
 

 

 

 

 

 

 

 

Review of Pricing System for Long Term 
Residential Care Facilities 

 

 

 

 

 

 

 

 
28 May 2019 

 



 
 

 

Contents: 
 

Section 1: Summary ........................................................................................................................... 3 

Section 2: Introduction ...................................................................................................................... 6 

Section 3: Background: ...................................................................................................................... 7 

Section 4: Future Pricing Mechanism: .............................................................................................. 12 

Appendix 1: Advice of Deloitte and Prospectus ............................................................................ 18 

Appendix 2: Advice of Philip Lee .................................................................................................... 139 

 

  



3 
 

Section 1: Summary 
 

Current Approach to Price Negotiation: 

Under Section 41 of the Nursing Homes Support Scheme Act 2009, the National Treatment Purchase 
Fund Board (NTPF) is the designated body to agree maximum prices with private and voluntary 
nursing homes for the purpose of the Nursing Homes Support Scheme (NHSS) or “Fair Deal”. 

As part of this function, the NTPF will enter into “Approved Nursing Home Agreements” with 
registered nursing homes to record the maximum price(s) that have been negotiated.  The NTPF 
provides the Health Services Executive (HSE) with the details of all Approved Nursing Home 
Agreements.  

In carrying out its mandate, NTPF applies a detailed and consistent pricing process based on four 
criteria, namely: 
 

• Costs reasonably and prudently incurred by the nursing home and evidence of value for 
money; 

• Price(s) previously charged; 
• The local market price; and 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 

 
NTPF price negotiations are underpinned by a historic financial analysis of each home. 

 
 
Terms of Reference for the Review 
 
In 2015 the Department of Health conducted a review of the Nursing Home Support Scheme.  One of 
the recommendations of this review was that a further review be carried out of the pricing 
mechanism.  The review of the pricing mechanism, to be conducted by the NTPF, had the following 
terms of reference:  

 
• Ensuring adequacy of residential capacity for those residents who require high level or more 

complex care 
• Continuing to ensure Value for Money and economy, with the lowest possible administrative 

costs for clients and the State and administrative burden for providers 
• Increasing the transparency of the pricing mechanism so that existing and potential 

investors can make as informed decisions as possible 
 
In preparing its Report on this Review, the NTPF has had regard to the advice of expert consultants.  
A joint Report from Deloitte and Prospectus is included in Appendix 1 and the advice of the NTPF’s 
procurement and legal advisers (Philip Lee) is included in Appendix 2.  These advices are included in 
this Report for information purposes.  While the NTPF had regard to the advices, the inclusion of the 
advices in Appendices does not indicate that they have been endorsed by the NTPF. 
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Submissions of Key Stakeholders 
 
Deloitte and Prospectus consulted with key stakeholders.  The submissions of stakeholders are 
addressed in their Report.  Amongst the stakeholders consulted were the following: 
 

• The Department of Health 
• The Department of Public Expenditure and Reform 
• The Health Information and Quality Authority 
• Nursing Homes Ireland 
• Investors / Lenders 
• The Ombudsman 
• The Competition and Consumer Protection Commission 
• Age Action 

 
 
Proceeding with Care 
 
Approximately €1bn (part of which is financed by residents) is paid to nursing homes on an annual 
basis pursuant to arrangements made through the NTPF.  Under these arrangements, the NTPF 
successfully concludes negotiations with over 435 nursing homes, while maintaining budgetary 
control.  Accordingly, the NTPF considers that any amendments to the current system should only be 
made after a formal rigorous assessment has been made of the feasibility and the impact of any such 
proposed change. 
 
On this particular point, Deloitte and Prospectus have advised as follows: 
 

“It is envisaged that prior to proceeding to implementation of the pricing mechanism, NTPF 
would test its application against a representative sample of current cases, and more fully 
develop key elements of the mechanism …”.  

 
While the NTPF’s Legal and Procurement experts (Philip Lee) have advised: 
 

“… it is arguable that the current system does not require change. Given the cost 
implications involved with the proposed changes as well as the need for considerable 
legislative amendment, we consider that the rationale behind the substantive changes needs 
to be examined in detail.” 

 
In the main, the NTPF’s recommendations following its review provide that detailed assessments 
should be conducted into a number of proposed changes before any such changes are implemented. 
 
 
Transparency 
 
A key consideration in the review has been the transparency of the process.  Indeed, not only was 
this a point emphasised by Nursing Homes Ireland, it was also one of the Terms of Reference for the 
review set by the Department of Health. 
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The benefit of transparency to the public interest has long been recognised.  It has also been 
recognised that absolute transparency is not always, on balance, in the public interest and that 
absolute transparency is not always necessary or even permissible (including in light of the existence 
of laws that prohibit the release of certain information on the basis of confidentiality, privacy and 
national interest).   
 
For example, under the Freedom of Information Act 2014, the decision maker may refuse to release 
information for any of the following reasons: 
 

• Protect personal information. 
• Protect confidential and commercially sensitive information. 
• Because releasing the information may compromise the negotiating position of a public 

body. 
• Law and security. 
• The information relates to ongoing considerations of a public body. 

 
The second and third bullet points are particularly relevant to the pricing process under the Nursing 
Home Support Scheme and it is submitted that full disclosure of all information pertaining to price 
negotiations would compromise the position of the NTPF when seeking to secure value for money.   
 
Ultimately, it is important to recognise that, in the context of the Fair Deal Scheme, a balancing 
exercise needs to take place between (i) the public interest principle of transparency, (ii) the need to 
protect the confidential and commercially sensitive information of nursing homes and (iii) ensuring 
the negotiating position of the NTPF is not compromised. 
 
 

Recommendations 

Having regard to the terms of reference, the views of stakeholders and the importance of 
proceeding with care, the NTPF recommends the following: 

• Formal assessment of using a formulaic approach in the pricing system as set out in Section 
4. 

• Formal assessment of amending the approach to the assessment of “Local Market Price” to 
reflect prices within other nursing homes within a certain distance of the nursing home 
rather than within the same county. 

• NTPF to engage with nursing homes and their representatives in relation to enhancing the 
internal NTPF Review process. 

• Amending the process for allowing for high dependency residents when the necessary 
systems are in place. 

 

After a period of 12 months, the NTPF will report on the formal assessments being conducted to the 
Steering Group set up by the Department of Health to oversee the pricing review.  
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Section 2: Introduction 
 
 
This document reports on the findings of the National Treatment Purchase Fund (NTPF) review of 
the current system of pricing under the Nursing Homes Support Scheme (NHSS) or “Fair Deal”. The 
review by the NTPF was one of the recommendations from the report by the Department of Health 
on a Review of the Fair Deal Scheme published in July 2015. 
 
The role of the NTPF in the Fair Deal scheme is to carry out price negotiations with private and 
voluntary nursing homes and the future financing of long-term residential care referred to in the 
Department of Health Report was of particular relevance. 
 
In considering the financing of the Fair Deal scheme, the Department of Health Review concluded 
that the NTPF has done an effective job in introducing and managing a pricing system since its 
commencement in October 2009. Given the very substantial amount of State funds that are 
accounted for by the Fair Deal scheme and the critical relevance of pricing for the Exchequer, the 
pricing review would be overseen and managed by an NHSS Steering Committee, chaired by NTPF 
and including representatives of the Department of Health and the Department of Public 
Expenditure and Reform.  
 
In setting up the NHSS Steering Committee it was also recognised that the NTPF may require 
external independent expertise to inform the pricing review. In May 2016, NTPF issued a public 
tender for consultancy services to support this review and the contract was awarded to a 
consortium of Deloitte and Prospectus consultants.  In addition, NTPF also consulted its own 
external legal and procurement advisors, Philip Lee Solicitors, and both advices can be found in 
Appendices 1 and 2 respectively of this Report.  These advices are included in this Report for 
information purposes.  While the NTPF had regard to the advices, the inclusion of the advices in 
Appendices does not indicate that they have been endorsed by the NTPF. 
 
The Terms of Reference for the NTPF to review the system of pricing are as follows: 
 

o Ensuring adequacy of residential capacity for those residents who require high level 
or more complex care; 

o Continuing to ensure Value for Money and economy, with the lowest possible 
administrative costs for clients and the State and administrative burden for 
providers; and 

o Increasing the transparency of the pricing mechanism so that existing and potential 
investors can make as informed decisions as possible. 

 

In conducting this review the Terms of Reference required that regard should be had to the 
Department of Health review of the Fair Deal scheme and stipulated that the NTPF Pricing Review 
was to be undertaken on the basis that the elements of care currently included in the basket of 
services and supports covered by the Fair Deal scheme will remain unchanged. 
 
The NTPF wishes to acknowledge the helpful support of the officials from the Department of Health 
and the Department of Public Expenditure and Reform who served on the NHSS Steering Committee. 
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Section 3: Background: 
 
The Nursing Home Support Scheme 
 
The Nursing Homes Support Scheme (“Fair Deal”) came into effect on 27 October 2009. It replaced 
the previous system of public nursing home charges and the private nursing home subvention 
scheme. The intent of the Fair Deal scheme is to make residential home care for older people more 
accessible, affordable and anxiety free, by removing inconsistencies which previously existed in the 
system and improving the role the State plays in delivering and meeting the costs of this care. 
 
The NTPF has been designated by the Minister for Health pursuant to Section 40 of the Nursing 
Homes Support Scheme Act (the Act) as a body authorised to negotiate with proprietors of 
registered nursing homes (both private and voluntary) to reach agreement in relation to the 
maximum price(s) that will be charged for the provision of long-term residential care services to 
Nursing Home Support Scheme residents.  It is important to note that the NTPF is not the purchaser 
of care, rather its role is as set out in the legislation and relates to making arrangements with nursing 
home proprietors relating to the price at which long term residential care services will be provided. 
 
As part of this function, the NTPF enters into "Approved Nursing Home Agreements" with registered 
private and voluntary nursing homes to record the maximum price(s) negotiated. The NTPF provides 
the HSE with the details of all prices agreed in Approved Nursing Home Agreements. 
 
NTPF arranges pricing agreements with some 435 nursing homes in line with the legislative 
requirement. Approximately €1bn (part of which is financed by residents) is paid to nursing homes 
on an annual basis pursuant to arrangements made through the NTPF.    

 
The NTPF has no role in settling or negotiating prices for public nursing homes.  This is a matter for 
the HSE. 

In carrying out its mandate, NTPF applies a consistent pricing review process based on four criteria, 
namely: 

• Costs reasonably and prudently incurred by the nursing home and evidence of value for 
money; 

• Price(s) previously charged; 
• The local market price; and 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 

 
The Act contains a provision concerning the examination of records and accounts of participating 
nursing homes and, in accordance with this provision, NTPF price negotiations have regard to 
historic financial analyses of each home’s business operations. NTPF looks at the key cost drivers of 
each nursing home on a weekly cost per bed basis; Payroll, Food, Energy, Repairs and Maintenance, 
etc., and benchmark these costs against national average values under the same headings. 
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Current Pricing Process 
 
Negotiations come within the responsibility of the Finance Directorate of the NTPF.  For each nursing 
home, a Contract Manager is appointed. He/she will contact the proprietor of the nursing home 
approximately 12 weeks before the current agreement is due to expire setting out the information 
required for the purposes of price negotiations and the timetable for the provision of that 
information.  
 
Following a review of this information, the NTPF Contract Manager will arrange to meet the 
proprietor to commence negotiations on a new follow on agreement approximately 4 to 6 weeks 
before the expiry date of the current agreement. At any time during the negotiation process the 
Contract Manager may make supplemental requests for information and/or clarification.  
 
In addition to the direct engagement with the nursing home proprietors, Contract Managers meet 
weekly with the NTPF Finance Director and Financial Controller to review ongoing negotiations and 
to ensure a consistent process is applied. 
 
Subject to a satisfactory conclusion to negotiations, a Deed of Agreement is issued by the NTPF 
Finance Director, setting out the maximum price (or the schedule of maximum prices) to be applied 
over the term of the agreement. 
 
Negotiations are carried out with each nursing home (as opposed to collective negotiations with a 
representative body). This typically involves a series of contacts and face-to-face meetings with each 
proprietor. Current operating conditions and changes in operating conditions as a result of new 
regulations or standards form part of the discussions at the time of the price negotiations.  Once 
agreement has been reached on a single price or a schedule of prices over time this price(s) is fixed 
for the term of the agreement. 

 
In the case of a new nursing home application, NTPF requests financial projections for each new 
home and engages with the prospective proprietor(s) with a view to agreeing a maximum Fair Deal 
rate for long-term residential care. Such engagement is on the same basis as an existing nursing 
home who’s agreement is due to expire (i.e. the same standard negotiating criteria are applied, see 
below). 

 
All negotiations are conducted in accordance with the NTPF standard policy, as published on the 
NTPF web site https://www.ntpf.ie/home/nhss.htm  under frequently asked questions. 

The NTPF shall only agree prices where it considers that those prices deliver value for money to the 
State. In negotiating prices, NTPF shall in particular have regard to the following considerations 
(which are listed in no particular order of priority): 

 
• costs reasonably and prudently incurred by the nursing home and evidence of value for 

money;  
• price(s) previously charged;   
• the local market price; and  
• budgetary constraints and the obligation of the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 
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Costs reasonably and prudently incurred 
 
NTPF carry out a financial analysis of each home as part of the negotiation process, and collate such 
information on a nationwide basis. NTPF look at the key cost drivers on a weekly cost per bed basis; 
Payroll, Food, Energy, Repairs and Maintenance, etc., and benchmark these costs under the same 
headings. 
 
Costs incurred, including those required to comply with Health Information and Quality Authority 
quality standards, are considered only as part of general negotiations (costs reasonably and 
prudently incurred) and are not given separate consideration.  As such cost increases incurred by 
operators do not naturally or directly lead to an increase in the Fair Deal rate due to the influence of 
the other criteria (Prices Previously Charged, Local Market Price and Budgetary Constraints of the 
State). 
 
When considering costs reasonably incurred, the NTPF also recognises that nursing homes will 
endeavour to make a surplus in order to, inter alia service and fund capital.  In this context the NTPF 
has regard to the nursing homes’ Earnings before Interest, Tax, Depreciation, Amortization and Rent 
(the “EBITDAR”). 
 
 
Prices previously charged 
 
The NTPF has regard to prices previously charged, as this provides an element of continuity both for 
nursing homes and for the State budget. 
 
 
Local Market Price 
 
In having regard to the Local Market Price, the NTPF has regard to the prices charged by other 
nursing homes within the same county. 
 
 
Budgetary Constraints 
 
In the NHSS legislation it is stated that “the Scheme is established for the purpose of giving financial 
support under the Act in respect of care services in accordance with this Act out of the resources 
allocated to the Scheme in each year”. In addition to the public interest in maximising value for 
money for State expenditure, this is a basis for the NTPF to reference in the negotiation process the 
budgetary constraints of the State and the requirement to have regard to the budgetary constraints 
for the provision of financial support under the scheme. 
 
At the conclusion of negotiations with the nursing homes that wish to be “approved” nursing homes, 
for the purposes of the scheme, the terms agreed are formally committed to writing in a Deed of 
Agreement between the NTPF and the proprietor(s). At the same time, and in accordance with the 
Fair Deal legislation, NTPF notify the HSE of the agreed rates for publication in print and on their 
web-site. 
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If a nursing home decides not to engage or the parties fail to conclude an agreement following either 
(i) the negotiation process or (ii) the review process (see below), NTPF will formally write to the 
nursing home and confirm the date from which the home will no longer be an “approved” nursing 
home and will set out the implications of this position. NTPF will also advise the HSE of the effective 
date that the nursing home will no longer be an “approved” nursing home for the purposes of the 
Fair Deal scheme. 
 
