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EXECUTIVE SUMMARY

On 27th February 2017, the Increasing Choice in Home Care reforms took effect. These
reforms have made significant changes to the home care services market in Australia.

Specifically, the reforms were intended to remedy three main policy weaknesses within the

pre-reform home care system, being:

° limited choice and flexibility for consumers in the (pre-27 February 2017) care at home

arrangements, including a lack of portability (ability to change providers);

° a high regulatory burden for service providers in applying for new home care places
through the aged care approvals round (ACAR) and in becoming an approved provider
under the Aged Care Act; and

. a lack of a consistent national approach to prioritising access to home care.

The reforms have resulted in home care packages being allocated directly to the consumer,

in contrast to the previous models which allocated home care packages to the providers.
Consumers can now choose which service providers they engage, rather than being limited

to service providers that have available home care packages.

This change has had the effect of transforming home care service providers from

(effectively) suppliers of outsourced government services (where the Federal Government
might be regarded as the "client") to stand-alone service businesses competing against each

other in an open market.

Providers will now be competing against each other for market share. This brings a host of

commercial considerations into play, including legal and risk management, the choice

between diversification or specialisation, consumer marketing, appreciation of target markets

and organisational branding, and the role of the My Aged Care website. Providers that do

not adapt to the changed environment will be in danger of losing market share to rival

providers, undermining their financial viability.
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1. PURPOSE OF REPORT

On 27th February 2017, the Increasing Choice in Home Care reforms took effect. These

reforms have made significant changes to the home care services market in Australia.

This document is provided as a resource for Boards of health care providers to:

1. explain the Federal Government’s rationale for the changes;
2. outline the key changes flowing from the reform;
3. consider the likely effect of the changes on the home care services market in

Australia and;
4. identify the “changes in thinking” and cultural changes the authors believe that home
care service providers should consider in order to successfully transition to the new

system.

2. THE FEDERAL GOVERNMENT’S RATIONALE FOR HOME
CARE REFORMS

The Aged Care Legislation Amendment (Increasing Consumer Choice) Act 2016 (hereafter
referred to as the Amending Act) received Royal Assent on 18 March 2016. The Amending
Act amended the Aged Care Act, with the changes in Stage 1 of the Amending Act (more
commonly referred to as the Increasing Choice in Home Care reforms) taking effect on 27
February 2017.

2.1 What was the Federal Government's policy goal for the reforms?
The Explanatory Memorandum to the Amending Act states that:

"The changes will provide recipients of home care (consumers) with more choice and control

over their aged care and will reduce red tape and regulation for aged care providers."

In creating the Increasing Choice in Home Care reforms, the Federal Government

considered that (according to the 2015 Intergenerational Report):

(@) the number of people aged 65 and over is projected to more than double from 3.6
million people (15% of the population) as at 2014-15, to 8.9 million (23%) by 2055;

(b) the highest growth rate of all age groups will be for people aged 85 years and over,
almost quadrupling the current numbers (500,000 in 2015), to reach 2 million by 2055;

and

! Aged Care Legislation Amendment (Increasing Consumer Choice) Bill 2016 Explanatory Memorandum, Page 1
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(c) In 2015 only 7% of Australians over the age of 65 live in residential aged care, 68%
lived at home without accessing Government subsidised aged care services, and 25%

lived at home with some Government subsidised aged care services.

Figure 2.1.1: Projected number and proportion of the population aged 65 and over, as at 30 June

2014-2054*
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The Federal Government's view is that older Australians prefer to remain living in their own
homes, and prefer to maintain control of decisions concerning their care. In addition, the
Government has recognised the Productivity Commission’s recommendation that
competition (rather than regulation) is the key to delivering “innovative, quality services and

an efficient and sustainable system”.?

As of 27 February 2017, funding for home care packages now follows the consumer, as
opposed to the packages and funding being allocated to service providers as an indivisible
unit through the Aged Care Approvals Round (ACAR).

This change allows consumers to more easily select a home care provider that best suits
their own personal needs, and further allows consumers to subsequently change their home
care provider if desired.* Service providers will compete among themselves for a consumer's

business (and with it, the government funding attached to the consumer's home care

2 AIHW Analysis of ABS 2013a (Series B)
3 Aged Care Legislation Amendment (Increasing Consumer Choice) Bill 2016 Explanatory Memorandum, Page 8

4 Changing home care providers may result in the consumer incurring a previously-agreed fee
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package).

The change also removes the need for service providers to apply to the Federal Government
(through the ACAR) for home care packages, ostensibly reducing red tape but also
fundamentally changing the way in which providers acquire new home care package

contracts.

2.2 Policy weaknesses prior to reforms
Prior to enacting the Amending Act, the Government identified three main weaknesses in the
home care services system prior to 27 February 2017:

e limited choice and flexibility for consumers in the (pre-27 February 2017) care at
home arrangements, including a lack of portability (ability to change providers);

e a high regulatory burden for service providers in applying for new home care places
through the ACAR and in becoming an approved provider under the Aged Care Act;
and

e alack of a consistent national approach to prioritising access to home care.”

Further details on the weaknesses identified by Government is provided below.

2.2.1 Limited choice and flexibility for consumers

Prior to 27 February 2017, home care packages were allocated by the Federal Government
to home care service providers through the ACAR. Consumers seeking government-
subsidised home care would be assessed by an ACAT, before being approved for a home

care package (the level being determined by the consumer’s assessed needs).

Having been assessed and approved for a home care package by an ACAT, the consumer
would then locate a service provider with an available home care package suitable for their
needs. Because the home care package was allocated to the service provider (rather than
the consumer), the consumer was then “locked in” to that service provider for the duration of
their home care package. This had a range of disadvantages (as identified in the

Explanatory Memorandum), including that:

e consumer choice was often limited, as service providers could only accept a new

> Aged Care Legislation Amendment (Increasing Consumer Choice) Bill 2016 Explanatory Memorandum, Page 9.
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consumer if they had an unallocated home care package available;

e consumer choice was further limited by the home care package being tied to the
service provider, with the result that the services provided by a provider might
become unsuitable if, for example the consumer’s care requirements changed or

they moved to a different region;

e if a consumer changed service provider, any unspent funds remaining in the original
home care package would be lost to the consumer. This created a disincentive for
the consumer to change service provider, particularly if the consumer was likely to
face a waiting period before a new home care package became available.

