1 See Section 11.3, page 130 of the ACFA Report  
2 See Section 11.3.3, page 133 of the ACFA Report 
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Chapter 11 looks at indexation and ACFI 

 

“A key finding of the ACFA analysis is that the indexation applied to ACFI subsidies (Column 
4) has been noticeably lower than growth in a range of cost price indices. Wages (which 
account for 68 per cent of total costs) have grown approximately twice as fast as ACFI 
subsidies. 

However, overall, the actual average amount of ACFI subsidy paid to providers per resident 
per day (Column 5) has grown at nearly three times as much as wage and price increases. 
This level of growth reflects claiming behaviour under the ACFI by providers”. 

ACFA says that providers and the Government have  differing views about the legitimacy of 

the increases in claims. ACFA recognises that further work is required on how to best match 

funding to acuity and how to ensure that indexation is fair. 

ACFA noted that “the current ACFI arrangements cannot satisfactorily resolve the extent to 

which residents’ care needs have been increasing over time compared with the extent to 

which providers have maximised the potential to use the ACFI tool to increase revenue 

growth (including as a response to low indexation)”. 

Notwithstanding this, fair funding and indexation for residential aged care is needed and will 

be informed by the Resource Utilisation and Classification Study presently underway. 

ACFA recognises the demographic challenge 

Chapter 11 of the Report also recognises the demographic challenge within the funding and 

reform agenda.  

ACFA say that the “ageing of the population will see a marked increase in the number of 

older Australians likely to need residential care. The proportion of people aged 85 and over, 

the common age for entry to residential care, is projected to grow to nearly 5 per cent of 

the population by 2055, compared with just over 2 per cent today. 
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The Intergenerational report by the Department of the Treasury noted that Australian 

Government expenditure on aged care is projected to nearly double as a share of the 

economy, from almost 1 per cent currently to around 1.7 per cent of GDP by 2055.  

The significant demographic shift will increase financial pressures for Government. While 

this shift is not immediate, it will build over the next decade as the ‘baby-boomer’ cohort of 

the population approach 85 years old”. 

Prior LASA analysis has noted such factors - OECD averages would suggest a need for growth 

in funding. In 2017-18 Australian GDP was $1821 billion and aged care expenditure was 

$18.560 billion (includes home care) = 1.0% of GDP.  Yet the equivalent OECD 30 (OECD 

Member) average was 1.4% in 2014, and likely higher by now. 

Key data  

Total Australian Government expenditure on aged care in 2016-17 was $17.1 billion, up 
from $16.2 billion in 2015-16. Funding for aged care included: 

 $2.4 billion for home support 

 $1.6 billion for home care 

 $11.9 billion for residential care 

 $1.3 billion for flexible and other aged care. 

Australian Government expenditure is expected to be $18.6 billion in 2017-18, and increase 
to $22.2 billion by 2020-21. 

 

Residential care  

Residential care providers generated revenue of $17.8 billion in 2016-17, equating to 
$269.55 per resident per day, an increase of 2.1 per cent from 2015-16. Total expenses were 
$16.8 billion, equating to $254.29 per resident per day, an increase of 2.7 per cent from 
2015-16.  

Residents contributed around $4.5 billion toward their living expenses, care and 
accommodation (excluding lump sum accommodation deposits).  

In 2016-17: 

 68 per cent of residential providers achieved a net profit compared with 69 per cent 

in 2015-16 and 68 per cent in 2014-15; 

 Average EBITDA per resident per annum increased from $11,134 to $11,481, an 

increase of 3.1 per cent; and  

 Total profit for the sector was $1,006 million, a 5.4 per cent decrease compared with 

2015-16. LASA notes that the figure in the 2017 Report was $1.1 billion for 2015-16 

which would suggest an 8.5% decline. Further analysis or guidance from ACFA will 
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be needed to understand this difference including whether any change was made 

in how “other income” was treated. 

 The difference between revenue and expenses in 2015-16 and 2016-17 was $1.1 

billion and $1.0 billion respectively, which does confirm the decline in profit of the 

order of $100 million.  