This pricing process has been operated with considerable success since it was introduced in 2009 as 
evidenced by the fact that the NTPF continues to achieve agreement with in excess of 435 nursing 
homes, while maintaining budgetary control (average price increasing by around 1.3% p.a. between 
2010 and 2018).   
 
 
Current Review Process 
 
If the negotiations fail to conclude an agreement with the proprietor of a nursing home there is a 
review process where the case is referred to the NTPF CEO for final decision. This process allows the 
proprietor the opportunity to put their case in writing for a better offer from the NTPF. The CEO will 
review the written submission and may look for additional information and/or clarification and 
finally issue a Fair Deal offer that he considers is in accordance with the NTPF mandate under the 
scheme having taken account of all relevant details. 
 
During the review process NTPF will outline the terms upon which it is willing to offer the proprietor 
a short extension of the current agreement to ensure the nursing home continues to be an 
“approved” nursing home for the purposes of the scheme and to protect the residents’ Fair Deal 
funding.  
 
If the proprietor rejects the CEO’s final offer, NTPF will write to the nursing home proprietor 
outlining the consequences of this, such that the nursing home will no longer be an “approved” 
nursing home for the purposes of the Fair Deal scheme. 
 
NTPF will, in accordance with the NHSS legislation, inform the HSE that the nursing home no longer 
has an agreement with the NTPF and consequently is no longer on the list of “approved” nursing 
homes for the purposes of the Fair Deal scheme.  

 
Extra Charges 
 
The agreement between the NTPF and each nursing home under the NHSS legislation relates to the 
maximum amount that will be charged for the provision of services that are specified in the 
agreement and which fall within the definition of long-term residential care services. However, some 
nursing home proprietors have introduced extra charges for services that do not fall within this 
definition of long-term residential care and such charges are therefore outside the scope of the NTPF 
agreement.  
 
Under Health Information and Quality Authority Regulations, nursing homes must specify details of 
all charges in the contract of care between the resident and the nursing home.  In addition, The 
Competition and Consumer Protection Commission (CCPC) has published Guidelines for Contracts of 



11 
 

Care, including with respect to additional charges.  It is open to residents or their representatives to 
report a nursing home to the CCPC where they consider their consumer rights have been breached 
or to complain to the Ombudsman if they consider they has been treated unfairly or received poor 
service through some failure on the part of the nursing home.  
 
 
Transparency and the Current Process 
 
The public interest of transparency is well recognised.  It is also recognised that absolute 
transparency is not always in the public interest and, in the context of the Fair Deal Scheme, a 
balancing exercise needs to take place between (i) the public interest principle of transparency, (ii) 
the need to protect the confidential and commercially sensitive information of nursing homes and 
(iii) ensuring the negotiating position of the NTPF is not compromised.  Elements of the current 
process that provide a level of transparency and assist investors and potential investors in making 
informed decisions include: 
 

1. The criteria applied by the NTPF are published on the NTPF’s website. 
2. Current maximum prices for all nursing homes are published on the HSE’s website. 
3. NTPF staff meet with nursing homes to discuss the prices being offered and negotiate. 
4. Where the review process is engaged, the NTPF Chief Executive issues his / her decision on 

the case with reasons for the decision.  
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Section 4: Future Pricing Mechanism: 
 
As noted previously, the Terms of Reference for the review being conducted by the NTPF are as 
follows: 
 

• Ensuring adequacy of residential capacity for those residents who require high level or more 
complex care; 

• Continuing to ensure Value for Money and economy, with the lowest possible administrative 
costs for clients and the State and administrative burden for providers: 

• Increasing the transparency of the pricing mechanism so that existing and potential 
investors can make as informed decisions as possible. 

 

The NTPF recognises that, as is common, conflicts can arise between different terms of reference.  
For example, it is well recognised that absolute transparency can impact on commercial negotiations 
and value for money.  For example, the Freedom of Information Act, 2014 explicitly provides that 
access to information can be refused by a public body “where the record concerned could, … 
disclose positions taken, or to be taken, or plans, procedures, criteria or instructions used or 
followed, or to be used or followed, for the purpose of any negotiation.”  In this context the NTPF 
considers that care should be taken in balancing the competing public interests set out in the Terms 
of Reference.  In particular, while the NTPF will seek to increase the transparency of the pricing 
mechanism, this will be balanced against the requirement to continue to ensure value for money. 

With this in mind, and having regard to the advices received and included in the attached 
Appendices, the NTPF proposes the following: 

• Formal assessment of using a formulaic approach in the pricing system as set out in this 
Section. 

• Formal assessment of amending the approach to the assessment of “Local Market Price” to 
reflect prices within other nursing homes within a certain distance of the nursing home 
rather than within the same county. 

• Engagement with nursing homes and their representative in relation to enhancing the 
internal NTPF Review process. 

• Amending the process for allowing for high dependency residents when the necessary 
systems are in place. 

 

 

Assessing a Formulaic Approach 

Advice of External Experts 

Deloitte and Prospectus have advised the introduction of a transparent formulaic pricing 
mechanism, as set out in their Report (included in Appendix 1), but also state the following: 

“It is envisaged that prior to proceeding to implementation of the pricing mechanism, NTPF 
would test its application against a representative sample of current cases, and more fully 
develop key elements of the mechanism …”. 
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Philip Lee advise that the introduction of a fixed pricing model along those lines 

“… would undoubtedly lead to increased costs. Such a model would effectively become a 
cost plus system with the operators having little incentive to reduce their individual costs as 
if their costs are “justified”, then they will be recoverable, with a margin.”  

and that 

“… it is arguable that the current system does not require change. Given the cost 
implications involved with the proposed changes as well as the need for considerable 
legislative amendment, we consider that the rationale behind the substantive changes needs 
to be examined in detail.” 

 

The NTPF view 

The NTPF proposes an approach whereby, in parallel with its normal negotiations, it would calculate 
a notional price (for internal purposes), based on the NTPF’s view of the following: 

o Payroll and other staff related costs necessarily incurred by an operator in providing care in 
line with prescribed regulatory standards; 

o Other costs necessarily incurred in operating a home to an efficient standard; 
o Repairs and maintenance expenditure necessary to maintain the home to an acceptable 

standard for residents; and 
o An appropriate return on “benchmark capital” to investors.  “Benchmark capital” is the 

contemporaneous estimated capital cost that would necessarily be incurred in purchasing or 
building a nursing home in the locality.  

 

The Appendices include advice to the NTPF on how each of the above items could be calculated and 
the NTPF may receive further advice in this regard as is deemed appropriate.  However, it should be 
noted that the calculation of each of these is a complex matter.  For example, the calculation of the 
appropriate return on benchmark capital is discussed later in this Section. 

The notional price calculated would not be disclosed by the NTPF but it could be used by the NTPF as 
part of a separate internal exercise designed to review the impact the notional price concept might 
have if introduced as part of the negotiation process. As part of this exercise, the NTPF could use the 
notional price to compare it with its analysis of the “costs reasonably and prudently incurred” by the 
nursing home and, at the end of each negotiation the NTPF would prepare a File Note setting out 
reasons for the differences between the price negotiated on the basis of the four existing criteria 
and the notional price calculated.  The assessments would be available to the NTPF’s Board, internal 
and external auditors in the interests of accountability and transparency but would not be published 
more widely, as they would contain commercially sensitive information and would compromise 
future negotiations.   

It is noted that a full assessment of this approach would take a considerable amount of time.  The 
median term of nursing home agreements is currently two years, so that it would take two years for 
most nursing homes to be through the process being assessed.  It is proposed that the NTPF would 
provide Reports on its assessment every 12 months to the Steering Group on the use of the 
calculated notional price and advise whether or not the concept should be introduced and the 
extent to which it should be relied upon as part of the negotiation process.  These Reports could 
include economic assessments of the cost of providing the service and assess, inter alia: 
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• The feasibility of the process. 
• The availability of and confidence in relevant data. 
• The financial impact of making the changes. 
• The social impact of making the changes. 
• Unforeseen issues that might arise. 

The experience gained during the assessment could lead to a decision to introduce the calculated 
notional price into the negotiation process, to change the proposals or to a decision to adopt a 
different approach.  Indeed, we consider that it would not be possible to assess the feasibility and 
the impact of the proposed approach without such an assessment period. 

 
Return on Benchmark Capital 
 
It has been argued that an appropriate return on benchmark capital should be part of the pricing 
mechanism, as investors require a return on capital in order to commit resources and accordingly 
any price offered that does not recognise this fact will not be accepted by investors.  However, the 
return on capital required by each investor may differ depending on inter alia: 

• Capital structure (debt / equity / mezzanine) 
• Security 
• Level of Risk  
• Current risk free rates of return and applicable risk premiums 
• Size of investor 
• Individual investor’s risk appetite 
• Alternative investment options 
• Individual circumstances 

Furthermore, in order to calculate an appropriate return on benchmark capital it would be necessary 
for the NTPF, not only to come to a view on the appropriate return, but also to come to a view on 
the appropriate level of “benchmark capital”.  This would also be complex as factors impacting on 
“benchmark capital” could include the following: 

• The size of the nursing home 
• Benchmark site value 
• Benchmark build quality 
• Benchmark equipment value 

Accordingly, calculating the appropriate return on benchmark capital for an organisation will be very 
difficult, particularly for the NTPF, which is external to the nursing home.   
 
In addition, the NTPF does not consider it appropriate for a State Agency to be guaranteeing a return 
to private investors and underwriting private enterprise and notes that this could potentially raise 
questions relating to illegal state aid. 
 
The NTPF proposes that it would include its assessment of an appropriate return on benchmark 
capital in the notional calculations referred to in the previous subsection.   
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Local Market Price 
 
As already noted, one of the criteria used by the NTPF in negotiations is the “local market price”.  
When assessing this, the NTPF has regard to the rates charged by nursing homes within the same 
county.  
 
It is proposed that in parallel with the existing process of applying the local market price based upon 
the county of the nursing home, the NTPF will also conduct an internal study which will involve the 
NTPF having regard to the rates charged by all nursing homes within a certain distance of the nursing 
home with which the arrangement would be made. If there are an insufficient number of nursing 
homes within the radius defined, the radius may be extended to increase the number of nursing 
homes included. 
 
In this way, the NTPF would review the impact of a change to the existing rules relating to local 
market price. It is proposed that the NTPF would again provide reports on its assessment every 12 
months to the Steering Group on the use of the revised process and advise whether or not the 
change in calculating local market price, should be introduced and relied upon as part of the 
negotiation process.   
 
 
The Appeals Mechanism 
 
Under its governing Statute, the NTPF is mandated with making “arrangements with a person … 
relating to the price at which long-term residential care services will be provided”.  Essentially, the 
process provided for by legislation is a negotiation.  The Statute does not provide that the persons 
with whom the NTPF is negotiating is entitled to any particular rate.  In this context, the concept of 
an “Appeal” does not fit neatly.   
 
Establishing a separate body to whom a nursing home could appeal the price offered by the NTPF 
would in the first instance require new legislation.  It would also change the concept of the 
engagement from a negotiation to an engagement in which one party has defined rights, other than 
those currently enforceable by the Courts.  It would be necessary to consider whether the State 
granting such rights to private enterprise in the context of commercial negotiations with a State 
Agency is permissible under State-Aid rules.  
 
It can be seen that establishing an external appeals structure would require legislative change, 
weaken the position of the NTPF in negotiations, increase administration costs and could impact on 
value for money.  On the other hand an external Appeals structure could increase transparency and 
confidence in the systems making the market more attractive for investors.   
 
With regard to the external advice received by the NTPF, Deloitte and Prospectus favour the 
introduction of a separate Appeals Agency stating: 
 

“… we consider that the ability to refer the dispute to an independent third party would 
enhance the existing process.” 

 
while Philip Lee states that:  
 

“… we query the rationale of passing the NTPF’s main function to another third party as such 
would amount to a dissolution of the NTPF’s role. We agree with the concerns expressed by 
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the Department of Public Expenditure and Reform (DPER) that such a system would in effect 
become a new pricing system.” 

 
The NTPF also has regard to the fact that Deloitte and Prospectus researched the systems in place in 
eight different jurisdictions and was unable to find any examples of a formal external appeals 
mechanism for operators who are not satisfied with the rates offered. 
 
On balance, the NTPF would not recommend the establishment of an external Appeals body, but will 
engage with nursing homes and their representatives to assess what enhancements can be made to 
the current internal review process within the current legislation. 
 
 
Complex Care 
 
The terms of reference for this NHSS Pricing Review include “Ensuring adequacy of residential 
capacity for those residents who require high level or more complex care”. There are different views 
on how this question is addressed.  
 
At the moment, there is no sector-wide agreed definition of complex care or a complex resident. It 
has been stated that the working definitions amongst practitioners typically include anyone with a 
physical, behavioural or cognitive issue (or a mixture of these) which may present clinical conditions 
such as chronic respiratory conditions, dementia, acquired brain injury, osteoporosis etc. 
 
Nursing Homes Ireland and other individual nursing home operators were of the view that pricing 
needed to fairly reflect the increased dependency of residents being experienced throughout the 
system. 
 
It is noted that, for a small number of residents with particular needs, the HSE makes additional 
payments to nursing homes. 
 
There is currently no nationally accepted single assessment tool (SAT) to assess levels of dependency 
and or complexity, which could be incorporated into the pricing mechanism for the Nursing Home 
Support Scheme. 

Work is ongoing within the HSE on the roll-out of a Single Assessment Tool (SAT) and NTPF 
recommend that this work be continued as a priority. The ambition is that SAT will be the new 
national standard for the assessment of all older people seeking support under: 

 
• Nursing Home Support Scheme, or 
• Home Care Package Scheme 

NTPF acknowledge that the roll-out of a single, nationally recognised, dependency assessment tool 
(SAT) could be beneficial, subject to further consideration of how such a model would be 
implemented and applied in practice.  
 
It is also noted that the primary legislation does not make reference to complexity – a person is 
either assessed as requiring long-term residential care or is not requiring long-term residential care. 
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The NTPF considers that, if a Single Assessment Tool were available, there would be merit in 
incorporating it in negotiations, insofar as is practicable, while noting that to do so would require a 
change in legislation.  However, such a tool is not currently available. 
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Fair Deal Report : Report completed by DoH in July 2015 entitled “Review of the Nursing 
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1. Executive Summary 
 

1.1 Background  

A review of the Nursing Home Support Scheme (“NHSS” or "Fair Deal") was published by the 
Department of Health in July 2015.  
 
The Review identified a number of issues with the current pricing process and included a 
recommendation that the NTPF conduct a review of the current approach to setting Nursing Home 
Prices under the Scheme. In May 2016, NTPF issued a tender for consultancy advice to support this 
review, which was awarded to a consortium of Deloitte and Prospectus. 
 
All fieldwork and data analysis in relation to the above terms of reference was undertaken by 
December 2016, and all data analysis relates to periods 2016 and prior. 

1.2 The role of the NTPF and the current pricing process 

The role of NTPF is to carry out negotiations on price with private nursing home operators for the 
provision of long-term residential care under the NHSS. NTPF negotiates pricing agreements with 
some 433 homes with a resource of 3 Contract Managers, supported by the NTPF CFO and CEO 
where required, covering public expenditures of nearly €600m. By any standard, this is highly 
efficient and cost effective. The NTPF has no role in negotiating prices for public nursing home 
facilities.  
 