2.2.2 High regulatory burden for service providers

Prior to 27 February 2017, service providers wishing to receive a home care subsidy from
the Federal Government were required to be approved by the Commonwealth Department of
Health as an “approved provider”, and then apply for (and be allocated) a number of home

care packages through the ACAR.

The ACAR was a competitive application process, and required applicants to submit a

detailed application including information such as:

e their capacity to provide services;

e relevant service delivery experience;

e governance, management and workforce capability;

e service philosophy;

e approach to CDC and;

e where relevant, their ability to provide services to special needs groups as defined

under the Aged Care Act.

In recent years, competition between service providers has become particularly fierce. In
2014, service providers applied for a total of 108,281 home care packages, where only 6,653
new packages were available. In 2015, service providers applied for a total of 126,826 home
care packages, where only 6,045 new packages were available. As such, many service
providers would divert significant resources towards preparing their applications for home

care packages, for potentially no return.®

® Aged Care Legislation Amendment (Increasing Consumer Choice) Bill 2016 Explanatory Memorandum, page
10.
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Figure 2.1.1: New Home Packages Applications (2014 — 2015) and New Home Packages Issued
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In addition, the Federal Government considered that the approval processes for becoming
an “approved provider” were outdated and inefficient, with the suitability criteria having
remained substantially unchanged since 1997. Separate processes were required for
becoming an approved home care provider and an approved residential care provider,
despite the two applications having significant overlap.

Accordingly, the Federal Government was of the view that the aged care industry was
unduly burdened by red tape, which represented both inefficiency and a barrier to new

service providers entering the market.

2.2.3 Lack of a consistent national approach to prioritising access

Prior to 27 February 2017, service providers who had been allocated home care packages
would manage their own waitlists for consumers wishing to receive home care services. As a
result, consumers could experience significant variations in timeframes for a package
becoming available with any particular service provider. The “centrally-planned” system of
allocated home care packages was also comparatively slow to react to variations in local

demand (particularly in more regional areas).
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3. KEY POLICY CHANGES RESULTING FROM THE INCREASING
CHOICE IN HOME CARE REFORMS

The Increasing Choice in Home Care reforms have resulted in significant changes to the
home care services market. In this section, we identify the changes aimed at rectifying the
prior policy weaknesses detailed above, before considering the likely effect of the changes

on the home care services market in Australia in the following section.

3.1 Increased choice and flexibility for consumers

From 27 February 2017, home care packages are now allocated to the consumer, rather
than the service providers. This means that consumers can now choose which service
providers they engage, rather than being limited to service providers that have available
home care packages.

The number of home care packages a service provider can deliver will now be only limited
by the service provider’'s operational capacity (and ability to attract business), rather than a
number set by the Federal Government. Although not expressly stated in the Explanatory
Memorandum, the authors believe this model will reward service providers who can cost-

efficiently meet the needs of their consumers.

In addition, consumers will have increased flexibility to change services providers when their
personal circumstances change. Any unspent funds in the consumer’s home care package
will be transferred to the new service provider, removing the previously-noted disincentive to
change services providers’. (That said, services providers are entitled to charge exit fees
when a consumer chooses to terminate their Home Care Agreement. This is covered in

more detail in the following sections.)

3.2 Reduced regulatory burden for service providers
Service providers will no longer need to apply to the ACAR for home care packages, as the
new Consumer Directed Care reforms give control of home care packages to the

consumers.

That said, the authors note that service providers will be obliged to consult with individual
consumers and create a care plan and a home care budget before the consumer is able to
sign a Home Care Agreement with the service providers. Rather than making a single
application to ACAR, service providers are now essentially obliged to make an application to

every potential new consumer, not all of which will necessarily result in a new Home Care

7 See Section 2.2.1.
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Agreement. This may represent an increase in overheads associated with securing home

care packages.

3.3 Consistent national approach to prioritising access to home care

For the first time, there is a consistent national approach to prioritising aged care, through
the Federal Government’s My Aged Care website. This improves the information available to
the consumer, allowing consumers to make better choices, as well as reducing the delays

and inefficiencies associated with asymmetry of information.
3.4 Reduced cost to taxpayer/ elimination of ACAR

Figure 3.1 Home Care Package individual funding amounts per annum (versus taxpayer cost of
Residential Care)®
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* The average cost to taxpayers for residential aged care (per resident) - which consists of Government
Care Subsidies $51,895.70 and Government accommodation payments $4,518.70

The Commonwealth Home Support Program (CHSP) and its predecessors® aimed to
(among other things) reduce the pressure on public funding by assisting older Australians to

remain living at home longer, rather than moving into residential aged care.*® Encouraging

® Funding and Financing of the Aged Care Sector. July 1015. Australian Government. Aged Care Financing
Authority.

® The CHSP commenced on 1 July 2015 and consolidated the Commonwealth Home and Community Care
(HACC) Program, planned respite from the National Respite for Carers Program, the Day Therapy Centres
Program and the Assistance with Care and Housing for the Aged Program.

1% parliament of Australia Library, ‘Caring for the Elderly' - an Overview of Aged Care Support and Services in
Australia', Greg Mclntosh, 27 February 2003
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older Australians to live at home for as long as possible is a cheaper public policy option
than having “millions of baby boomers in aged (residential) care”.** Figure 3.1 demonstrates
the annual Government cost for each individual Home Care Package, in comparison to the

more expensive Residential Care.

The Increasing Choice in Home Care reforms arguably improve on the previous home care
model by further reducing the required level of government oversight. By outsourcing the
choice of home care service providers to the consumers™ the Federal Government has
removed the need for the ACAR in allocating home care packages."