 

Comparison with the 2017 Result  
  
In the 2017 Aged Care Financing Authority’s (ACFA) annual report for residential care for 
2015-16, the total profit for the sector was $1.1 billion, including $1.3 billion of ‘other’ 
income “which suggests that operating profit is dependent upon ‘other’ income, as in 
previous years”. 
 
Residential care providers generated revenue of $17.4 billion in 2015-16, equating to 
$263.92 per resident per day. Total expenses were $16.3 billion equating to $247.58 per 
resident per day.  
 
The 2017 ACFA report makes specific mention of the inclusion of other (non-operating) 
income in the financial results with the observation that the overall profitability is 
dependent upon the other income. 
 
For the purposes of this analysis other income includes the following items:- 

 Interest income 

 Investment income 

 Trust distributions 

 Donations and bequests 

 Fundraising 

 Capital grants 

 Gains on sale of assets (property, plant and equipment, investment property, 
financial assets) 

 Revaluation increases 

 Insurance claims 

 Other non-operating income 
 
Similarly, non-operating expenditure (included in the ACFA financial results) includes:- 

 Loss on sale of assets 

 Revaluation decrements 

 Interest expense (on borrowings) 

 Other non-operating expenses 
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ACFA notes that the financial performance of residential care providers in 2016-17 was 
broadly stable, although notes concerns from the sector regarding declining results in 2017-
18.  

ACFA notes that the changes to the Aged Care Funding Instrument (ACFI) and an indexation 
pause appear to be reflected in reduced financial results in 2017-18, as reported by the 
sector and through financial surveys conducted by StewartBrown. The 2017-18 financial 
results for residential care providers are likely to show a decline compared with 2016-17. 

LASA observes that there was nil indexation in 2018-19 and low (1.4%) indexation in 2018-
19 for aged care subsidies, in the face of minimum wage increases of 3.3% and 3.5% in those 
two years. As well as significant increases in power and utilities costs.  

 

The above StewartBrown March quarter 2018 data shows a concerning number of facilities 

with negative earnings before tax.  June quarter data is imminent.  StewartBrown modelling 

commissioned by LASA for 2018-19 shows that if the minimum wage increase in July 2019 is 

3%, then the average care result would decline to -$10.79 down from -$7.30 above.  Clearly 

this situation is not sustainable. 

On the capital investment side, in 2016-17 ACFA reported the average return on equity was 

18.3 per cent, up from 17.7 per cent in 2015-16. The average return on assets was 4.6 per 

cent, down from 4.9 per cent in 2015-16. 
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Home Care  

Home care providers received an estimated $1.85 billion in revenues in 2016-17 and 

incurred around $1.65 billion in expenses, generating $201 million in profit.  

Consumers of home care contributed around $150 million toward the cost of their care 

through basic daily fees and income tested fees. 

The financial performance of home care providers continued to be relatively strong in 2016-

17 but reported a slight decrease in profits compared with 2015-16: 

 75 per cent of home care providers generated a net profit, the same as 2015-16 

 The average EBITDA per consumer per annum was $2,989, down slightly from $3,055 

in 2015-16. 

However, March 2018 quarter StewartBrown home care data shows a declining profitability 

picture with an 18% decline in average earnings before tax between June 2017 and March 

2018.  
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Home Support – Commonwealth Home Support Program (CHSP) 

In 2016-17, the Australian Government provided total home support funding of $2.4 billion. 

CHSP services were provided to 722,838 consumers and a further 62,089 in the Western 

Australian HACC. There were 1,523 CHSP providers and 98 HACC providers in Western 

Australia. 

The Victorian HACC program transitioned into the CHSP on 1 July 2016, followed by the 

Western Australian HACC program on 1 July 2018. 

4. Access to aged care 
The number of aged care places in residential aged care has been tracking faster than 

planned by government but uncertainty exists about the number of vacancies in home care. 

Average occupancy in the RACF sector dropped from 92.4 per cent in 2015-16 to 91.8 per 

cent in 2016-17, continuing a recent trend in declining occupancy rates3. 

With the Target Operational Ratio (the Target) the government sets the number of aged 

care places per 1000 population over the age of 70. The Target is designed to ensure aged 

care supply in line with an ageing population as the table below shows.  