In carrying out its mandate, NTPF applies a detailed and consistent pricing process based on four 
criteria, namely: 
• Costs reasonably and prudently incurred by the nursing home and evidence of value for money; 
• Price(s) previously charged; 
• The local market price; and 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 

 
NTPF price negotiations are underpinned by a detailed historic financial analysis of each home. 
 
At the time of commencement of the Fair Deal Scheme in 2009, the policy imperative was to 
maximise the take up of the Scheme whilst leaving the State in no worse a position than it had been 
prior to Fair Deal. The NHSS Rates subsequently agreed since 2009 continue to reflect the market 
rates of that time. Progress has been made in narrowing the gap in the price paid to Homes across 
the sector and this continues to be an area of focus for NTPF. 
 
Stakeholder perspectives on the existing pricing process vary: 
 
• The Department of Public Expenditure and Reform (DPER) consider that the current system is 

fair and pragmatic and delivers excellent value for the taxpayer.  
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• The Department of Health also see the scheme as operating well to meet a growing need and 
allows for a degree of certainty about levels of service within a given quantum of funding.  
 

• HSE recognise value in the defined budget and in the objectivity of the pricing and procurement 
approach.  

 
• The NTPF recognise that their role is to engage with proprietors of private and voluntary nursing 

homes in line with the legislative requirement to negotiate rates that ensures value for money 
for the State and taxpayer having regard to a budget of approximately €600m.  

 
• NHI and nursing home operators consider the current pricing process lacks transparency, and do 

not consider that an appropriate pricing mechanism exists. They are of the view that the criteria 
under which prices are set should be clear, logical, rational, fair and transparent. They do not 
consider the current process meets these criteria. They also do not consider that there is any 
substantive negotiation on the drivers of price in the current process, rather it as seen as budget 
discussion with NTPF on how a fixed allocation of money is being distributed across the system.   

 
• Investors and funders consider the absence of a transparent pricing mechanism to be one of the 

most significant barriers to investment in the sector. In the absence of a pricing mechanism, they 
do not see that there is a clear basis for assessing or determining consistently across the sector a 
price that fairly compensates operators for the legitimate costs of care, nor how price will 
respond to increases in costs over time. The absence of a pricing mechanism remains a barrier 
despite the fact that demand for nursing home places is high, and the general investment and 
lending climate has significantly improved in recent years. The concerns of investors and funders 
are significant given the current and future dependency on the private sector to fund long-term 
residential care capacity, and to meet the sizeable increase in capacity required over the 
medium term given the demands of an ageing population.  

1.3 Increasing the transparency of the pricing mechanism so that existing and 
potential investors can make as informed decisions as possible 

1.3.1 Observations on the current pricing process. 
 
The following observations on the current pricing process have informed the recommendations we 
make below on the proposed transparent pricing mechanism for long-term residential care. 
 
• NTPF apply a consistent process in line with four stated criteria in fulfilling their remit to 

negotiate prices. NTPF believe that transparency is achieved in the current system through the 
publication of the terms of engagement and criteria used, and the monthly publication of prices 
agreed.  However, in our opinion, a transparent pricing mechanism cannot currently be said to 
exist to determine or inform the price of long-term residential care under Fair Deal. 
 

• NTPF carry out a detailed financial analysis of each home as part of the negotiation process, and 
collate such information on a sector wide basis. This provides the NTPF with valuable 
information on the cost base of homes and enables them to determine industry benchmarks 
under each of the cost inputs. However, the cost of care identified in the financial analysis is only 
used to support negotiations rather than to determine a rate. The benchmark data is often, but 
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not always, discussed as part of negotiations. Neither the benchmark data, the template used by 
NTPF in its assessment or the performance of the home against the benchmark data is shared 
with the home, or published. 
 

• While NTPF do have regard to the EBITDAR of a home in a general sense, there is no explicit 
recognition in the NTPF financial assessment and price setting process of the appropriate return 
on capital employed for the operator. NTPF has stated that the decision not to factor in a return 
on capital is a deliberate decision as it sees its role as a purchaser of services at the best price, 
without regard to any pre-defined levels of return.    
 

• Costs incurred, including those required to comply with HIQA quality standards, are considered 
only as part of overall negotiations based on the four criteria and are not given separate 
consideration.  As such cost increases incurred by operators do not naturally or directly lead to 
an increased rate due to the influence of the other criteria. 
 

1.3.2 Recommendations on a Future Pricing Mechanism 
 
We recommend that a more transparent pricing mechanism be developed to inform negotiations for 
long-term residential care under Fair Deal.  
 
• A transparent pricing mechanism should: 

- be capable of determining a fair and appropriate market price for care in a consistent and 
objective manner. This would be expressed as the rate for a nursing home resident per week 
for an efficient operator providing a level of care in compliance with regulatory standards. As 
such, the mechanism would: 
 be based on the costs, reasonably and prudently incurred by an efficient operator in 

providing long-term residential nursing care in the current market, such as; 
 payroll and other staff related costs necessarily incurred by an operator in 

providing care in line with prescribed regulatory standards;  
 other operating costs necessarily incurred in operating a home to an efficient 

standard, including efficiency levels in operations and physical environment; 
 repairs and maintenance expenditure necessary to maintain the home to an 

acceptable standard for residents; 
 be responsive to changes in the costs of providing care over time; 
 reflect the complexity of the resident population; 
 incorporate an appropriate return on capital employed in the business.  

- provide value for money to the State for its investment in the sector; 
- be capable of supporting the payment of a premium for achievement of quality standards; 
- be capable of being used to inform both: 
 the setting of appropriate prices for new entrants to the sector in different locations and 

at different points in time; 
 periodic pricing negotiations between the NTPF and existing operators. 

 
• The structure and operation of any mechanism should therefore be fully disclosed and evident 

to all stakeholders, and there would be clarity on how the mechanism operated, including on the 
constituent inputs to and outputs from the mechanism in informing negotiations.  
 

• Such a pricing mechanism, particularly given the current disparity in rates nationally, may well 
highlight cases where operators are genuinely receiving less than a fair market price and equally 
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may identify cases where operators are being paid more than a fair market rate. The outcome of 
the use of a robust, more formulaic pricing mechanism is that there may be winners and losers. 
This is rendered all the more likely by virtue of the fact that current rates still reflect the variance 
in prices charged by individual nursing homes in the market prior to the commencement of Fair 
Deal.  
 

• The proposed pricing mechanism would be the basis used in assessing price for both existing and 
new operators going forward. We do not consider the local market price should continue to be a 
criterion, as any demarcation along geographical lines, no matter how drawn, is likely to give rise 
to anomalies, and be potentially unfair.  

 
• It is envisaged that prior to proceeding to implementation of the pricing mechanism, NTPF 

would test its application against a representative sample of current cases, and more fully 
develop key elements of the mechanism, such as benchmarks, the appropriate rate of return on 
capital employed to be applied, the economic useful life of homes to be used, and the approach 
to determining the quantum of capital employed on existing homes. 

 
• Once a decision is taken to implement the mechanism, we envisage that a transitional process 

will be required to allow its operation to be more fully assessed in practice across the entire 
sector, and based on experience gained, to make refinements to the mechanism where 
necessary. During this transitional stage, to bed down the use of the mechanism, we would 
expect that the price previously charged would also be a relevant criterion.  This will allow 
operation of the proposed pricing mechanism to be assessed in practice, and refinements made 
where necessary.  
 

• We see it as important that the complexity of residents is reflected in the pricing mechanism, 
and to ensure pricing reflects care requirements.  Because of the absence of an agreed tool 
(Single Assessment Tool – SAT), it has not been possible for NTPF to directly deal with complexity 
in its negotiations to date. The early roll out of SAT would support the establishment of a more 
robust and meaningful pricing mechanism, and we recommend this process be accelerated. 
However, in the absence of SAT, the pricing mechanism can be implemented using benchmark 
cost data reflecting sector wide experience of caring for patients with increasing complexity.  
 

• Whilst the mechanism is intended to determine a reimbursement rate, it is envisaged that 
negotiation would take place on the individual cost inputs (including comparison to benchmarks) 
and to address any specific factors relevant to the reimbursement price in any given case.   As 
such, the use of the proposed pricing mechanism does not obviate the need for negotiation, but 
will help scope the parameters within which negotiations would be undertaken. NTPF has 
indicated that the introduction of the pricing mechanism proposed in this review would need 
legislative and policy changes to be implemented. 
 

• A pricing mechanism will only maintain continuing legitimacy if it is seen as a continuing basis for 
informing the determination of a fair market price for the provision of care. It follows that where 
operators experience genuine cost increases in providing such care that these should be 
recognised in a transparent manner in the proposed pricing mechanism. 
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• For a pricing mechanism to operate the NHSS budget should ideally be aligned to the underlying 
cost experience of the sector, and reflect genuine cost changes being experienced by operators. 
In this context it should also adequately reflect the cost of new capacity coming into the system.  
It is important to recognise that a transparent pricing mechanism can still apply where nursing 
home care is funded within a defined, fixed annual NHSS budget. Control of total expenditure 
within a defined annual budget could be exercised inter-alia through control of the volume of 
services taken up under the Scheme much as it does today.  In times of severe pressure on the 
public finances it has to be recognised that it may be necessary for Government to adjust any 
determined reimbursement rate to reflect the economic conditions prevailing. However, it is not 
envisaged that this would be the norm or default position as to do so would eliminate any 
benefits of and indeed could undermine the pricing mechanism. 
 

1.3.3 Appeals Process  
 
A further element of improving the transparency of the existing pricing process concerns the process 
for appealing the proposed reimbursement rate. At present, the review process is conducted 
exclusively within NTPF. This is in line with the requirements of the NHSS legislation.  Looking to the 
future, we consider that the ability to refer the dispute to an independent third party would enhance 
the existing process. As such we recommend that the Appeals Process include the ability to 
ultimately refer disputes to an independent third party in line with the following: 
• That an initial and thorough stage of review will first have been undertaken within NTPF to seek 

to reach agreement within a defined timeframe.  
• In the event that agreement is not reached, the parties would be required to clearly set out their 

respective positions on the price proposed before any referral to a third party.  
• The independent third party would be entitled to seek further information from the parties to 

conclude the review, which would be undertaken within a defined period of time. 
• The decision of the independent third party would be binding.   
• We understand that this proposed appeals mechanism would require a change in the legislation. 

In our view, in order for the Appeals Process to be most effective (and in particular any independent 
review process within it) a pricing mechanism needs to be in place. 

Transparency of Additional Charges 

We recommend that charges being made to residents of homes for services not covered by Fair Deal 
be published on a central database so they are completely transparent to actual and prospective 
residents of homes.  
 
Any additional charges should be subject to independent monitoring and review to ensure they 
represent the recharging of costs validly incurred for services provided to residents outside of the 
basket of services covered by Fair Deal, and are not subsidising the Fair Deal rate.  This is a matter 
that will need agreement between the State and representatives of private nursing homes as the 
NTPF’s remit does not extend to this at present. 

1.4 Ensuring value for money and the economy 

We have considered the proposed pricing mechanism against four commonly applied principles of 
value for money, namely economy, efficiency, effectiveness and equity.  
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(i) Economy 
 
Economy is focussed on spending less, whilst maintaining a given level of output at the required 
quality.  

NTPF’s current processes involve a detailed examination of the operating costs of homes to ensure 
they meet the criterion of being reasonably and prudently incurred and offer value for money, so 
there exists a strong focus on economy within the existing process.  

The proposed pricing mechanism set out in this report directly supports economy for the following 
reasons: 
 
• Only those costs reasonably and prudently incurred by an operator fall to be reimbursed. The 

cost structures of an operator continue to be subject to detailed review by NTPF as part of their 
negotiation process with homes to ensure this criterion is met; 

• Operating costs of any given operator are subject to meaningful benchmarking and performance 
measures. Benchmarking is an accepted strategic management tool in effective procurement, 
and is particularly relevant in this case because the service being purchased is relatively standard 
and universal across the sector, operating to set regulatory standards. This will provide 
assurance that the cost structures of an operator are not out of line with market norms; 

• The reimbursement of capital costs is based on a whole life costing model (which includes a 
determination of the useful life of a home over which capital costs, excluding land, are to be 
reimbursed). Capital costs will in turn reflect the market cost of building an efficient home that 
meets the required regulatory building standards, but not beyond, over the useful life of the 
asset.  

• The return on capital included within the pricing mechanism is appropriate to and reflective of 
the risks of investing in the sector and the cost of debt and equity prevailing in the market. This 
provides value for money as it ensures that excessive returns on investment in the sector are 
avoided, whilst at the same time providing an appropriate level of return to investors to 
continue to attract investment in new nursing home capacity. NTPF will need to engage 
appropriate experts in this area to determine what is a reasonable rate of return on capital. 

• Only the basket of services approved under Fair Deal are reimbursed; 
• The process of agreeing price between NTPF and operators continues to involve negotiation on 

the inputs to the mechanism to finally settle on a price; 
• The introduction over time of a costed dependency measure which will allow for economic 

pricing to be fine-tuned further. 
 

(ii) Efficiency 
 
Efficiency can be defined as the relationship between outputs and the resources used to achieve 
them.  
 
The pricing mechanism set out in this report directly supports efficiency for the following reasons: 
 
• Benchmarks used will reflect what an efficient operator in the sector is achieving.  
• The capital costs reimbursed under the mechanism are based on an efficient build cost that 

meets the required regulatory building standards, but not beyond, over the useful life of the 
asset. 
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• The inclusion of an appropriate rate of return for investment in the sector in the pricing 
mechanism will bring greater efficiency to attracting investment to the sector over time. 

The pricing mechanism and its application in practice strongly supports achieving the objective of 
efficiency as part of VFM. 

 
(iii) Effectiveness 

 
Effectiveness can be defined as the extent to which objectives and outcomes have been achieved.  
 
The NTPF conducts pricing negotiations with providers, and applicants for NHSS are assessed on the 
basis that the clients will get ....”nursing and personal care appropriate to the level of care needs of 
the person”. 
 
The pricing mechanism will support effectiveness in a number of respects: 
 
• Once implemented, SAT will support informed dependency based funding which will provide an 

objective basis for ensuring care needs of residents are provided and appropriately resourced; 
• The SAT combined with a pricing mechanism would allow for case mix funding which would 

avoid situations where providers seek to cherry pick less complex cases and provide incentives 
to operators to meet the needs of those more complex cases. 

It should be noted that the SAT is not required to operate the pricing mechanism. In the absence of 
SAT, rates for nursing homes can be set based on the case mix prevailing over a period of time at an 
overall level rather than individual patient. However, the pricing mechanism would be more 
responsive if paired with SAT. 

The creation of a dedicated fund for highly complex cases would facilitate greater responsiveness in 
the provision of such care across the sector, as funding will be less ad hoc and more streamlined, 
and reimbursement will be more readily aligned with enhanced needs of this patient group.  

(iv) Equity 

Equity may be defined as treating all stakeholders fairly equally and impartially.  

The pricing mechanism supports equity as it: 
 
• Provides a consistent approach to pricing across the whole of the sector irrespective of location;  
• Provides a basis to incentivise procurement of new capacity nationally through provision of 

medium term contracts with certainty on pricing for a period of years ( currently being applied 
by NTPF) underpinned by an appropriate return on investment to investors.  

• Will provide in time, through the use of a Single Assessment Tool (SAT), a pricing mechanism 
which reflects care needs and complexity, thus ensuring residents receive care appropriate to 
their needs, and on a consistent basis from provider to provider; 

• Provides for the ability to refer disputes on pricing to an independent third party for resolution, 
after the process of negotiation with NTPF has been exhausted.   