4. LIKELY EFFECT OF THE INCREASING CHOICE IN HOME
CARE REFORMS ON THE HOME CARE SERVICES MARKET

The effect of the Increasing Choice in Home Care reforms on the home care services market
in Australia will be profound over the long term, but may not be immediately felt. The reforms
have the overarching effect of transforming home care service providers from (effectively)
suppliers of outsourced government services (where the Federal Government was
essentially the "client"), to stand-alone service businesses competing against each other in

an open market.

The significance of this change cannot be overstated. The reforms have created an entirely
new market for home care services, with consumers enjoyed previously-unknown levels of
bargaining power. The authors are of the view that service providers who do not adapt to the
new system will be in danger of losing their market share to other providers catering to the

needs of the market at a cost-efficient price.

Although it is not possible to provide an exhaustive analysis of the all likely effects the
reforms will have on the market, we offer the following points as an example of the kind of
trends we expect to see in the home care services industry. Not all of these likely effects are
necessarily consistent with the Federal Government's aims (as stated in the Explanatory

Memorandum).

4.1 Competition for market share
The most obvious consequence of the deregulation of the home care market will be

" “Home care gets overhaul” The West Australian (Your Money section), 27 February 2017, page 3.

2 “More choice in home-care reforms” The West Australian (Your Money section), 27 February 2017, page 2.
 The ACAR will still be used to allocate Short-Term Restorative Care places, residential aged care places and
capital grants, however: https://agedcare.health.gov.au/2016-17acar
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competition between providers for market share. Rather than applying to the Federal
Government for home care packages through the ACAR, providers must compete among

themselves for a consumer's business.

Larger providers in particular may regard the reforms as an opportunity to capture additional
market share by leveraging their size, economies of scale, superior resources and enhanced
cost-efficiencies.”* Smaller providers that are unable to compete on a cost-efficiency basis
will need to adopt alternative strategies to remain viable.

4.2 Increased importance of marketing

Synonymous with the previous point is a greater need for providers to make themselves
known to the consumer market. The My Aged Care website (discussed in more detail below)
will be an important aspect of a provider's marketing strategy, however, providers seeking to
differentiate themselves on a basis other than "lowest-cost" will need to find other methods

of differentiation for consumers.*®

4.3 New markets entrants, consolidation of existing providers

The deregulated market will see providers who were previously limited in their scope and
region expand to new territories, competing with the already-established providers in those
areas. Similarly, new competitors are likely to enter the market, utilising new business

models, minimal overheads and innovative technologies to attract consumers.

A number of commentators have predicted that the almost inevitable result of this increased
competition will be consolidation with other providers, or an exit from the home care market

altogether.®

4.4 Increased focus on commercialisation
Many providers will need to alter the way they view their organisation, changing from viewing
their organisation as a provider of care to viewing it as a commercial business."’ Increased

competition and price-sensitivity from consumers will make cross-subsidisation of

' provider and consumer research regarding recent and future changes in home care, Commonwealth
Department of Health, September 2016, page 53.

> vproviders turn to TV and mass advertising as competition to attract customers heats up", Natasha Egan,
Australian Ageing Agenda, 10 February 2017.

18 wopinion: Sizing up the competition in the new home care market", Michael Roberts, Australian Ageing
Agenda, 28 January 2016.

Y7 provider and consumer research regarding recent and future changes in home care, Commonwealth
Department of Health, September 2016, page 54.
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unprofitable service lines unfeasible, potentially forcing providers to abandon service lines

that cannot be delivered cost-effectively.

5. “CHANGES IN THINKING” AND CULTURAL CHANGES
RECOMMENDED FOR HOME CARE SERVICE PROVIDERS

The changes outlined above require service providers to fundamentally alter their existing

mindset to a consumer-centric model.

Figure 5.1.1: Relationship between Government and Compliance Driven Care and Consumer

Directed Care®™®
] —
MARKET MARKET
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Service providers previously enjoyed the certainty of predictable block funding, based on the
number of packages issued by the ACAR. Now, the revenue derived by home care services
can be affected by a range of factors, including:

1. obtaining the business of new consumers;

2. losing the business of consumers to a competitor;

3. losing the business of consumers due to transition to residential care or death; or

4

a change in the services desired by a consumer.

Providers will need to become more commercial in their approach to home care services,
regularly assessing the demands consumers have of service providers and ascertaining the

most cost-effective ways to meet those demands.

18 Managing the change in Aged Care from a catering mindset to a hospitality experience. M Becker. 2015.
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The following section discusses in detail some of the changes in thinking and cultural

changes that service providers will need to consider in adapting to the new system.

5.1 Legal and risk management — getting the balance right

The Increasing Choice in Home Care reforms have increased the scope of legal risk faced
by providers. As noted above, the effect of the reforms is to empower consumers,
incentivizing providers to ascertain what consumers want, and subsequently meet those
demands. Providers will need to keep legal issues firmly in mind as they meet the challenge
of the new marketplace.

5.1.1 Dangers of conservatism
Some providers will adopt a cautious approach to the new marketplace preferring to restrict

themselves to familiar service lines and processes.

This might be driven by an organisational culture that is resistant to change, perhaps
following years of viewing compliance with government regulation as the primary benchmark
for assessing performance. Providers may be reluctant to consider new service lines, or new

ways of performing existing services, for fear that the applicable legislation may not allow it.

This approach can lead to stagnation and lost opportunities. Overly conservative providers
will be in danger of losing market share to more flexible and opportunistic providers, willing

to adapt their service lines or processes to meet changing consumer demand.*®

Providers are encouraged to seek specialist legal advice about potential opportunities for
improved cost-efficiencies and market share, so as to properly understand what is (and what
is not) permissible within the provider's regulatory framework. Even if a particular suggestion
is found to be impractical for legal reasons, a slightly modified version may well be feasible.
Providers should be willing to work consultatively with their legal advisers to best navigate

the applicable regulations.