Year 1985 2004 2007 2022 

Target operational ratio 
(Residential & home care)4 

100 108 113 125 

 

The residential ratio of 78 places per 1000 people aged 70 and over set to be reached in 

2021-22 was already achieved by 30 June 2017 with 77.9 places5.  

Calculation of the Target requires information on the number of aged care places available. 

This is possible for RACFs where the number of operational beds, vacant and occupied, is 

identifiable. However, as Home Care Packages (HCP) are now assigned to consumers, only 

the number of occupied places is known but information on vacancies is missing. Thus, 

government can no longer reliably gauge the supply of home care places6. 

The current overall target provision ratio is 125 subsidised places per 1000 people aged 70 

years plus. The mix of home care and residential care provision is being changed 

significantly. In the decade between 2012 and 2022 the target for home care increases from 

27 to 45 places. The RACF target is to reduce from 86 to 78 places with two places reserved 

for Short Term Restorative Care7. 

                                                           
3 Sixth Report on the Funding and Financing of the Aged Care Sector (2018 ACFA report) p.38 INSERT FULL 
TITLE OF THE REPORT 
4 2018 ACFA report p.38 
5 2018 ACFA report p.38 
6 2018ACFA report pp. 39-40 
7 ACFA report p.38 
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5. Home care queue 
The government’s allocation of home care packages (HCP) has some way to go before it fully 

meets demand. Data from the Department of Health (the Department) shows that as at 31 

March 108,463 people were in the national queue. However, half the people in the queue 

receive an interim, lower level, home care package until a higher level package becomes 

available.  

In an attempt to catch up with unmet demand the government has scheduled releasing 

higher level home care packages: 

 6,000 higher level HCPs as part of the 2017-18 Mid-Year Economic and Fiscal Outlook 

(MYEFO) 

 14,000 higher level HCPs as part of the 2018-18 Budget, to be released in 2018-19 

and 2019-20.  

 The proportion of higher level packages is estimated to be comprise 50 per cent of 

total packages by 2021-228. 

LASA has done later analysis based on the home care data report that was released in 
August 2018. 

As at 31 March 2018 there were over 108,000 older Australians in the national queue for 
home care packages. Around half of these people are accessing packages below their level 
of assessed need while they are waiting. To put this into context, there are currently just 
under 80,000 active home care packages in the system at any one time.  

The Data Report, showed that at 31 March over 80 per cent on the national prioritisation 
queue are awaiting a level 3 or 4 home care package (HCP). And maximum wait times for 
older Australians awaiting a high level HCP extended beyond 12 months, while for lower 
level HCPs, they ranged between 3 to 9 months.  

LASA believes that the Government needs to look closely at the needs of people on the 
national queue and at future demand to ascertain what level of additional packages will be 
required over the next 4 years to meet people’s needs and minimise waiting times. 

The 2018-19 Budget included the expected number of home care packages to be available in 
each of the next 4 years, up from 87,590 in 2017-18:   

 111,500 in 2018-19  

 134,500 in 2019-20  

 144,500 in 2020-21  

 151,500 in 2021-22 

The latest home care package data shows that almost 54,000 people in the national 
queue have no home care package support even at a level below what they need. 

                                                           
8 ACFA report p. 35 
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Assuming the same split between package levels as for current clients, to fill this 
unmet demand would cost in the order of $685 million per annum, after the new 
packages in 2018-19 are taken into account. This does not include upgrading 
packages for people who have a package that is below the level they need.   

Unspent funds in home care 
LASA notes that the Aged Care Financing Authority has identified unspent HCP funds at 30 

June 2017 totalling $329 million with a recommendation for the review of policies 

concerning unspent package funds. 

In the last twelve months the unspent funds balance held by providers on behalf of 

consumers increased by almost 26 per cent from $3,667 per consumer at 30 June 2016 to 

$4,613 at 30 June 20179.  

Later March quarter 2018 StewartBrown data shows that unspent funds have continued to 

grow, increasing to, on average, $5,862 at March 2018.  

 

Some level of unspent funds may be legitimate as a consumer’s demand will not always be 

even across the year. However, LASA continues to advocate on the need for the 

Commonwealth to better manage unspent funds and determine whether there is any scope 

for redirection of some of these funds to new packages, in order to address the growing 

numbers of older Australians in the national queue. 

                                                           
9 ACFA report p.77 