• Provides for greater transparency and awareness over additional charges rendered by providers 
on residents outside of Fair Deal, through their publication on a central database, and through 
their independent monitoring and review.  
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As far as overall management of expenditure on Fair Deal is concerned, NTPF’s role in negotiating 
price is one driver of the overall cost of the Scheme. NTPF’s role is focussed exclusively on price 
negotiation; it has no role in managing applications to the Scheme or placements in nursing homes, 
responsibility for which rests with the HSE. HSE are also responsible for overall budget management 
of the Scheme. NTPF has no such budget responsibility, it solely focusses on price. 

The pricing mechanism proposed has engrained within it a series of controls over price setting which 
are designed to ensure that economy and cost effectiveness are assured, and that only those costs 
applicable to the provision of care under Fair Deal are reimbursed. These include a focus on 
benchmarking, whole life costing, and detailed financial analysis so that only the reasonable costs of 
care, prudently incurred, are reimbursed, consistent with the pricing criteria NTPF applies.  

The pricing mechanism specifically considers the following three core elements of costs that a 
nursing home incurs in arriving at the price of care:  

i. Payroll and other operating costs; 
ii. The cost of investment in a home; 
iii. The cost of capital (equity and debt) to an operator. 

 
For each category of costs, the mechanism incorporates controls to ensure that the price arrived at 
is based on costs reasonably and prudently incurred. These controls build on NTPF’s existing 
processes which involve a detailed examination of the operating costs of homes to ensure that such 
costs meet the criterion of being reasonably and prudently incurred and offer value for money. As 
such, there already exists within the current NTPF processes a strong focus on economy, value for 
money and cost control. These processes continue to be an integral part of the proposed pricing 
mechanism.  

For the above reasons, the proposed pricing mechanism is consistent with and strongly supports 
VFM.  

NTPF believe that in principle in circumstances where the risk is reduced for investors it results in a 
higher risk for the funder, in this case the State. In our view, the introduction of the proposed pricing 
mechanism reduces risk for investors, which should be reflected in a lower required return on 
investment in the sector, supporting economic pricing going forward and resulting in a lower 
ultimate cost to the State. It is also arguable that the current pricing process, because it lacks a 
transparent method of pricing, gives rise to unnecessary risk, generating a risk premium for investors 
to enter the market, which is not justified in a market that is almost entirely State funded. 

Because existing rates have been arrived at through a different pricing process, and are still 
impacted by prices charged by Nursing Home operators prior to commencement of Fair Deal, it is 
inevitable that the application of the pricing mechanism to existing operators will give rise to 
variations from the current rate. This may well highlight cases where operators are genuinely 
receiving less than a fair market price and equally cases where operators are being paid more than 
that rate. The outcome of the application of a robust, more formulaic pricing mechanism is that 
there are likely to be winners and losers. This will take a period of time to determine, and we 
envisage, where such variations arise, that any pricing adjustments would be phased in over a period 
of years. This reflects the reality that any such change cannot be made in one go, which is consistent 
with recognising the wider context of the budgetary constraints on the State in the funding of Fair 
Deal.    
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The principle behind the pricing mechanism is that the State is willing to pay a reasonable market 
price for the services being provided. This is in the context of the budgetary constraints and the 
obligation on the State to use available resources in the most beneficial, effective and efficient 
manner to improve, promote and protect the health and welfare of the public, one of the specific 
criteria used by NTPF in pricing long term residential care. This criterion will continue to be relevant 
going forward, and reflects a reality, and potential risk, for investors in long term residential care 
that the state of Government finances and consequent budgetary constraints may adversely impact 
on the funding available for Fair Deal at different points in time. Such constraints may manifest 
themselves in a number of ways, for example reimbursement pricing adjustments, limitations on 
approving new capacity, waiting times for persons seeking access to nursing home places. The 
impact of budgetary pressures on the State was evident in the funding of Fair Deal during the most 
recent recession.  

Over the longer term, however, the financial viability of any business is dependent on it generating a 
level of profitability to meet its cost obligations, reinvest in its infrastructure and provide a fair and 
appropriate return to investors. For investors in long-term residential care in Ireland, given the 
dependency on the State for its revenue, this requires such businesses to obtain a reasonable 
market price for the services being provided under Fair Deal over the longer term, whilst accepting 
that the state of Government finances might periodically impact reimbursement pricing and 
profitability. The policy decision to significantly outsource the provision of long term residential care 
to non-statutory provision brings as a corollary the need to ensure that the non-statutory capability 
to respond on a sustainable basis to the requirements of the population is assured. 

Thus, the proposed pricing mechanism provides both the State and the operator with an equitable 
and transparent basis to negotiate prices, ensures value for money for the State, provides a fair but 
not excessive return to investors, and supports the provision of adequate care by the independent 
sector in a financially stable environment.    

1.5 Ensuring adequacy of residential capacity for those residents who require high 
level or more complex care 

In addition to our findings and recommendations in relation to capacity overall, we were asked in 
the Terms of Reference to specifically consider the issue of complex care. 
 
1.5.1 Observations on existing situation in relation to capacity for residents with complex care 
 
The role of the NTPF under the NHSS is to conduct pricing negotiations with providers and applicants 
for NHSS are assessed on the basis that the clients will get……”nursing and personal care appropriate 
to the level of care needs of the person”. 
 
While the phrase “appropriate to the care needs of the person” clearly suggests a spectrum or range 
of care needs, there is no clarity around which needs are arguably complex by comparison to others.  
Absent such a definition, or indeed well-established standardised and mandated methodologies to 
assess applicants on a defined scale of complexity, NTPF considers complexity of residents needs in 
general as part of the overall costs in the nursing home rather than on an individual resident basis, 
along with other cost drivers, as part of the negotiations.   
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In the course of our review, nursing home operators indicated that the resident mix in homes 
comprised a greater number of more highly dependent cases than five years ago, but that the 
reimbursement arrangements in place is neither responsive to, nor adequately compensates for the 
additional care hours required to deliver the care expected to such residents, nor did it reflect the 
skill mix of staff nor related training costs to meet these standards. NHI and individual nursing home 
operators were strongly of the view that pricing needed to fairly reflect the increased dependency of 
residents being experienced throughout the system.  
 
NTPF consider that in the absence of data to support the precise level of increased costs as a result 
of higher dependency it is difficult to establish the actual additional cost to the nursing homes on a 
case by case basis.  It is worth noting that an overall shift towards increased complexity would be 
captured under the pricing mechanism because costs for a typical efficient operator would increase 
which in turn would factor into the price paid for services over time. 
 
The Health Service Executive (HSE) consider there is a need to be clearer on definitions of complexity 
and numbers involved. The system needs a uniform approach to considering if a case is complex and 
then to define the services that are required in an appropriate location – either residential or home 
care, depending on client need. Clarity is needed around the origins of more complex clients and 
routing processes into NHSS as well as higher levels of service mix and associated resourcing 
appropriate for these patients. 
 
DoH consider that the complex patients represent a relatively small proportion of the overall 
numbers involved in the scheme and that the extent of the issue was difficult to quantify. It would 
be important to have regard to the overall resourcing and other implications of introducing 
dependency-related pricing and up to now this has not been the preferred route. DPER expressed a 
similar view as to the overall scale of the issue and also noted that their understanding was that the 
majority of complex cases were in the statutory sector. 
 
HIQA expressed the view that, generally, public Nursing Homes take higher levels of dependency 
and, reciprocally, have higher staffing levels. HSE facilities are resourced at higher levels than private 
homes, allowing for greater numbers of high dependency admissions. The number of high 
dependency patients requiring nursing home care is increasing and State facilities are also facing 
issues in catering for that increase.  
 
The absence of a single, nationally mandated standard assessment tool (SAT) means that there is no 
direct accounts of the dependency profile of patients in price negotiation.  The NTPF’s current 
pricing process is based on the premise that, any given provider client base is likely to contain a mix 
of clients with different and evolving degrees of complexity, and that in consequence the fixed price 
negotiated for any provider by reference to the established four NTPF pricing criteria will allow for 
such variations - in the round.  NTPF acknowledge that the roll-out of a single, nationally recognised, 
dependency assessment tool could be beneficial, subject to further consideration of how such a 
model would be implemented and applied in practice. 
 
Casemix measurement approaches in the long-stay setting have been under development 
internationally over the last three decades. There are multiple classification systems with a variety of 
strengths and weaknesses. At the time of the establishment of the NHSS in 2009 relatively little 
applied work had been done on this area in Ireland. However, in recent years’ progress has been 
made in the public sector which is directly relevant to this review. 
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Work has been undertaken within HSE on the roll-out of a Single Assessment Tool (SAT). The 
ambition is that SAT will be the new national standard for the assessment of all older people seeking 
support under: 
• Nursing Home Support Scheme, or 
• Home Care Package Scheme 
 
SAT will replace the Common Summary Assessment Report (CSAR) in both Acute and Community 
sites for access to these schemes in a phased manner, beginning with NHSS scheme entry. SAT is an 
IT enabled comprehensive health and social care needs assessment for older persons. The 
classification system being used within the SAT is interRAI, which was selected after an extensive 
review and piloting exercise.  
 
While very limited in its scope, the available data from HSE’s own pilot project work highlighted that 
their current payment system does not reflect care requirement costs. However, it offers the 
potential to introduce a pricing model which is based on and reflects care needs and complexity. It is 
clear that to successfully implement such mechanisms into long-term care in Ireland requires careful 
planning.  
 
Absent an objective measure, it is not possible to sustain a case that the complex clients are more 
generally catered for in the statutory sector, or to test the NHI claim that 65% of its client base is in 
the High or Maximum dependency category. We would consider, based on experience in Ireland and 
abroad, that an objective measure is likely to show a more mixed picture within each provider block. 
 
HIQA has a national jurisdiction and applies a standardised set of guidelines for regulating homes 
within the sector. However, at present NTPF believes that there is not a standardised approach to 
care, which can be costed and applied across the sector for pricing negotiation purposes. 
 
Internationally, the introduction of resourcing approaches linked to dependency needs has been 
underpinned by key principles such as: 
 
• Those that provide “heavier care” should receive more payment 
• Appropriate funding for appropriate care 
• Payment for complex care should not be determined indirectly 
• Important to address access issues for those requiring complex care 
 
Finally, there is a complicated series of relationships underpinning the NTPF pricing role. The DOH 
sets out the national policy parameters for health services overall and within that for client groups 
such as Older People, Disability and Mental Health. HSE has the service responsibility for the client 
group who are cared for under the NHSS. HSE would also prescribe the appropriate model of care 
for the cohort involved. Funding for the NHSS scheme is negotiated annually as part of the overall 
Health Vote and DPER has a role in those discussions. 
 
As has been described above, what makes patients in long stay residential care “complex” may be a 
function of there being frail elderly alone or because they have additional challenges which could be 
due to mental or physical disability, for example. In other cases, the patient group are not, in fact, 
elderly. At both HSE and DOH levels there are multiple decision makers who are responsible for the 
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client cohorts who are currently in or wish to participate in the Fair Deal Scheme. Equally, the 
models of care for different patient groups vary in the degree to which they are explicitly formulated 
and prescribed by HSE.  
 
This complex governance arrangement is reflected also in tensions between public health policy 
agendas which have relevance to how a pricing mechanism should be constructed. Taken together 
these make the existing ‘negotiating brief’ of the NTPF a challenging one, in that there are some 
ambiguities around the role of the NHSS itself and the NTPF negotiation mandate, which would 
benefit from clarification and aid NTPF in discharging their specific role. 
1.5.2 Recommendations in relation to the issue of complexity in pricing mechanisms 
 
Our summary recommendations on how the issue of complexity can be more appropriately 
addressed in the pricing mechanism for long-term care include: 
 
• Department of Health, in liaison with HSE, should commit to refine the NTPF’s negotiation brief 

to allow for a transition towards a pricing approach which specifically recognises variations in 
complexity across provider client bases.  

• Development work on needs assessment mechanisms, piloted by HSE, should be pushed 
forward with a view to early extension to cover all applicants for NHSS approval. In this regard 
the needs assessment mechanism (SAT) should inform the level of nursing and personal care 
appropriate to the level of care needs of the person.  

• NTPF should be directly involved with HSE in any transition programme to dependency-related 
pricing and NTPF negotiators and managers given the opportunity to acquire early insights into 
the issues and techniques involved. 

• A timescale should also be defined for extension of the standardised needs assessment 
approach to existing NHSS clients and their providers, both public and private. Options for 
bringing this time line forward should be considered. It is recognised that this is a complex 
programme of work and will need to be constructed and resourced adequately within HSE. 

• Given the high degree of reliance on private providers for long-term residential care, 
consideration should be given to engaging with the private sector on the adoption of casemix 
measurement technology as part of a move to differentiated pricing. This could include the 
option of self-assessment against standardised measures, subject to audit and review. 

• Pending the roll-out of a revised approach to pricing which captures dependency needs, it may 
be more appropriate to create a special interim fund at national level to procure placements for 
more complex clients, according to a common rule set. 
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2. Introduction and Terms of Reference  
 

2.1 Introduction 

The National Treatment Purchase Fund (NTPF) was established by Statutory Instrument S.1. No. 179 
of 2004 – The National Treatment Purchase Fund Board (Establishment) Order 2004. 

 
The Establishment Order was amended under the Nursing Homes Support Scheme Act, 2009 to 
include, under the remit of the NTPF, the making of arrangements relating to price for long-term 
residential care services under the Nursing Homes Support Scheme Act.  As such, since 2009, the 
NTPF has been the body designated to negotiate prices with private and voluntary nursing home 
operators for the provision of such care.  

 
A review of the Nursing Home Support Scheme (NHSS) was published by the Department of Health 
in July 2015. This delivered on a commitment made at the time of establishing the Scheme to review 
its operation every three years. The review examined the future sustainability of the NHSS and 
addressed inter alia the following areas: 
 
(i) The Scheme Administration and Processes, 
(ii) The Price of Care in Private & Public Nursing homes. 
(iii) The re-orientation of services for older people towards the community, 
(iv) The provision of adequate long-term residential care places, and 
(v) The financing of long-term care in the future. 

The Review identified a number of issues with the current pricing process and included a 
recommendation that the NTPF conduct a review of the current approach to setting Nursing Home 
Prices under the Scheme. In May 2016, NTPF issued a tender for consultancy advice to support this 
review, which was awarded to a consortium of Deloitte and Prospectus.  

2.2 Terms of Reference 

The Terms of Reference require NTPF to review the present system of pricing with a view to: 

• Ensuring adequacy of residential capacity for those residents who require high level or more 
complex care; 

• Continuing to ensure Value for Money and economy, with the lowest possible administrative 
costs for clients and the State and administrative burden for providers: 

• Increasing the transparency of the pricing mechanism so that existing and potential investors 
can make as informed decisions as possible. 

In conducting the review of pricing, the Terms of Reference require that regard should be had to the 
NHSS review and stipulated that the Pricing Review was to be undertaken on the basis that the 
elements of care currently included in the basket of services and supports covered by the NHSS will 
remain unchanged. Matters such as projecting future demand and capacity requirements were 
outside the scope of the review. 

For the purposes of this report, the current pricing process refers to the four criteria and the related 
processes used by NTPF in negotiating prices, namely; 
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• Costs reasonably and prudently incurred by the nursing home and evidence of value for money; 
• Price(s) previously charged; 
• The local market price; and 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 
 

References to a transparent pricing mechanism refer to the approach recommended in this report 
for future price setting. 