5.1.2 Risks of innovation
Conversely, the dynamic market-driven environment created by the Increasing Choice in

Home Care reforms may expose providers to new risks they are unprepared for.

In particular, providers are now obliged to "sell" their services to consumers, in contrast to

the previous system where home care packages were issued to providers (and not the

19 . . . . .
See, for example, the rise of online aged care hire services using technology to reduce costs.
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consumer) through the ACAR.

Many providers (particularly smaller operators) will need to subcontract or broker services
demanded by consumers (and which are not directly performed by the provider), adding an
extra layer of contract management. Similarly, some providers will find themselves acting as

subcontractors for other providers needing to expand their service range.

The nature of the newly-competitive marketplace may result in providers promising to
perform services without necessarily having an appreciation of the corresponding risks. A
Home Care Agreement clause stipulating that a carer will cook lightly poached eggs for
breakfast might seem like a relatively benign contractual term, but can greatly increase the
risk of accidental food poisoning.?’ Should the provider simply accept the risk, have the

consumer sign an indemnity for liability form?, or refuse the request entirely?

Providers will need to understand their obligations under the relevant trade practices and
consumer protection laws. For example, providers competing for business might be tempted
to promise particular services to consumers without necessarily knowing how those services
can be delivered. When services are subsequently not performed in the manner represented
to the consumer (or at all), providers may find themselves in breach of the Australian

Consumer Law, as well as suffering loss in reputation in the market.

5.1.3 Universal considerations

Providers will increasingly need to apply a "risk vs return" mindset to each new business
proposal, assessing the costs and benefits of agreeing to every request. This may entalil
significant cultural change for providers who previously took a "take it or leave it" approach

to consumers, or who did not need to contract with other providers.

Providers will also need to ensure that their contract management is sufficiently robust to
accommodate the diverse range of demands consumers might make of them. In addition to
expanded Home Care Agreements, providers will face an increased need to navigate
employment agreements, subcontract agreements and insurance contracts (among others).

Providers may find that their existing arsenal of template contracts are no longer sufficient to

2% see Lewins, K - "CRUISE SHIP OPERATORS, THEIR PASSENGERS, AUSTRALIAN CONSUMER LAW AND STATE
CIVIL LIABILITY ACTS — PART 1" (2015) 29 ANZ Mar 93 at page 104.

I This may arguably be ineffective, given section 64 of the Australian Consumer Law (ACL). Conventional
limitation of liability clauses are even less likely to limit the liability of breaching the "consumer guarantees"
set out in Part 3-2 of the ACL. That said, section 275 of the ACL appears to recognise the application of the
various State Civil Liability Acts. Providers wishing to limit their liability for breach of "consumer guarantees"
should seek independent legal advice.
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protect their interests.
Other guestions that providers might turn their minds to include:

° Do our insurance policies provide coverage for the myriad number of services
consumers might potentially request?
° Do our staff understand what can and cannot be promised to consumers?

° Could our Home Care Agreements be considered to be "standard form consumer

contracts" within the meaning of the Australian Consumer Law? If so, could any terms
in those contracts be considered "unfair” (and thus potentially void)?
° What do we do if a consumer's right to choose conflicts with our duty of care?

An early appreciation of the new challenges and risks faced by providers will help reduce the
number of lessons that will be learned through bitter (and expensive) experience.?

5.2 Diversification versus Specialisation?

When deciding how to market themselves to consumers?®, providers will need to consider

whether they:
@) offer a broad of range of services to appeal to a greater proportion of the market; or

(b) specialise in a specific suite of services (or a specific sub-set of the market) to

become the most cost-efficient operator (or the "provider of choice") in that segment.

5.2.1 Effect of the Increasing Choice in Home Care reforms on smaller
providers

The authors believe that the choice between diversification and specialisation will be

particularly relevant for smaller providers.

According to the Explanatory Memorandum, 70% of providers (as at 30 June 2015) were
operating with an allocation of 100 or less home care packages. Almost one-third of all
providers were operating with an allocation of between 10 and 30 packages.”* As
demonstrated in Figure 5.2.1, nearly half of all providers operating as at 30 June 2014 (48%)

offered only a single service (and were accordingly considered to be “small” operators), and

?> The authors wish to point out that the discussion in this section is necessarily of a general nature, and is not
to be relied upon as legal advice.

2 0or possibly, market themselves to other providers. This is discussed in more detail below.

24 Aged Care Legislation Amendment (Increasing Consumer Choice) Bill 2016 Explanatory Memorandum, Page
18
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these 240 providers held only 10% of the issued home care package (an average of only 28

home care packages each).”

In contrast, the largest 3% of home care providers were operating with an allocation of over
1,000 packages each. Providers of this size can be expected to enjoy significant economies
of scale, as well as an ability to amortise overheads (such as marketing, administration and
other overheads), that are not available to smaller providers. This allows larger providers to
operate more cost-efficiently than smaller providers (all other things being equal).?®

As such, it seems unlikely that smaller providers will have the resources or capacity to
single-handedly provide a wide range of services for consumers, and still be able to compete
cost-effectively against larger and better-resourced providers on a long-term basis.

22015 Report on the Funding and Financing of the Aged Care Industry, Commonwealth Department of Health,
July 2015, pages 55.

?® provider and consumer research regarding recent and future changes in home care, Commonwealth
Department of Health, September 2016, page 53.
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Figure 5.2.1: Home Care Provider numbers, number of services and number of HCPs, as at

30 June 2014”7
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To stay viable as independent entities?®, many smaller operators will most likely need to find
a market niche, such as becoming specialists in a particular service, or by focusing on a
specific demographic sub-set. This may also involve forming alliances with other providers
with complementary service lines, and brokering each other's services on behalf of
consumers as required. Some smaller providers opting for specialisation might even cease
direct marketing to consumers, choosing instead to market their services through other
providers who either do not perform the service that the first provider specialises in, or who

cannot do so cost-efficiently.