2.3 Approach 

The approach taken to the Review encompassed: 

(i) an in-depth review of the current processes and procedures undertaken by NTPF in relation to 
price negotiations, including an assessment of the financial, analytical and other procedures 
undertaken by them as part of each negotiation; 

(ii) A consultation process with Stakeholders. Details of the parties included in the Stakeholder 
Consultation process are included in Appendix 1; 

(iii) A high level review of international comparators; and 

(iv) Consideration of the adequacy of residential capacity required for complex cases, including 
the nature and definition of such cases and the impact of complexity on pricing. All fieldwork 
and data analysis in relation to the above terms of reference was undertaken by December 
2016, and all data analysis relates to periods 2016 and prior.  
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3. Background and Context 
 

3.1 The Role of the NTPF 

The NTPF has been designated by the Minister for Health pursuant to Section 40 of the Nursing 
Homes Support Scheme Act (The Act) as a body authorised to negotiate with proprietors of 
registered nursing homes (both private and voluntary) to reach agreement in relation to the 
maximum price(s) that will be charged for the provision of long-term residential care services to 
Nursing Home Support Scheme residents. The NTPF has no role in negotiating or setting prices in 
relation to public nursing homes. As part of this function, the NTPF enters into "Approved Nursing 
Home Agreements" with registered private and voluntary nursing homes to record the maximum 
price(s) that has been negotiated. The NTPF provides the HSE with the details of all Approved 
Nursing Home Agreements. 
 
The Nursing Homes Support Scheme (Fair Deal) came into effect on the 27th October 2009. It 
replaced the previous system of public nursing home charges and the private nursing home 
subvention scheme. The intent of this scheme is to make residential home care for older people 
more accessible, affordable and anxiety free, by removing inconsistencies which previously existed 
in the system and  improving the role the State plays in delivering and meeting the costs of this care. 
 
The NTPF conducts its pricing negotiations with providers, and applicants for NHSS are assessed on 
the basis that the clients will get ....”nursing and personal care appropriate to the level of care needs 
of the person”. 
 
The NTPF's role does not include setting standards for private residential facilities or the assessment 
of individuals for the purposes of determining their eligibility under the Fair Deal Scheme. 
Administration of the scheme, public nursing home costs, processing of applications and general 
management of the Fair Deal fund rest with the HSE. The role of the HSE includes liaising with 
applicants, assessing their eligibility for the scheme and determining financial co-payment 
arrangements between nursing homes and individual residents, and disbursing State payments to 
private and voluntary nursing homes. 
 
The Act contains a provision concerning examination of records and accounts of participating 
nursing homes: 
 
"In performing its function the Board may examine the records and accounts of an approved nursing 
home or of a nursing home the proprietor of which proposes to enter into arrangements under the 
Scheme."  
 
As outlined later, NTPF’s pricing process includes a detailed examination of the financial position of 
homes.  
 
Once negotiations on pricing are concluded with private nursing homes that wish to be included in 
the Nursing Home Support Scheme, the terms agreed are formally committed to writing in a Deed of 
Agreement between the NTPF and the proprietor(s) of the nursing home. Amongst other things the 
agreement sets out: 
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• The definition of long-term residential care; 
• Responsibilities of the contracting parties (the nursing home proprietor and the NTPF); and 
• The agreed price. 
 
The NTPF’s role is to negotiate prices. It does so by considering pricing proposals of private and 
voluntary nursing homes under four headings (not in any order of priority): 
 
• Costs reasonably and prudently incurred by the nursing home and evidence of value for money; 
• Price(s) previously charged; 
• The local market price; and 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 
 

Negotiations are carried out with each nursing home (as opposed to collective negotiations with a 
representative body). This typically involves a series of contacts and face-to-face meetings with each 
proprietor. Changes in operating conditions as a result of new regulations or standards and pricing 
schedule proposed form part of the discussions at the time of the price negotiations. However, once 
agreed prices are fixed for the term of the agreement. There are no provisions to review prices once 
the deed has been executed. 
 
At the close of 2016, a total of 433 homes had pricing contracts with the NTPF and the overall 
national average price of long-term residential care amounted to €921 per week. The equivalent 
figures for the end of 2015 were 433 homes at an average price of €903 per week. 
 
If a nursing home decides not to engage or the parties fail to conclude an agreement with NTPF in 
negotiations or in the review process, NTPF will formally write to the nursing home and confirm the 
date from which the home will no longer be an 'approved' nursing home in respect of the Fair Deal 
scheme and will set out the implications of this position. NTPF will also advise the HSE of the 
effective date that the nursing home will no longer be an approved nursing home for the purposes 
of the Fair Deal scheme. 

3.2 The NTPF Review Process 

After completion of our field work, during 2017 the NTPF updated its review and appeal procedures 
which were implemented from 1st January 2018 and are outlined below.  Negotiations are the 
responsibility of a nominated NTPF Contract Manager. He/she will contact the home before the 
expiry of the existing deed (where applicable) setting out the information required for the purposes 
of price negotiations and the timetable for the provision of that information. The Contract Manager 
may also make supplemental requests for information. 
 
• He/she may conduct one or a number of negotiations (either face to face or otherwise) with a 

nursing home and may be accompanied by other Contract Managers or advisers to the NTPF 
including forensic accountants. These negotiations will result in agreement in the majority of 
cases. 
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• Where, notwithstanding the best efforts of both parties, agreement is not reached through 
negotiation, the Contract Manager will advise the nursing home in writing that negotiations 
have concluded without agreement. The Contract Manager will set out the final offer proposed 
(the “Final Offer”) and will explain the legal implications of the failure to come to an agreement 
on price. All final offers are reviewed and signed off on by the NTPF Director of Finance. The 
Contract Manager will also inform the nursing home that it is open to it to request a review of 
the Final Offer, and will set out the procedure to be followed for such a review (as set out 
below). 

• Where an existing deed of agreement is due to expire, the written communication from the 
NTPF containing the Final Offer will also set out the terms on which the NTPF are willing, in the 
interests of Fair Deal residents in the home, to offer a short term extension of the existing 
agreement to the home pending the outcome of the review process. This extension will be for a 
period of at least three months to facilitate the review process and to provide time for the 
nursing home to consider its position. It will also ensure that the nursing home remains an 
approved home for the purposes of the Fair Deal Scheme. 

• If the home decides to request a review, it must write to Section 40 in the NTPF 
(section40@ntpf.ie) setting out the grounds for its request for a review of the Final Offer and 
provide any additional information in support of its request (the “Nursing Home's Application for 
Review”). 

• Once the review process is commenced all previous offers made are unconditionally withdrawn 
and it is possible that the review may result in an offer that is equal, greater or less than that 
previously made. 

• If an agreement is reached on price after the review process has completed, this price will be 
applied from the first day of the month following such agreement, notwithstanding that the 
extended agreement may not have expired. 

 
The following process shall apply during the review: 

1. The review shall be carried out by the CEO of the NTPF. The CEO may be assisted by other NTPF 
personnel who have not been directly involved in the most recent negotiations with the nursing 
home. 

2. The NTPF Contract Manager will document for the file the negotiation process undertaken to 
date which shall include the Final Offer, and pass the file to the CEO to commence the review. 

3. Further records or documents may be requested by the CEO pursuant to the National Treatment 
Purchase Fund Board (Establishment) Order 2004 as amended by Section 41(1) of the Nursing 
Home Support Scheme Act, 2009. 

4. The CEO will write to the nursing home setting out a proposed timeframe for completing the 
review and shall request any additional information that may be required at that time. 

5. The CEO may decide to engage third parties, such as forensic accountants or other experts, to 
assist in examining the records and accounts of the home. The home shall be notified in writing 
of the appointment of any third party. Such third parties may make direct contact with the home 
(copying the CEO) in relation to the information required and the timeframe for the provision of 
that information. The nursing home shall, insofar as is possible comply with the timeframe set by 
the relevant third party or the CEO for the purpose of responding to requests for information. 

6. If the nursing home fails to fully engage in the review process or if it fails to provide any 
requested information in a timely manner; this may result in the abandonment of the review 
process or a delay in the completion of the review by the CEO. 
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7. The CEO shall provide the nursing home with a copy of any report produced by a third party in 
draft format prior to its finalisation to allow the home to point out any factual errors. The CEO 
shall ordinarily allow the home at least 5 working days to correct any such errors. Following this 
period, the relevant third party will finalise their report. 

8. The CEO will then carry out a de novo review of the file applying the Criteria and having regard 
to all matters contained within the nursing home’s file, the report of any third party and any 
other documents and/or information it deems relevant. 

9. Following this, the CEO will issue its decision on the case along with reasons for its decision. The 
decision will be in the form of an offer of a Fair Deal price for a fixed period of time and will 
invite the home to either accept or reject it. 

10. The CEO shall ordinarily allow the home at least 10 working days to communicate its acceptance 
or rejection of the offer. 

11. The decision of the CEO shall be final and the review process shall conclude upon the expiry of 
the CEO’s offer or its acceptance or rejection by the nursing home whichever is earlier. 

3.3 The Current Pricing Process undertaken by NTPF 

The current pricing process undertaken by NTPF is based on a renewal pack that is sent to the home, 
which is reviewed by NTPF in advance of the process of negotiating price.  
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Observations 

• NTPF negotiates pricing agreements with some 433 homes with a resource of 3 Contract 
Managers, supported by the NTPF CFO and CEO where required, covering public expenditures of 
nearly €600m. By any standard, this is highly efficient and cost effective, and as we point out 
below, is based on a detailed and consistently applied pricing process, based on the four stated 
criteria. The role of NTPF is to carry out negotiations on price, which it must do in the context of 
the budgetary constraints, and the obligation of the State to use available resources in the most 
beneficial, effective and efficient manner. This contextualises the environment in which NTPF 
conducts its work. 
 

• NTPF applies a detailed and consistent process to negotiation of price with each home, 
underpinned by a historic financial analysis of the home over the past two years. The financial 
analysis undertaken provides the NTPF with detailed historic information on each significant 
cost category, current versus prior year, and on the overall profitability of the home in terms of 
Net Profit before Tax.  Each cost category is also shown on a cost per resident per week basis. 
Certain costs are excluded from the assessment as they are not covered by Fair Deal (e.g. 
therapies, activities/entertainment). The financial analysis sometimes includes a Source & 
Application of Funds when the information is made available which is designed to give the NTPF 
an understanding of the cash flow position of the home.  
 

• While NTPF do have regard to the EBITDAR of a home in a general sense, there is no explicit 
recognition in the NTPF financial assessment and current pricing process of the appropriate 
return on capital employed for the operator, and in consequence there is no measure of what 
an appropriate level of return might be in any case relative to capital employed.  NTPF has 
stated that the decision not to factor in a return on capital is a deliberate decision as it sees its 
role as a purchaser of services at the best price, without regard to any pre-defined levels of 
return.  
 

• Costs incurred in complying with HIQA quality standards are not specifically requested by NTPF 
or provided by nursing homes, but in general they may be evident to NTPF from its review of the 
financial statements and form discussions with nursing homes.  The impact of such increased 
costs are considered only as part of overall negotiations based on the four criteria and are not 
given separate consideration.  
 

• Particularly as a consequence of the structures put in place by investors to avail of capital 
allowances on nursing homes, property owning and nursing home operations can be carried out 
in separate corporate vehicles (PropCo : OpCo structures), but remain in effect in common 
ownership. These structures can cause challenges for NTPF in reviewing financial information 
and in considering the impact on pricing.  
 

• As the financial information reviewed by NTPF is based on historic accounts, no consideration is 
given to prospective financial information as part of the assessment, such as the budget for the 
current financial year.  NTPF has indicated that as part of the negotiation process consideration 
is given to all issues raised by the nursing home regarding current and future costs.  However, 
consideration of forward looking budgetary information would enable the future impact of 
known prospective financial issues (e.g. pending regulatory changes, pay inflation) which have 
yet to manifest themselves in the historic results to be more fully considered. NTPF do 
endeavour to conduct their negotiations as close as possible to the most recent year end to 
ensure the historic financial information is current.  
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• The financial template is used to inform NTPF of the financial position of the relevant home 
prior to negotiations. It is not always shared with the homes as part of the process. The financial 
template provides NTPF with in-depth financial information on each home and is only used to 
support negotiations rather than to determine a rate. 
 

• The information gathered on each home is collated on a sector wide basis. As such, NTPF holds a 
valuable repository of data collated to enable benchmarking of costs across the sector. 
 

• At the time of commencement of the Fair Deal Scheme in 2009, the policy imperative was to 
maximise the take up of the Scheme whilst leaving the State in no worse a position than it had 
been prior to Fair Deal. To initiate the Scheme, pricing contracts had to be agreed with nursing 
home operators before commencement of the Scheme, which meant that contractual sign off 
was necessary with 400+ homes over a four month period prior to commencement. These 
circumstances meant that in practice the rates in place from the previous nursing home 
subvention scheme heavily influenced those set in the first set of negotiated rates under Fair 
Deal.  This was particularly evident in the continuation of higher prices in the East and Dublin 
areas relative to the rest of the country. The NHSS Rates subsequently agreed since 2009 still 
reflect the legacy rates agreed at that time and have proven difficult to materially alter, 
although despite the difficulties of the State’s finances during that time, progress has been 
made in narrowing the gap in the price paid to Homes across the sector (as we show later) and 
this continues to be an area of focus for NTPF. 
 

• The Fair Deal budget is set as part of the Estimates process each year, and is in consequence a 
fixed budget for the relevant year. The budget includes the costs of publicly owned long-term 
residential care facilities. NTPF’s pricing negotiations with the private and voluntary nursing 
home sector must necessarily be undertaken in consideration of the budgetary position of the 
State in relation to long-term residential care. 
 

• The existing county average is considered, along with other guidelines, as part of the negotiation 
process. Since the introduction of the Scheme in 2009 the distribution of price differentials in 
each county has narrowed in consideration of this criteria.  However, this can lead to divergence 
in rates between homes geographically close to one another, but within different county 
borders.  
 

• Because of the absence of a mandated tool, no direct account can be taken of the dependency 
profile of patients in negotiations, although NTPF acknowledge that the future roll out of a 
single, nationally recognised, dependency assessment tool (SAT) could be beneficial in this 
regard, subject to further consideration of how such a model would be implemented and 
applied in practice. 
 

• NTPF is not required to have regard to future capacity requirements of the sector as part of its 
negotiation mandate.  However, given the accepted need for new capacity in the system, NTPF 
have sought to facilitate those interested in building new capacity by engaging in discussions 
with them at an early stage in the process, and it has not been unusual for such discussions to 
occur as early as the first stages of the planning process. Following an assessment by NTPF of an 
investor’s business case and financial projections, multi-year agreements under which prices are 
agreed for three, five and up to eight years are also being offered as part of these discussions. 
NTPF assess proposals made by operators to build new homes by reference to the current four 
pricing criteria applied to existing homes, which do not specifically factor in what an appropriate 
return on capital to investors should be.  
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3.5 The Price Differential 

The graphs below show the numbers of private and voluntary nursing homes at each Fair Deal price 
range (based on €50 increments) in  2016 figures compared to 2009 (the tables include all Homes 
which were in Fair Deal at the respective dates).  This analysis shows the following categories; 

• All Nursing Homes 
• Nursing homes (Dublin only) 
• Nursing homes (excluding Dublin)  

It is clear from the tables that NTPF has made considerable progress in narrowing the distribution of 
price differentials since 2009, although there remain considerable differences in rates across the 
system.   
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Nursing Homes (Excluding Dublin) 
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3.6 The County Average Rate 

3.6.1 Variability in the County Average Rate  
 
The local market rate (i.e. the County average) is one of the four pricing criteria used by NTPF.  We 
have analysed the range of rates used to set the average in any County. The variability in this 
analysis is based on the difference between the lowest and highest Fair Deal rate in each respective 
county.  
 