Although it is not possible to say exactly what effect the Increasing Choice in Home Care

reforms will have on the home care sector, the clear intention of the reforms is to deliver

" Source: 2015 Report on the Funding and Financing of the Aged Care Industry, Commonwealth Department
of Health, July 2015, page 55.

*® This is not the only option available to smaller providers, of course. The authors expect that some providers
may choose other options, such as consolidation with other providers, or exiting the home care sector
altogether. Other providers that also operate retirement villages or residential aged care facilities may choose
to continue operating home care services (potentially) at a loss, with a view to keeping the business of their
home care clients when those clients move into retirement villages or residential aged care.
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better choice and value for money for consumers.

Larger operators will be better able to leverage the scale of their operations to reduce the
level of overhead costs borne by individual consumers.? Under the circumstances, it is not
surprising that larger providers tended to be more positive about the reforms than smaller
providers.*® Smaller operators will therefore need to be creative if they are to survive in their
own right on a long-term basis. The authors consider that many existing smaller providers
who are unable to find a viable market niche will either merge with other providers, or exit
the market entirely within the next 10 to 15 years.*

Providers (particularly smaller providers) will need to carefully consider their existing position
within the newly-competitive market and whether their current strategy mix is sustainable.
While every provider's strengths, weaknesses, opportunities and threats are different, in the
following section we set out a range of considerations that providers may wish to consider.

5.2.2 Benefits of specialisation

° Achieving customer satisfaction across all service lines. Under the ACAR system
of funding, providers were not necessarily penalised for delivering bad experiences for
consumers. This has now changed as consumers who are dissatisfied with their
provider can and, most likely, will migrate to another provider. If a provider performs
two service lines well, but one service line badly, they may be better advised to
specialise in the first two service lines, and broker another provider to perform the third
service line, rather than lose the consumer altogether by failing to perform all three
service lines satisfactorily.*

) Economies of scale/specialist expertise. Organisations choosing to specialise will
likely enjoy economies of scale and a level of expertise that they would not experience
if the same resources were spread over a wide range of service lines. This will make

those providers more cost-efficient and competitive in their chosen service lines, albeit

2 See, for example, the Australian Government’s 2015 Report on the Funding and Financing of the Aged Care
Industry, which reported that larger providers generally generated more profit per customer than small or
single service providers, and that for-profit providers generated the highest average profit per customer (at
pages 52, 62 and 66).

% provider and consumer research regarding recent and future changes in home care, Commonwealth
Department of Health, September 2016.

*! For additional commentary, see "Home care reforms the ‘mother of all disruptions’, Linda Belardi, Australian
Ageing Agenda, 3 December 2015 and "Opinion: Sizing up the competition in the new home care market",
Michael Roberts, Australian Ageing Agenda, 28 January 2016.

* This is particularly relevant now that cross-subsidisation of under-performing service lines is most likely no
longer viable.
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at the cost of foregoing all potential revenue (and potential clients) from other service
lines.

° Shared-attribute clients. Providers catering to a particular demographic sub-set may
be able to insulate themselves from competition (to a certain extent) where
considerations other than cost are applicable. For example, a provider with particularly
strong connections to some religious or ethnic communities may have a competitive
advantage when acquiring and retaining consumers from a similar background,
particularly if their frontline staff share the same beliefs, or speak a language (other
than English) spoken by members of that community.

° Ability to form strategic alliances. Providers operating in a limited range of service
lines will find it easier (all other things being equal) to form alliances with other
providers offering different service lines, as compared to providers offering a wider
range of services (who may be regarded as competition). This could help mitigate the
"one-trick-pony" issues and reduced market penetration that specialised providers
might otherwise face, as well as open up secondary "markets" catering to other

providers.

5.2.3 Benefits of diversification

° Reduced risk. A high degree of specialisation can involve "placing all your eggs in
one basket", leaving a provider particularly vulnerable to relevant changes in
technology, consumer preferences or legislation. Providers operating a more diverse
range of services are better able to weather events affecting only one or two facets of
their business model.

° Flexibility. Generally speaking, providers with diversified service lines will be better
able to accommodate and adapt to changing consumer demands and market
conditions.

° One-stop shop. Providers that are able to offer value-for-money and customer
satisfaction across a broad range of services are more likely to secure consumers who
are reluctant to enter into a Home Care Agreement with a provider who is perceived as
only being good at one or two services.* They are also less vulnerable to having their
clients "poached" by a service provider performing services that a more specialised

provider cannot perform directly.

5.2.4 Financial data

33Thisadvantagecanbelostiftheproviderdisappointstheconsumerinanareatheproviderisnotasstrong
in, however. See the comments regarding "Customer satisfaction across service lines" above.
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It should be noted that providers who only operated one service (as at 30 June 2014)
generally performed worse financially than providers who operated more than one service.
Single service providers reported an average EBIDTA** of $547 per home care package per
annum, compared with an average EBITDA of $1,425 for providers performing two to six
services, and an average EBITDA of $2,476 for providers performing seven or more

services.*®

Figure 5.2.4.1: Summary of the annual financial performance of home care package providers for

the year ended 30 June 2014°°
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However, smaller providers with only a single service line also incurred lower levels of
expenditure per client overall (compared with larger providers)®’, suggesting that more
specialised providers can be more cost-efficient (all other things being equal) than diversified
service providers. (That said, the generally smaller size of single-service providers means
they cannot amortise overheads as easily as larger providers.)

3 Earnings Before Interest, Tax, Depreciation and Amortization.

332015 Report on the Funding and Financing of the Aged Care Industry, Commonwealth Department of Health,
July 2015, page 62.

36 Graphic source: lbid, page 62.

* Ibid, pages 65-66.
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Figure 5.2.4.2: Expenditure per consumer day for the year ended 30 June 2014 by ownership type,

provider location and provider size*®

Other Direct Other

Salaries (%) Exp (3) Expenses Total (5)
5 ()
Not-For-Profit 36.33 11.31 903 248 54815
For-Profit 3529 B2.4a7 9.84 3.30 60.90
Government 25.65 19.25 512 262 52.64
City 3375 1355 241 254 58.29
Regional 3396 12.03 6.78 3.63 56.40
City & Regional 42 87 5.82 11.29 1.88 61.86
sze

Single service 2995 174 498 273 45.40
2 to G services 3497 1060 7.24 284 5575
7 and mare services 37.06 12.94 10015 2.38 62.51
Total Sector 35.70 1372 B8 256 58.76

‘Other direct expenditure’ refers to care related expenses and sub-contracted or brokered dient services.

Although providers operating only one service were under-represented in the top financial
quartile of providers (as calculated by the average EBITDA per package per annum for the
year ending 30 June 2014) and over-represented in the bottom quatrtile, the single-service
providers that were in the top quartile achieved the highest average results in that quartile
(being an average EBITDA per package per annum of $4,649, compared to $4,626 for
providers operating two to six services, and $3,873 for providers operating seven or more

services).*

This data suggests that while most providers operating only a single service struggle
financially (compared with larger providers), successful specialised providers can be very

successful indeed.

% Graphic source: lbid, page 66.
* Ibid, page 68.
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Figure 5.2.4.3: Home care package provider EBIDTA per package per annum for year ended 30 June

2014, by quartile and provider size (number of providers in parentheses)*’
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5.3 Increasing Importance of Consumer Marketing

Providers will need to reconsider their consumer marketing approach to adapt in the new
market driven model. There are many models available for consideration, and for illustration
purposes, we have used the 5-C Framework.*!

Figure 5.3.1: Pictorial Example of the 5-C Framework Model (representation only)

Context /
Climate

@

®

a0 Graphic source: lbid, page 68.

o Chernev, A, “Essential Marketing Concepts and Frameworks”, Second Edition, Brightstar Media. 2005.
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5.3.1 Context / Climate Analysis
The change in context / climate has been well described in the previous sections, with
consumers now having more choice and control over their aged care providers and

with the number of aged care packages per provider no longer capped.

All these changes in climate / context increase the value of marketing directly to
consumers and this is in sharp contrast to the historical approach.

5.3.2 Consumer Analysis
The aged care industry is focused on a specific consumer demographic, however, the
recent changes in consumer choice in providers demands a greater focus on
understanding consumer needs. To achieve this, the authors suggest the following
guestions are addressed:
1. Does our organisation understand what our existing consumers want?
2. Does our organisation understand what potential new consumers want?
3. Does our organisation understand our consumers’ price sensitivity?
4. How is what we are currently offering different from what our consumers (or future

consumers) want?

In addition to understanding the consumer, providers need to consider the most
suitable form of advertising for the aged care services demographic and the role that
brand recognition will play in attracting and retaining consumers. Since the new
reforms have been introduced, there has been an increased level of advertising and
public awareness campaigns.*’ The role that the My Aged Care website can play is
discussed below, but the authors recommend that the value and requirement for other

forms of advertising is analysed and understood.

5.3.3 Company Analysis
The company analysis can draw on a provider’s existing strategic vision, business
plan and understanding of core competencies. Review of these documents in the
marketing context will help to identify the specific skills, competencies or strengths of
an organisation and allows testing of whether the services offered match consumer

needs. A provider may have specific strengths or niche skills not available to other

2 wproviders turn to TV and mass advertising as competition to attract customers heats up", Natasha Egan,
Australian Ageing Agenda, 10 February 2017.
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providers, which may present an opportunity for specialisation. Refer to Section 5.2
for a consideration of the advantages and disadvantages of diversification or

specialisation of services.

5.3.4 Collaborator Analysis
The authors propose that collaborator analysis can be viewed in two areas:
1. Understanding agencies and other support organisations within the aged care
sector that can act as a referral pipeline for new consumers and,;
2. Understanding opportunities to collaborate or share services with other providers
which have complementary offerings, products or skills.

5.3.5 Competitor Analysis
There is a large choice of providers in the home care services industry and therefore it
is critical to identify and understand other providers who are offering the same or
similar services. This analysis will assist in decisions such as pricing, specialisation or

diversification and target market.

The above analysis will assist providers in understanding changes that may be
immediately required but marketing analysis should be viewed as a never-ending
process of researching consumers’ needs and wants and adapting to fit the

consumers’ needs.®

5.4 Identifying Your Brand and Target Market

Service providers will need to ensure that the target market and desired brand recognition is

well understood.

5.4.1 Understanding Target Consumers
When analysing target consumers, it is important to understand how consumers hear about
and engage with aged care service providers as well as which consumer groups are actively

engaging and using In Home Care services.

Organisations may need to consider targeting not just their target consumers, but the people

*3 professor Eyal Maoz, Adjunct Professor of Marketing, INSEAD
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in their support networks who may influence their decisions. Previous research has shown
that uptake of CDC is often facilitated by family members and friends of consumers, their
assistance can help alleviate the stress associated with consumers managing their care

under a CDC model.**

5.4.2 Understand why existing clients choose to remain

Understanding why existing consumers choose to stay with a service provider will provide
insights into ways to attract new clients as well as identifying strengths in the brand which
should be maintained and developed.

An existing consumer’s reasons for staying with a certain service provider may be as simple
as established relationships with the people delivering care, but could also be fear of change
or the desire to avoid the perceived hassle of making changes. Gathering these insights will
provide an opportunity to identify core focus areas that can be leveraged in brand marketing

the culture and services of a specific service provider.

In the new environment, providers must think about incentives for consumers to remain with

an existing provider versus the perceived value of making a change.

5.4.3 Understand existing consumers’ needs and demonstrate
organisation’s proficiency in this area

If you don’t know what your consumers need and why they joined your organisation in the
first place, it is impossible to respond appropriately to their needs in the future and service
providers risks losing consumers to competitors. In a new market-driven model the ability to
understand client needs, perceptions and outcomes will become a survival issue. CDC is all
about greater user control and choice, personal autonomy, and empowerment for individuals
who require long-term care services. Being able to effectively sell and market services to
prospective consumers by highlighting the way that a particular service will benefit them and
how your organisation will deliver on the promise is a critical method to capturing new

consumers and markets.*®

“N Bulamu, B Kaambwa, L Gill, | Cameron, S McKechnie, J Fiebig, R Grady and J Ratcliffe (2016). Impact of
consumer-directed care on quality of life in the community aged care sector, Epidemiology, Clinical Practice
and Health. Retrieved 24 April 2017.