As at September 2016, of the 26 counties, a variation in rate of greater than 10% existed in 22 of the 
26 county averages, with a variation greater than 30% existing in 8 of the 26 counties. A variation 
greater than 70% existed in one county.  
 
The variation appears to have somewhat reduced since October 2009. In October 2009, of the 26 
counties, a variation of greater than 10% existed in 25 of the 26 county averages, with a variation 
greater than 30% existing in 15 of the 26 counties. A variation greater than 70% existed in 3 
counties.   
 
Evidence of the broad dispersion of county rates continues when looking at the standard deviation 
of rate by county.  We have also included a normalised standard deviation (standard 
deviation/mean) for ease of comparison between the counties.  
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3.6.2 County Average Rate – Variations between Adjacent Counties  
 
The table below outlines the County average Fair Deal rate as at September 2016. As shown in the 
table, some significant variations exist between adjacent counties such as: 

• A 22% difference between Wicklow and Wexford; 
• A 15% difference between Cork and Limerick; 
• A 15% difference between Laois and Offaly; 
• A 15% difference between Laois and Tipperary; 
• An 11% difference between Cork and Kerry; 

Variability in County Rate (September 2016)

Number of counties
2009 - Number of Counties 5                5                6                5                 -                1                3                        
2016 - Number of Counties 7                7                4                1                1                1                1                        
Source: NTPF 

Standard Normalised
County Mean Low High % Var Deviation Std Dev

(StdDev/Mean
Co. Carlow 842           835           845           1%            4.5             0.5%                
Co. Cavan 872           815           990           21%         67.9          7.8%                
Co. Clare 823           735           925           26%         60.4          7.3%                
Co. Cork 926           725           1,260        74%         116.5        12.6%              
Co. Donegal 773           745           820           10%         21.7          2.8%                
Co. Dublin 1,115        780           1,325        70%         104.4        9.4%                
Co. Galway 810           700           915           31%         62.9          7.8%                
Co. Kerry 833           735           960           31%         64.5          7.7%                
Co. Kildare 986           825           1,245        51%         108.9        11 0%              
Co. Ki kenny 875           855           890           4%            13.7          1.6%                
Co. Laois 910           850           980           15%         53.5          5.9%                
Co. Leitrim 815           805           825           2%            14.1          1.7%                
Co. Limerick 805           685           910           33%         65.1          8.1%                
Co. Longford 860           815           890           9%            39.7          4.6%                
Co. Louth 927           865           965           12%         37.4          4 0%                
Co. Mayo 820           760           922           21%         55.3          6.7%                
Co. Meath 944           850           1,080        27%         65.3          6.9%                
Co. Monaghan 874           800           955           19%         60.8          7 0%                
Co. Offaly 789           740           850           15%         42.3          5.4%                
Co. Roscommon 790           695           891           28%         51.1          6.5%                
Co. Sligo 919           800           1,050        31%         105.8        11.5%              
Co. Tipperary 818           685           870           27%         36.4          4.4%                
Co. Waterford 889           830           985           19%         51 0          5.7%                
Co. Westmeath 807           760           891           17%         38.3          4.7%                
Co. Wexford 822           750           910           21%         46.1          5.6%                
Co. Wicklow 1,005        845           1,190        41%         95.5          9.5%                
Source: NTPF 

County Rate

50% to 
60%

60% to 
70% 70% to 80%10% to 
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County rate differentials were in existence prior to the establishment of NHSS in 2009. Subsequently, 
NTPF have taken into account issues presented by nursing homes in considering the four pricing 
criteria.  In our view, the extent of variability in average rates between adjacent counties is difficult 
to explain evidentially, and raises questions on the equity and future appropriateness of this pricing 
criterion. As we outline later in this report, we consider the use of a local market rate (indeed any 
demarcation along geographical lines no matter how drawn) is potentially unfair.  

 

 

 

 

  

County Average Fair Deal Rate  (September 2016)
Co. Carlow 842                                                           
Co. Cavan 872                                                           
Co. Clare 823                                                           
Co. Cork 926                                                           
Co. Donegal 773                                                           
Co. Dublin 1,115                                                        
Co. Galway 810                                                           
Co. Kerry 833                                                           
Co. Kildare 986                                                           
Co. Ki kenny 875                                                           
Co. Laois 910                                                           
Co. Leitrim 815                                                           
Co. Limerick 805                                                           
Co. Longford 860                                                           
Co. Louth 927                                                           
Co. Mayo 820                                                           
Co. Meath 944                                                           
Co. Monaghan 874                                                           
Co. Offaly 789                                                           
Co. Roscommon 790                                                           
Co. Sligo 919                                                           
Co. Tipperary 818                                                           
Co. Waterford 889                                                           
Co. Westmeath 807                                                           
Co. Wexford 822                                                           
Co. Wicklow 1,005                                                        
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Feedback from stakeholder consultations pointed to continuing cost pressures growing across the 
sector in recent years and were considered not to have not been reflected adequately in any Fair 
Deal rate increases in the period.  

 
 
 
 

  
 
The analysis also shows the considerable variability in reimbursement rates paid to nursing home 
operators within the same geographic area. We also note some variances between adjacent 
counties. This, in our view, leaves the current arrangements open to the criticism that they cannot 
be solely explained by reference to differences in the cost of care or relative building and land costs, 
and that they still reflect the circumstances prevailing at the time the arrangements for the homes 
were first negotiated.  
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At any point in time, the return on capital employed will reflect the 
return on equity required by investors and the cost of debt.  The return on equity will reflect an 
investor’s assessment of the risks of investing in a particular project.  In the context of the nursing 
home sector, such risks include changes in Government policy, increased competition, risk of cost 
increases not being fully reimbursed in price, the impact of regulation and the lack of a transparent 
pricing mechanism.   
 
The low level of demand risk and the fact that Fair Deal is State funded reduce the equity risk and 
given that there is relatively secure income for nursing homes mitigates some of the perceived risks.  
The security of income for operators that choose to enter the public funded market is however 
currently offset by an unclear pricing mechanism thereby introducing uncertainty for investors which 
when combined with a perception that genuine cost increases have not been reflected in increased 
income rates, serves to increase equity risk. 
 

 
 
 
 
 

  
 
It is the case that new capacity has been built in recent years across the sector. From the time of the 
introduction of Fair Deal to 2016, some 2,100 beds in new private homes have been built. We 
estimate that of the order of 1,600 beds have been provided as extensions to existing facilities in the 
same period. 65% of the new capacity has been procured in Dublin, Kildare, Meath and Wicklow at 
average Fair Deal rates of c. €1,120 per week (2017). A similar percentage of extensions have been 
built in these four counties and achieve equivalent reimbursement rates. Relatively limited building 
has taken place outside of these four counties in recent years. Whilst demand is undoubtedly a 
factor, the analysis is consistent with the findings of the consultation process that only rates 
equivalent to those being paid in Dublin were likely, on a broad basis, to attract the interest of 
investors and banks.  
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4. Stakeholder Perspectives 
 
4.1 Introduction 
 
Consultations were held with a range of stakeholders in the sector during the period September to 
November 2016 to obtain their perspectives on matters relevant to the study. Details of the 
organisations consulted are set out in Appendix 1. This section sets out a summary of the views 
expressed by stakeholders during the consultation process, together with some commentary on 
NTPF’s perspective (where relevant). 

4.2 Funders and Policymakers 

4.2.1 Advantages of the current pricing arrangements   
 
The view expressed by the Department of Public Expenditure and Reform (DPER) is that their aim is 
to ensure that the public are “getting a good deal”. They consider that the current pricing process is 
fair and pragmatic and it delivers excellent value for the taxpayer, so they are very comfortable with 
the existing pricing arrangements and price levels. Their view is that the scheme is doing what it was 
designed to do. Department of Health also see the scheme as operating well to meet a growing need 
and allows for a degree of certainty about levels of service within a given quantum of funding. HSE 
recognise value in the defined budget and in the objectivity of the pricing and procurement 
approach.  
 
4.2.2 Complexity levels 
 
The Health Service Executive (HSE) consider there is a need to be clearer on definitions of complexity 
and numbers involved. The system needs a uniform approach to considering if a case is complex and 
then to define the services that are required in an appropriate location – either residential or home 
care, depending on client need. Clarity is needed around the origins of more complex clients and 
routing processes into NHSS as well as higher levels of service mix and associated resourcing 
appropriate for these patients. It was suggested that HSE should have a clinical managerial group 
that would look at the system with clear criteria and then look at total existing funding – possibly to 
create discrete resources to deal with complex presentations. 
 
DPER is given to understand that only 5% of the overall cases are complex and feel the issue may be 
over-represented in order to get higher rates. They note that it is argued by HSE and Department of 
Health (DoH) that c.20% of beds in the public sector are where most complex case are, therefore 
explaining the significant cost differential, in part at least (also possibly need for local facilities, more 
sophisticated care choice etc., plus pay rates).  With regards to casemix being used in the long stay 
setting, DPER are cognisant that DoH/HSE fund hospitals using case mix analysis (i.e. analogous to 
dependency-based pricing) but consider that this approach is more helpful for management at 
operational level but less so for overall resourcing.   
 
DoH consider that the complex patients represent a relatively small proportion of the overall 
numbers involved in the scheme and that the extent of the issue was difficult to quantify. It would 
be important to have regard to the overall resourcing and other implications of introducing 
dependency-related pricing and up to now this has not been the preferred route. 
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HSE Estates observed on the relatively rapid evolution in facility design requirements in recent years 
being driven by model of care and HIQA standard-setting considerations, often relating to the 
increasingly more demanding casemix in the facilities being commissioned by them. 
 
4.2.3 Demand and supply 

 
From DPER’s perspective, they do not consider there is a challenge to get investors to invest in 
nursing homes. Their assessment is that demand for services is not going to outweigh current and 
proposed supply over the next few years. They generally take a short-term (circa 3 year) perspective 
on this issue, where it is possible to be more certain regarding data, and are open to an investment 
case should the figures suggest there is a capacity problem emerging. 
 
DoH noted it is not just about ensuring ‘additional capacity for complex care’, but that the 
demographics imply an ageing population and requirement for additional capacity in general, with 
an annual growth in population numbers over 65 years of approximately 20,000 per annum. They 
recognise that the additional spending factored into the existing Capital Plan will largely be about 
upgrading or replacing existing public facilities and additional stock will have to come from the 
private sector.  
 
DoH recognise there is a large variance in the availability of beds across different regions of the 
country and more investment is needed to reduce regional inequities in capacity. They feel that the 
system needs more private nursing homes to take more complex cases. 
 
DoH also stressed that supply/demand analysis in this area needs to take into account other related 
policy developments such as Sheltered Housing initiatives down the line and the prospect of 
individualised budgets in the disability sector. 
 
HSE Estates are using the original Prospectus Report on long-stay residential care needs analysis and 
the DKM Report work to target the public build programme. Focus is on replacement, largely driven 
by compliance and health and safety needs with an aim to have all public stock HIQA compliant by 
2022. They are facing a serious challenge with the ‘moving target’ nature of compliance and also 
evolving models of care, plus customer expectations. 
 
HSE Estates are trying to look at a 10-year horizon. They see the 80/20 split in provision between 
private/public as implicit rather than formal policy, with a rationale to keep strategic leverage in 
terms of procurement and also guarantee cover for less commercially attractive case types. HSE 
Estates are open to proposals for alternate procurement arrangements involving private sector 
collaboration through a range of approaches. Options are available based on experience in the 
Primary Care setting for a number of years now. 
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HSE Estates are of the view that investor concerns relate to issues such as HIQA shut-downs i.e. 
operator risk and related ability to service debt or lease from a developer. Transparency and 
certainty are seen as issues here; anything that would help encourage involvement of 
investors/builders/operators who had: 

• Scale 
• Brand 
• Buying power 
• Full service spectrum offer capability 

would be good for market sustainability. Their experience is that there is a fairly regular flow of 
enquiries from potential investors and upcoming procurement initiatives. 

4.2.4 Future pricing and resourcing approach 

DPER are satisfied overall with the pricing approach and the way in which NTPF are discharging their 
brief in this regard. They would have concerns and doubts about the practicality and value of 
changing the existing approach to a dependency-related system, while recognising that this is what 
has been done in the acute sector. 

DoH shared some of these concerns and are aware of the potential to create a cost-escalation 
dynamic. Initial disposition is that the pricing process must cover the majority and spread of 
disabilities. However, they did point to the tensions between VFM considerations and wider public 
health policy factors, as well as the reality of growing demand for general and complex care services. 

HSE Services for Older People are of the view that the question of matching resourcing more 
specifically to need/dependency should be addressed. The State has invested in technology to allow 
it to assess requirements for both Homecare and long-stay care on an objective and standardised 
basis. This approach is: 

• Clinically/methodologically accepted  
• ICT-based 
• Capable of linking resourcing with need 

Work in this area needs to be pushed forward to confirm its more general applicability, while 
recognising that it is a 2-3 year programme at least. Transition arrangements are needed in 
meantime. 

The lack of an ability to stratify care needs has led necessarily to a ‘first come, first served” approach 
to spending which is not necessarily optimal.  There are long-standing difficulties with managing 
resources for mixed client cohorts across traditional HSE budgets. There may be a value in 
developing thinking about creating separate funds for different care types. 

HSE are very conscious of the price differences between metropolitan Dublin area and rest of 
country and would be keen to understand the drivers involved. In the absence of clarity regarding a 
rationale for this, they do not consider such a distinction is really sustainable. NTPF inform us that 
their analysis has shown differences in costs in different areas nationally to include land, building, 
and operational variances. In their view, it is not clear that the current differential arises from these 
higher costs or from other factors such as the rates applicable when fair deal was first implemented. 
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HSE’s sense is that the fundamental issue here is that demographic drivers are all pointing to an 
emerging general capacity issue with specific sub-elements to do with special requirements for 
certain client categories. 

HSE Estates are of the view that pricing has to reflect the cost of capital, not just build but also 
maintenance, albeit this is not the case anywhere in the Public Capital programme yet. Capital cost 
should be reflected in public side analysis also.  This will likely be needed when new forms of 
procurement are required for example the Public Sector Comparator. If the pricing model included a 
provision for reasonable return on capital it would help the supply-side greatly. Estates do not think 
this return on investment needs to go too high and that relatively low returns might suffice in the 
current market. 
 
4.2.5 Transparency and data 
 
DPER believes that NTPF brings independence, an element which the HSE-owned and operated 
services do not have.  Their sense is that NTPF do not get a significant market level of data from the 
nursing homes, other than what is needed for pricing discussions. They recognise that the system at 
present is not very transparent and that this could be improved. 
 
Better market-level data could lead to better resource allocation all round and DPER would be keen 
to see increased levels of transparency.  
 
DoH note that Nursing Homes Ireland (NHI) are looking for an independent appeals process and 
recognise dissatisfaction with the existing regime. There are concerns that this would in effect 
become a new pricing process.  

4.3 Regulator  

HIQA has a role in regulating the sector, its primary focus is enforcement of regulation to ensure 
good quality standards of patient care and safety. It is understood that factors such as regulatory 
compliance and standards can feature in stakeholder perspectives on pricing. At present there is no 
direct connect between HIQA and NTPF in relation to pricing arrangements, although NTPF have 
indicated that the financial impact of HIQA requirements is taken into consideration, along with 
other cost drivers, during price negotiations.  
 