®N Bulamu, B Kaambwa, L Gill, | Cameron, S McKechnie, J Fiebig, R Grady and J Ratcliffe. 2016. Impact of
consumer-directed care on quality of life in the community aged care sector, Epidemiology, Clinical Practice
and Health. Retreived 24 April 2017.
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5.5 Importance of the My Aged Care website

As noted above, once a consumer has been approved for a home care package, they will be
placed in the national priority queue. Once the consumer reaches the "top" of the queue,
they will receive a letter from My Aged Care advising that a home care package has been

assigned and including a unique referral code to give to the consumer's chosen provider.

Following receipt of this letter (and most likely beforehand), consumers will need to research
approved home care providers in their area and a significant number of consumers will use

the My Aged Care website to find suitable providers.

The authors recommend that providers familiarise themselves with the way the My Aged
Care website works, particularly from the point of view of a consumer. This may require a
change in mindset for some providers who are unused to thinking from this perspective.

5.5.1 Understanding the My Aged Care search engine

Image 5.5.1: The "basic" Home Care Packages provider search terms on the My Aged Care website

Find a service

Help at home Home Care Packages Aged care homes ACAT

A Home Care Package provides a co-ordinated package of sevices tailored to meet your specific care needs. “ou wil need o arrange an
assessment by calling 1800 200 422 to receive help at home through a Home Care Package.

Are you in a rural and remote community seeking home care senvices? The Mul-Pumpese Senvice (MPS) Programme provides integrated
health and aged care senvices in some small rural and remete communities. Click here for MPS semvices in your area.

The home care package finder will show whether the depatment is taking compliance action against a service provider for not meeting the
required standards. You can use the Men-Compliance Finder te find out which Home Care Package service providers have cument or historical
non-compliance.

There is a video to guide you through using the Home Care Package Senvice Finder

Enter postcode ors

Select level of Home Care Package

o Home Care Package Level 1 o Home Care Package Level 2

o Home Care Package Level 3 Home Care Package Level 4

ot sea opters m
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While the basic Home Care Packages provider search terms only consider "location" (or
alternatively, the provider name) and the package level, consumers can access a "more
search options" drop-down menu, allowing consumers to refine their search by "special
needs group", "specialised services", "culture”, "religion", "language" and "keyword". Further
filters include categories of "out of hours service" and the type of case management (a

choice of "provider managed service" or "option to self-manage services").

Figure 5.5.2: The "advanced" Home Care Packages provider search terms on the My Aged Care
website

Name

Select level of Home Care Package

Q Home Care Package Level 1 Q Home Care Package Level 2

o Home Care Package Level 3 Home Care Package Level 4

Special needs group Culture Out of hours service
O Evenings
O Weekends
Specialised services Religion [ Public helidays

O 24/7 care

Case management

Keyword search Langua
auage O Provider managed senvice:

O Option to sef-manage senices

Providers should make sure that their supplied information set on the My Aged Care website
is robust enough to return the provider's details (where appropriate) across all relevant
search term permutations.

For example, a search for providers within "MANNING WA, 6152" and catering for "Home
Care Package Level 4" returns 76 results (at the time of writing). But when the search is

refined to providers within "MANNING WA, 6152", catering for "Home Care Package Level
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4" and adding "English" for language, only 4 results are returned.

Presumably, the other 72 providers also spoke English, but their entry within the My Aged
Care website does not specify English as a spoken language. A consumer searching for
"English" as their preferred language will not see those 72 providers, resulting in lost

business opportunities for those providers.

Similarly, a search for providers within "MANNING WA, 6152", catering for "Home Care
Package Level 4" and adding "Australian” for culture returns only 9 providers. Presumably,
at least some of 67 providers excluded by the "culture" filter catered for a culture that could
be described as Australian, yet consumers searching for "Australian” as their preferred
culture will not see those 67 providers, resulting in further lost business opportunities.

Providers are encouraged to put themselves into the shoes of a consumer using the My
Aged Care website. What are consumers likely to search for? Will those searches return our
results? Could a particular combination of filters exclude our entry from the consumer's

search results?

5.5.2 Comparison of providers - disproportionate visibility of certain
items

Once a consumer receives their search results, they can click on individual providers to see

more details concerning the provider, their services and costs.

As can be seen from the following image, the My Aged Care website gives particular
prominence to certain categories of cost, with some of the most visible items including
"Average percentage of package available for services" and "Maximum exit amount”. The
structure of the website arguably gives disproportionate emphasis to certain measures,
potentially skewing a consumer's comparison of providers. This will be especially true for
low-information consumers. The sector in general will also be quick to take note of any
providers perceived to charge amounts greater than the industry average (and subsequently

communicate this to the public).
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Figure 5.5.3: The information for an individual provider, categorised into "Overview", "Services"
and "Costs" tabs

Southcare Inc

Sputhcare Packaged Care EACH D

There are no notices of non-compliance or sanctions for this service

Ovenview Senvices Contact information

54 BICKLEY Crescent

Average percentage of package available MANNING
j 100%
for services WA, 6152

e (08) 3450 6233

Maximum exit amount 5450
C} {08) 9450 1232
Provider pricin
pricing ©
Provider website Visit website o
Average surcharge for evenings +0% ]
Opening hours
Average surcharge for weekends +48% Monday 7.00 AM - 8.30 PI
] ] Tuesday 7.00 AM - 8.30 PM
Average surcharge for public holidays +131%
Wednesday 7.00 AM - 8.30 PM
A\.ferage Sumharge for 24/7 care {inl::l. MNiA Thursday 7.00 &M -8.30 PM

overnight stays) Friday 7.00 AM - 8.30 PM

For example, the My Aged Care website gives special prominence to the "Average
percentage of package available for services" metric, but does not necessarily display the
actual fees payable by the consumer. A provider specifying an "average percentage of
package available for services" of 100% presumably must recover case management and
administration costs somewhere. However, in the absence of additional information, these
providers will compare favourably against providers stating a lower percentage (but who

might charge lower package fees as a whole).

Conversely, the Royal Freemasons Home Care in Victoria received very negative coverage

for charging a maximum exit fee of $4,153 for some packages.*® Very little attention was

paid to the other fees charged by this provider, the quality of the care delivered, or even the

notice period for the termination of the Home Care Agreement. The attention was almost

* The authors understand that this has been changed, and that the maximum exit fee charged by Royal
Freemasons Home Care is now $390.
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exclusively focused on the unusually-high exit fee.

Consumers can be expected to exclude providers that compare unfavourably to their

competitors on high-visibility items displayed on the My Aged Care website.

Figure 5.5.4: Decisions, decisions.... The ability to compare aged care providers

Compare Home Care Package providers

Southcare Inc Juniper Community SwanCare Group Community
Care
Southcare Packaged Care South East SwanCare Group Community
Level 3 Care
Remove © Remove © Remove ©

& Semices offered

& Specific services

& Culture, religion and language

& Hours of operation

@ Cosis @ Eee esiimator
Provider pricing
Provider website \isit website
Maximum exit amount 3430 5644 50
Average percentage of package available for 100% 6% 70%

services

& Contact information

The My Aged care website also allows consumers to compare up to three providers against
each other on a single page, increasing the relative importance of the high-visibility items on
the website. These items may well prove decisive in influencing a consumer's choice of

provider.

We therefore recommend that providers take the time to use the My Age Care website from
the perspective of a consumer, in order to gain an appreciation of how the website will
influence consumer perception and choice of providers. Providers should then update their

information accordingly.
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6. CONCLUSION

The Increasing Choice in Home Care reforms represent a significant change to the home
care service market. While the changes are largely positive for consumers, providers face a
fundamental shift to the nature of their business. While some providers might regard the
changes as representing an opportunity for increased market share, other providers may

need to substantially revise their operations to survive in their own right on a long-term basis.

This report identifies a number of key areas affected by the reforms, but the topics covered
are by no means exhaustive. Providers are encouraged to perform comprehensive
evaluations of the likely effect of the reforms on their business, and to adjust their strategies
and tactics accordingly. Providers are also encouraged to periodically review their findings
as the market adapts to the reforms over time.

Providers who embrace the changes early and craft their organisation's strategy accordingly
will naturally have enhanced prospects of thriving under the new system. Conversely,
providers failing to adapt to the new environment are in danger of losing market share to
their competitors, and will find it much more difficult to recapture lost ground.
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7. GLOSSARY

ACAR means the Aged Care Approvals Round.

ACAT means an Aged Care Assessment Team.

Aged Care Act means the Aged Care Act 1997 (Cth) (as amended).

Amending Act means the Aged Care Legislation Amendment (Increasing Consumer
Choice) Act 2016 (Cth).

CDC means Consumer Directed Care.

consumer means an individual assessed and approved by an ACAT and who has been
offered a home care package.

Explanatory Memorandum means the explanatory memorandum to the Amending Act.

home care has the meaning given by section 45-3 of the Aged Care Act.

home care agreement means an agreement referred to in section 61-1 of the Aged Care
Act.

home care package is a Government-subsidised program aimed at providing long-term
support for older people who wish to remain living at home. There are four levels of home
care package, based on the degree of care and support required by the older person. Each
level of home care package has a different level of funding, commensurate with the degree

of care and support required.”’

home care service means an undertaking through which home care is provided.
home care service provider means an approved entity providing home care services.
home care subsidy means a subsidy payable under Part 3.2 of the Aged Care Act.

Increasing Choice in Home Care reforms mean the reforms enacted by Stage 1 of the

Amending Act.

" Source: homecaretoday.org.au
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APPENDIX 1: Aged care industry: Providers and government
funding®

Number of Aged Care Providers by Service type 2014-15

«— Total of 504 Home Care providers

Australian Government Total Budgeted Aged Care Expenditure 2016-2017

3.1%

Home care $1.72 billion Total

Australian
Gavernment

expenditure
£17.4 billian

B Residential care = Home support
® Home care m Other aged care
® Fexible aged care

* Funding and Financing of the Aged Care Sector. July 1015. Australian Government. Aged Care Financing
Authority.
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APPENDIX 2: Historical Home Care Funding by state 2012-2016

Government total expenditure for home care packages 2011-12 to 2015-16 (by state)*’
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APPENDIX 3: Home Care Consumers breakdown by level and state
Number of home care consumers, by care level and state, as at 30 June 2016%

Care Level Level 1 Level 2 Level 3 Level 4 Total % of Total
NSW 439 14,742 1,672 4,463 21,216 33.1
ViC 402 12,125 1,269 3,369 17,165 26.8
QLD 152 7,145 875 2,863 11,035 17.2
WA 23 2,748 487 2,775 6,033 9.4
SA 84 3,444 443 1,068 5,039 7.9
TAS 46 1,235 127 361 1,769 2.8
ACT 14 496 52 480 1,042 1.6
NT 5 578 23 164 770 1.2
Australia 1,165 42,513 4,848 15,543 64,069 100.0
% of Total 1.8 66.4 7.6 24.3 100.0

Note: Location of home care consumers is based on the physical address of the service delivering the care.

APPENDIX 4: Total home care places 2013-2016

9 2015-16 Report on the Operation of the Aged Care Act 1997. Australian Government Department of Health.
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Total Allocated Home Care Places (excluding places under the Flexible Aged Care programmes)*’

30 June 2013* m 30June 2014 m 30June 2015 H 30June 2016
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o

*Y Stocktake of Australian Government Subsidised Aged Care Places. June 2015.
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