4.3.1 Complex care 

 
Historically, the Fair Deal scheme had an element of flexibility to reflect dependency and profile of 
residents for example those with dementia / acquired brain injury. HIQA spoke of a sense that the 
current system has been “toned down” over the years to simplify the multiplicity of factors involved 
in driving operator costs. For example, original dementia-specific units became general units. 
Whether this has been beneficial or not for the residential care sector was questioned. However, in 
the absence of a standard assessment tool NTPF have been unable to address this issue.  
 
HIQA would be of the view that, generally, public Nursing Homes take higher levels of dependency 
and, reciprocally, have higher staffing levels. HSE facilities are resourced at higher levels than private 
homes, allowing for greater numbers of high dependency admissions. The number of high 
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dependency residents requiring nursing home care is increasing and State facilities are also facing 
issues in catering for that increase.  
 
Nursing homes currently register as, and hence are regulated as, ‘designated centres’, a descriptor 
which does not specify the type of service provided. This is no longer sufficient for residents which 
require nursing care of varying degrees. Registration of nursing homes should be based on ‘delivery 
of service’ catering for the different levels of service and care required by the different levels of 
vulnerability which would change the regulation enforcement.  
 
As it stands, HIQA indicated that in their view, the current pricing approach does not offer flexibility 
in that regard and is therefore no longer appropriate based on emerging thinking and policies on 
models of care.  However, NTPF noted that they are unable to price according to service delivery as 
there is no distinction made between the different designated centres and varying service level 
offering. 
 
4.3.2 Funding 

 
HIQA is of the opinion that funding should be allocated on the basis of an assessment of the level of 
‘service-driven’ and patient-centred design of homes. The current model of costing is focussed 
heavily on keeping prices down within an overall capped budget, which may lead to lower quality of 
services provided. The model of care should start at low dependency care and develop with the 
patient according to needs up to higher levels of acuity. However, NTPF believe that until a costed, 
nationally accepted assessment tool is developed, they are unable to price according to dependency.  
 
HIQA believe that the current methodology of four NTPF pricing criteria is inadequate. Their sense is 
that operators are frustrated because operators feel that the four criteria are not substantial. HIQA 
consider that the NHSS should be more ‘resident/patient-focused’ and that nursing home funding 
should include the activities and extra services provided and being utilised by residents. In their view 
it is important not to lose sight of the resident after initial admission.  
 
4.3.3 Supply and demand 

 
HIQA’s perception from their work with the sector is that new entrants to the market are buying 
existing stock, not building new capacity.  They also offered the opinion that because the costs 
involved in nursing homes (fixed, semi-fixed or variable) are all increasing, while income is static, 
that margins are dwindling.  
 
The long-term vision of those investing in nursing homes should include sustainable ‘community 
care’ activities e.g. daycare, chiropody etc. but unfortunately the long-term funding strategy does 
not account for this without legislative change.   
 
Public homes have greater access to interventions such as Occupational Therapists, Physios etc. 
(which are not covered by the Fair Deal scheme). For this reason it can be the case that care in a 
public nursing home is perceived as better because staffing levels are better, though not necessarily 
the physical environment. In fact, many private homes are more modern. HIQA are on record for 
acknowledging that private and voluntary homes have stepped up investment in capital more so 
than the public sector. 
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It is noteworthy that the labour volume difference between private versus public sector has reduced 
recently, due to HIQA efforts (previously avg.3.67 hrs vs 2.7hrs). It is important to acknowledge that 
public and private sectors are not comparable in terms of costing. Capital costs are not accounted 
for in pricing or in costing HSE facilities which increases the pressure on private homes.  HIQA also 
perceive that there is a substantial growth in the number of large centres and small centres are 
becoming less viable in their current guise.  

In HIQA’s view, there is a question as to whether the NTPF should attempt to determine or assess 
what the population/demand requirements are nationwide in terms of a long-term strategic plan.  A 
robust commissioning model should assess need and therefore address deficits and blackspots 
existing in communities. 

4.3.4 Transparency  
 
Transparency of how the pricing models are implemented is also an issue. Anecdotally, it was 
suggested by HIQA that there have been complaints that some registered providers are charging 
extra levies which are attributed to regulatory overheads or other such reasons. 
 
4.3.5 Views on the appeals process 

 
The current nature and structure of the Appeals Process is far from ideal. It is resourced with 
internal staff, at whose discretion it is to bring in an external party if desired. A more scientific, 
transparent, judicial and resident-focused reform needs to take place. It is felt that the current 
process might not withstand a robust challenge.  

4.4 Investor and Lender Perspectives 

The key points emerging from the consultation with investors and lenders to the long-term 
residential care sector are set out below: 
 
4.4.1 Investment appetite 
 
Investors and lenders consistently expressed the view that they continue to have an interest in 
investing in/lending to the sector because of the high demand for nursing home places, and the 
growth potential of the sector. However, it was evident from our consultations that in more recent 
years, both investors and lenders have become increasingly cautious in committing capital to the 
sector,  

Banks in particular indicated they 
now have a more cautious attitude to lending, with some indicating an erosion of confidence more 
generally in the sector. As a result, a number of lenders were of the view that future lending was 
likely to be more restrictive than in the past. 
 
Lenders indicated that not only have they seen a reduction in profitability in their nursing home 
customers in recent years, but that in some cases this gave rise to actual or prospective covenant 
breaches and the need to restructure debt facilities. Lenders indicated that they have increasing 
concerns about the stability of earnings in the sector. 
 
Banks confirmed that they have continued to see proposals being submitted in respect of new 
nursing home developments, but many of these were not viable at the reimbursement rates 
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available, or required very high levels of equity to fully fund them, given the maximum debt levels 
which could be applied to such projects using conventional lending criteria.  
 
Furthermore, banks pointed to a concentration of proposals coming forward in respect of 
developments in particular regions, principally Dublin, many in the same locations and not all of 
which could come to fruition. The existing County rates were seen as influential in the geographic 
dispersion of proposals being brought forward. 
 
A number of investors and lenders raised concerns about whether the operation of Fair Deal could 
be significantly amended in the future, in a manner which could further adversely impact on sector 
profitability. The ageing population, and the significant cost implications to the State of increasing 
numbers of people requiring long-term residential care, has caused some capital providers to raise 
concerns as to whether the NHSS in its current form was sustainable in the longer term. These 
concerns were accentuated by the experience of recent years, where certain operators had obtained 
no reimbursement rate increases or in some cases reductions in rates, despite an escalation in costs 
in the sector. The recent decline in sector profitability, the risk of changes to Fair Deal and the lack of 
visibility over how prices might be set over the longer term, combine to make it more difficult for 
investors and lenders to commit capital to the sector. Given the long-term nature of investment and 
lending to the sector, this was raised as a significant concern.  
 
Many lenders and investors pointed to the lack of a clear national strategy for the long-term 
residential care sector as an impediment to the development of the sector in a coherent fashion. A 
number of stakeholders were of the view that a clear national strategy needed to be developed 
across the full continuum of care (home care through to long-term residential care), with clarity on 
the future focus of funding, and on the role of the public sector going forward in the provision of 
long-term residential care. A number of parties expressed the view that the HSE should transition to 
being a commissioner of care rather than a provider, and that over time, public beds should be 
replaced with private beds, which it was considered could be procured at better value for money 
than the current stock of public beds. 
 
4.4.2 Nature of Investment/Lending to the Sector 
 
Investors and lenders pointed to the fact that equity investment in recent years has largely been 
conducted through existing nursing home operators, leveraging off their existing businesses, with a 
limited level of EIIS investment. Large private equity firms, both locally and internationally, up to 
2016 had yet to invest in the sector in any scale, largely a function of its fragmented nature, and the 
lack of any clear national strategy regarding how future capacity is to be procured. The proliferation 
of single site operators, the small number of nursing home groups and the lack of any significant 
sector consolidation, have meant that investors have found it difficult to find operators of sufficient 
scale in Ireland to invest equity at the levels they require. 
 
For their part, banks indicated to us that their recent lending to the sector largely involved 
refinancing of existing loans, with some new lending being made available to existing operators for 
extensions. Banks indicated that at present they did not have an appetite to engage in funding green 
field developments, principally because at the reimbursement rates available, they were not 
prepared to rely solely on project cashflows to retire debt, and sought the additional comfort of 
augmenting repayment capacity from the cashflows of existing operators.  
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As far as location is concerned, all the lenders consulted during the process indicated that only the 
rates available in Dublin supported investment in new capacity, although the escalating costs of sites 
was posing a challenge there. Rates outside of Dublin were considered not viable to remunerate new 
investment in the sector, particularly as they were not seeing any material difference in building 
costs across the country. In assessing proposals, banks indicated that the local County rate was 
regarded as the benchmark to evaluate the business plan for any new nursing home for that 
location. As such, the existence of County rates and the manner in which this criteria is strictly 
applied by the NTPF in its negotiations with nursing home operators has a significant bearing on the 
lending decisions of banks. 
 
A number of investors and banks expressed concern over the future viability of smaller (less than 40 
bed) units and how this capacity would, in time be replaced. 
 
Investors and lenders also indicated that the rates currently available do not allow for the 
development of more complex care facilities and indicated that they considered the current rate 
only provides for a generic standard of care. 
 
4.4.3 Financial Dynamics of the Sector 
 
Investors and lenders pointed to the following as their experience of the financial dynamics of the 
long-term residential nursing sector in recent years: 
 
(i) Significantly increased payroll costs, particularly in light of the pressure being brought on homes 

to compete with pay rates and conditions in the public nursing sector; 
 

(ii) Significantly increased recruitment costs in view of the increased levels of churn in nursing staff 
who are leaving to take up positions in the public nursing sectors; 
 

(iii) Increased costs of complying with regulatory requirements, impacting both capital and 
operating costs; 
 

(iv) Evidence of increasing levels of additional charges being made by homes on residents for 
services not covered under the basket of services with Fair Deal. The unregulated nature of 
these charges and how they may evolve in the future were a cause of uncertainty to lenders, 
with some expressing the view that they did not consider that they were a bankable proposition. 
 

(v) A number of lenders pointed to the existence of top up payments being made to certain nursing 
homes for certain more complex cases, but felt that there was a lack of transparency in relation 
to how nursing home operators could avail of such payments and the source of budgets from 
which they arose. A number of lenders indicated that they considered that there should be a 
dedicated ring-fenced fund for very highly dependent patients of this nature. 

 
The main concern of investors and lenders is that the significant escalation in costs across the 
sector in recent years, principally in respect of pay, insurance, and regulatory compliance has not 
been recognised in the pricing negotiated between NTPF and nursing home operators, causing 
underlying profitability in the sector to fall.  
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4.4.5 Relevance of Transparency in Pricing  
 
Investors and lenders indicated that they did not consider there was any transparency at the present 
time on how pricing was determined for the provision of long-term residential care. This created 
significant uncertainty for funders as they are unable to project whether the reimbursement rate 
was likely respond to legitimate increases in the costs of care over time, which in turn undermines 
the level of certainty lenders require over repayment capacity on what is invariably long-term debt. 
This remains the case even where the operator is given the comfort of a multi-annual agreement on 
price for a number of years from inception, as the term of the debt significantly exceeds the duration 
of any pricing agreements currently being offered. Investors and lenders accept that there are risks 
which they must take in committing capital, and are not expecting the State to indemnify them fully 
under any pricing mechanism for their investment, but are of the view that the legitimate costs of 
care should be reimbursed on a transparent basis. Investors and lenders indicated that the sector 
would be more investable and bankable with greater transparency over the pricing mechanism for 
long-term residential care. 

4.5 Perspectives of the Nursing Home Sector 

The key points emerging from the consultation process with nursing home operators and Nursing 
Homes Ireland (NHI) were as follows: 
 
4.5.1 Transparency of the Pricing Mechanism 
 
The nursing home sector does not consider that there is any transparency in the current pricing 
arrangements and do not consider that an appropriate pricing mechanism exists. The NHI indicated 
that they believed that the criteria under which NHSS (Fair Deal) fees are set should be clear, logical, 
rational, fair, transparent and should ensure the objective of having a sustainable nursing homes 
sector with sufficient residential capacity to meet the demands of an ageing population, including 
those with complex needs needing care outside of the acute hospital system. 
 
NHI indicated that they concurred with the conclusion included in the DKM Report on the setting of 
nursing home prices which stated: 
 
“There is no standard objective assessment basis for setting the price, related to either efficient 
capital and operating costs or the level of dependency of residents: while the NTPF does use some 
benchmarks, in the final analysis of the rate for each nursing home is a matter for ad hoc 
negotiation. The most important factor appears to be the “going rate” in a particular county”. 
 
NHI indicated that they considered that in developing a transparent pricing mechanism, the rate 
should reflect:  

• The increasing dependency levels of patients across the system and individual nursing homes; 
• The cost of meeting increased HIQA staffing level requirements; 
• Changes in regulatory approach; 
• an appropriate return on capital employed; and 
• A rate which would allow nursing homes to compete with public sector/HSE for staff. 
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4.5.3 Requirement to recalibrate rates 
 
NHI consider that the current funding model is threatening the sustainability of nursing home 
provision. NHI consider that the level of income in some parts of the country does not enable an 
adequate return to be made on investment which will both inhibit any new or replacement capacity 
being developed in those regions. NHI are of the view that there is an immediate requirement for a 
once-off recalibration for all nursing homes on current low rates that are not viable or sustainable to 
resolve this issue.  
 
4.5.4 Indexation 
 
NHI are of the view that NTPF and HSE should recognise and reflect cost pressures experienced by 
the sector in reimbursement rates negotiated.  They consider that the situation that has emerged in 
recent years where cost increases legitimately being incurred in providing care are not being fairly 
recognised in pricing is now unsustainable and that changes in prices are now required to cover 
matters such as: 

• Rising staff costs; 
• Increasing staffing numbers/costs arising as a result of HIQA requirements for staff ratios and 

skill mixes; 
• Increasing commercial rates and insurance costs; 
• Changes to minimum wage and its ripple effect; and 
• Any living wage requirements and its ripple effect. 

NHI also consider that indexation should be applied to all current contracts.  They pointed out that 
an indexation methodology was previously introduced by HSE to deal with cost escalation being 
experienced by private and voluntary nursing homes in the context of agreeing subvention payments 
for contract beds prior to commencement of Fair Deal. NHI pointed out that NTPF itself introduced 
an option for homes to agree medium term deals with an annual CPI adjustment. They indicated 
that the formula previously applied (known as the “Breslin Formula”) could be used as a basis to 
fairly reimburse for sector specific inflationary changes in pay and non-pay costs. They consider that 
any indexation formula must reflect the realities of cost increases in the sector, and that the use of a 
standard CPI adjustor would not be an appropriate model as it is not reflective of sector specific 
inflation.  
 
NHI indicated that a model nursing home could be agreed and used as the bases to determine an 
appropriate indexation model for the sector. 
 
4.5.5 Dependency and Complex Cases 
 
Operators indicated that the resident mix in homes comprised a greater number of more highly 
dependent cases than five years ago, but that the reimbursement arrangements in place is neither 
responsive to, nor adequately compensates for the additional care hours required to deliver the care 
expected to such residents, nor did it reflect the skill mix of staff nor related training costs to meet 
these standards. NHI and nursing home operators were strongly of the view that pricing needed to 
fairly reflect the increased dependency of residents being experienced throughout the system. 
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As far as highly complex cases are concerned, operators expressed the view that the level of 
reimbursement available under Fair Deal was insufficient to provide the required level of care for 
such cases, and that the services required for this cohort of patients could only be provided if 
additional funding was made available over and above the Fair Deal rate agreed.  Some operators 
also questioned whether a nursing home environment was appropriate for certain of these cases 
from a care perspective (for example, ABI). 
 
4.5.6 Appeals Process 
 
NHI and nursing home operators universally expressed little confidence in the current NTPF review 
process for appeals. NHI attribute the lack of use of the review process by members to it not being 
considered an appeals process at all, and indeed indicated that they consider that the whole process 
is set up to penalise anyone attempting to appeal. 
 
NHI’s view is that, to be effective and fair an appeals process needs to: 

• Be based on a clear, transparent and fair pricing mechanism so that any appeal can be reviewed 
against objective and transparent criteria; 

• Commence with a first phase appeal to NTPF, with a designated process to be conducted 
internally in NTPF using clear terms of reference and set criteria. This process should operate 
and reach a determination within a fixed timeframe;  

• Provide for a second phase of appeal, should the first phase appeal fail to reach agreement, 
involving a referral to an external independent body, to review the appeal process, again with 
clear terms of reference and set criteria; 

• Provide for the appeal outcome to be back dated to the date of the original offer to ensure no 
loss of revenue; 

• Ensure any appellant is treated fairly and not penalised for pursuing an appeal. 

NHI believe that a level of  independence needs to be introduced into the appeals process to an 
agreed independent appeal body, but only after the first stage of an appeals process within NTPF has 
been fully exhausted. NHI also believe that any such appeal process needs to be completed in a 
defined timeframe. NHI are of the view that including a greater level of independence in the appeals 
process would strengthen the governance process for the State in relation to its spend on Fair Deal, 
and would adhere to principles of good administration in the sector.  
 
4.5.7 Co-Ordination between Government Agencies 
 
A number of nursing home operators indicated they believe that there should be greater co-
ordination between government agencies in respect of how they interact with the sector, including 
HSE, HIQA and NTPF. The lack of co-ordination gave rise to strains in the system, particularly where 
the costs of compliance with regulatory standards was not specifically recognised within the 
reimbursement arrangements. 
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4.5.8 Quality Standards 
 
A number of operators indicated there was no explicit recognition in the pricing arrangements for 
those operators which apply high quality of standards, for example those who apply International 
Best Practice models of care or accreditation. 
 
4.5.9 Public Nursing Homes 
 
The higher funding cost of public nursing homes is considered by most operators to cause significant 
inequity in the system. Private operators generally consider that public homes absorb a 
disproportionate amount of the overall Fair Deal budget, but they are also concerned that the 
differential in cost has not been evidentially justified in terms of patient complexity or dependency. 
The absorption of 38% of the Fair Deal budget on public nursing home facilities that account for 23% 
of the total nursing home beds in the system is widely criticised by private operators as inequitable, 
and not offering value for money for the State.  
 
4.5.10 Return on Capital 
 
Nursing home operators were generally concerned that the current pricing arrangements did not 
take into account the significant capital investment necessary to establish nursing homes and that 
the pricing arrangements did not explicitly recognize the required rate of return on capital employed 
in funding such investments. 

4.6 Other Stakeholders 

The common themes arising from the consultation process with other stakeholders were as follows: 
 
4.6.1 Additional Charges  
 
Other stakeholders consulted included the Ombudsman, The Competition and Consumer Protection 
Commission (CPCC) and Age Action.  The remit of the Ombudsman, under Statutory Instrument 300 
of 2015, was extended to include nursing homes as reviewable agencies in respect of actions taken 
by or behalf of any of them in the performance of their administrative function. The CPCC has 
jurisdiction over the sector in respect of matters relevant to competition and consumer protection. 
Age Action campaigns for matters relevant to older people at a national level.  
 
The most common theme from these stakeholder consultations concerned the imposition of 
additional charges on residents by nursing homes.  Given that 80% of a resident’s income is applied 
as a contribution to Fair Deal, concerns were raised as to the affordability of such charges for 
residents. Concerns were also raised about nursing homes’ lack of transparency on the incidence of 
such charges, their variability across the sector, and on matters such as: 

• Where medical card or GP card holders were charged for such services; 
• Where mandatory charges were imposed on residents for social activities where those residents 

were incapable of participating in such activities; 
• Residents not being provided with an itemised bill for such additional services; 
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• Residents believing they are being double charged for certain services which they considered 
should be covered by Fair Deal; and 

• Residents in nursing homes not having the same access to therapists as in public homes, and 
having to pay for such services.  

To address some of these issues it has been suggested that; 

• Greater efforts be made to ensure consumers are fully aware of their rights to raise a complaint 
with the Ombudsman where they consider the incidence of additional Nursing Homes’ charges 
are unfair or inappropriate.  
 

• Given the unregulated nature of additional charges, a number of parties expressed the view that 
a body should be charged with overseeing and monitoring additional Nursing Homes’ charges. 
 

• To improve transparency on pricing to the consumer, it was considered that any such additional 
charges should be published along with the applicable Fair Deal rate, so that potential residents 
could easily access details of the level of such charges in any home before accepting a place. This 
was seen as particularly important given the vulnerable nature of the residents, and the 
difficulty in transferring between one home and another, once chosen. 
 

• NTPF should be notified of the nature of complaints being made to either the Ombudsman or 
the CPCC, particularly to ensure that the charges being levied are not in practice subsidising the 
services covered by Fair Deal.  
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5. Complex Care 
 

5.1 Introduction 

The issue of clients who require complex care is specifically identified in our Terms of Reference 
which require NTPF to review the adequacy of residential capacity for those residents who require 
high level or more complex care. 

As noted in Section 2.1, the role of the NTPF under the NHSS is to conduct pricing negotiations with 
providers, and applicants for NHSS are assessed on the basis that the clients will get……”nursing and 
personal care appropriate to the level of care needs of the person”. 

While the phrase “appropriate to the care needs of the person” clearly suggests a spectrum or range 
of care needs, there is no clarity around which needs are arguably complex by comparison to others.  
Absent such a definition, or indeed well-established standardised methodologies to assess applicants 
on a defined scale of complexity, NTPF understandably have found it difficult to do anything other 
than take complexity into consideration in a general manner, along with other cost drivers, as part of 
the negotiations.  Should a policy change to reflect the inclusion of addressing the funding of 
individuals who have complex care requirements be introduced, NTPF have indicated that they will 
develop an appropriate policy approach.  NTPF are of the view that there is a strong need to develop 
a SAT in order to address the complex care needs of the individual, as this is not currently available. 

Since the initial Fair Deal Report completed by the Department of Health, there has been significant 
additional analysis completed which directly relates to the area of capacity. This includes the report 
completed by DKM in 2015, where the consultants were tasked by the Department of Health to 
provide an analysis of Potential Measures to Encourage the Provision of Nursing Home and 
Community Nursing Unit Facilities. Specifically, four questions were to be addressed: 

1. What are the current and future requirements for facilities for the period 2015 to 2035 by 
geographic area and what is the likely gap in the absence of additional measures to encourage 
provision? 

2. What are the reasons for the current lack of investment in facilities and what reasons have the 
most significant effect? 

3. What are the potential policy options for addressing the problem and how do the different 
options perform against key criteria? 

4. How does a preferred set of options perform under cost benefit analysis? 
 

The DKM Report found that the main barrier to new investment in nursing homes is how the pricing 
model of the Fair Deal Scheme is operated with regards to private nursing homes. They concluded 
that this manifests itself in terms of: 

1. Uncertainty around future income streams 
2. Inadequate income levels to enable a return on investment in many parts of the country outside 

Dublin 
3. Lack of reference to dependency levels of residents 
 
Specifically, they found that …”Lack of reference to the level of dependency of residents: (i) 
discourages the development of more specialised facilities (for dementia, etc.) where more expensive 
care is required, and (ii) creates an incentive to actively discourage acceptance of high-dependency 



67 
 

residents by nursing homes…..” and in concluding their analysis they state that “With respect to the 
private sector, we are of the belief that the proper structuring of the pricing model in the Fair Deal 
Scheme will greatly reduce barriers to investment.” 

It is worth stating that NTPF are of the view that there is a strong need to develop and cost a SAT in 
order to address the complex care needs of individual residents, as this is not currently available. 

5.2 Definition of Complex Care 

Any assessment of the degree to which complexity is reflected in the current NTPF pricing process 
and how this impacts on capacity for clients with complex needs, and potential investor interest in 
providing such capacity, would ideally start with a definition of ‘complexity’ and an assessment of 
the scale of the issue overall. 

The NHSS covers the cost of the standard components of long-term residential care which are 
expressed as: 

• Nursing and personal care appropriate to the level of care needs of the person 
• Bed and board 
• Basic aids and appliances necessary to assist a person with the activities of daily living 
• Laundry service. 

 
At the moment, there is no sector-wide agreed definition of complex care or a complex resident. 
However, the working definitions amongst practitioners typically include anyone with a physical, 
behavioural or cognitive issue (or a mixture of these) which may present clinical conditions such as 
chronic respiratory conditions, dementia, acquired brain injury, osteoporosis etc.  In the NHSS 
context, for private providers, a ‘complex’ patient is effectively understood as one who operators 
believe will require a level of care which is not possible within the agreed general price. 

The NTPF conducts its pricing negotiations with providers, and applicants for NHSS are assessed on 
the basis that, the clients will get ....”nursing and personal care appropriate to the level of care 
needs of the person”, per the components cited above. The absence of a Single Assessment Tool 
makes it impossible to reflect any degree of tailoring of care to residents in an appropriately tailored 
Fair Deal rate, unless this is done within a provider’s overall budget. Nor does the pricing negotiation 
allow for any evolution in the overall casemix complexity within a given cohort and facility over the 
time of the contract. 

While the NHSS is generally assumed to relate to long-term residential care for the over 65s, there is 
no such definition in its remit and no age threshold. In fact, there are a significant number of 
younger people in long-term care under the terms of the scheme. These younger clients would often 
present with traumatic brain injury, physical disability or early dementia. They are accommodated in 
NHSS funded facilities for multiple reasons but generally due to the lack of other specialist care 
options at a given point in time. Apart from the clinical appropriateness of this, these clients would 
generally have a much longer residency than the over-65s, often at high levels of complexity. 

The population of the existing NHSS scheme, as well as those waiting for applications to be 
approved, is in fact a mixture of clients who are the classified by policymakers and funders variously 
as having disability, mental health challenges, specific medical conditions or, more generally, as frail 
elderly unsuited for homecare packages. 
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5.3 Measurement of different levels of complexity 

Casemix measurement is an internationally accepted concept which allows for the monitoring and 
evaluation of healthcare activity. Casemix measurement allows for the collection, categorisation and 
interpretation of client or patient data related to the types of cases treated in order to assist 
providers and funders to define their products or services, measure their productivity and assess 
quality. In an era of evidence-informed healthcare, casemix contributes towards evidence-informed 
management. Casemix measurement can be combined with costing data to allow for resource 
allocation and management applications also. In overall terms, irrespective of the health or social 
care setting involved, casemix systems provide a common language that supports collaboration 
between clinicians, statisticians, managers, funders, providers and policy makers. 

In general terms casemix approaches have been used internationally for: 

• Resource allocation 
• Comparing provider efficiency 
• Quality control 
• Financial management 
• Measuring outcomes 
• Needs assessment 
• Capacity planning 

 
In Ireland to date the most significant use of casemix has been in relation to the acute hospital 
sector where it is known as the Activity-Based Funding (ABF) programme. By December 2016, ABF 
had been rolled out in the 38 largest public hospitals, initially for inpatient and day case activity.  It 
replaces the previous arrangement of block grant allocations.  ABF means that providers are paid for 
the actual quantity and variety of care they deliver to patients, thereby enabling the hospitals to see 
clearly the link between money and the work they do. 

The 2015 Implementation Plan for ABF identifies the principal benefits and states that ABF will: 

• Drive improved quality; 
• Ensure a fairer system of resource allocation where hospitals are paid for the quality care they 

deliver; 
• Drive structural and efficiency improvements in the health system; 
• Drive greater transparency and efficiency in the allocation of hospital resources based on quality 

of care; and 
• Provide improved national healthcare data. 

 
ABF logic is also being applied, albeit in a more simplistic manner, in the long-term residential sector, 
where the implementation of Fair Deal in 2009 was seen as fundamentally changing the nature of 
the historic funding arrangements and introducing greater transparency, with the dialogue moving 
from one based on the funding of care homes, to the funding of clients based on individual needs 
assessments.  

It is recognised that there is a fundamental difference between using costed casemix approaches to 
resource acute care, which is of short duration and episodic, and long-stay residential care. Casemix 
classification systems in the acute setting are generally based around diagnosis, while in the long-
stay residential setting they would be built around functionality. By way of example, at present there 
is only one type of episode under Fair Deal – a period of time being cared for in a residential setting. 
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This contrasts with the 1,050 types of distinct episodes (or DRGs) in the hospital setting. Thus, the 
roll-out of ABF in the acute sector in recent years is regarded as a significantly more complex 
proposition than for almost any other setting.  

5.4 Casemix measurement in the Irish long-stay sector 

Casemix measurement approaches in the long-stay setting have been under development 
internationally over the last three decades. There are multiple classification systems with a variety of 
strengths and weaknesses. At the time of the establishment of the NHSS in 2009 relatively little 
applied work had been done on this area in Ireland. However, in recent years’ progress has been 
made in the public sector which is directly relevant to this review. 

Work is ongoing within HSE on the roll-out of a Single Assessment Tool (SAT). The ambition is that 
SAT will be the new national standard for the assessment of all older people seeking support under: 

• Nursing Home Support Scheme, or 
• Home Care Package Scheme 

 
SAT will replace the Common Summary Assessment Report (CSAR) in both Acute and Community 
sites for access to these schemes in a phased manner, beginning with NHSS scheme entry. SAT is an 
IT enabled comprehensive health and social care needs assessment for older persons. The 
classification system being used within the SAT is interRAI, which was selected after an extensive 
review and piloting exercise. 

The stated purpose of the comprehensive clinical assessment (interRAI) tool is to: 

• Provide a comprehensive clinical assessment of a person’s medical, rehabilitation and support 
needs and abilities such as mobility and self-care 

• Provide information to help nurses write tailor-made care plans which, when implemented, 
benefit both older people and staff 

• Allow an older person’s family to be part of the assessment process so they know that their 
family member’s needs have been identified and catered for by the rest home facility 

• Allow for comparing data on residents with similar needs within a facility or within a chain of 
facilities, so a standardised ‘best practice’ approach to providing care can be used 

• Allow funders and policymakers to access data from residential providers and the community, to 
identify any trends or gaps so that policy can be developed which addresses healthcare needs. 
 

One of the inbuilt algorithms within the SAT is a case mix measure called Resource Utilisation Groups 
(RUGs). This case mix measure can be used to match resource allocation to care requirements. The 
current RUG-III-HC methodology assigns each client assessed to one of 7 major categories and 23 
groups 

• Rehabilitation (3 RUG-III-HC groups) 
• Extensive care (3 RUG-III-HC groups) 
• Special Care (2 RUG-III-HC groups) 
• Clinically complex care (4 RUG-III-HC groups) 
• Impaired condition (3 RUG-III-HC groups) 
• Behaviour Problems (3 RUG-III-HC groups) 
• Reduced Physical function (5 RUG-III-HC groups) 
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While there is a range of classification systems available, the interRAI tool and RUGs, as selected by 
HSE, are being used in a number of countries (incl. Canada, USA, New Zealand, Finland and Iceland) 
already for casemix measurement in the long-stay setting and for funding of services providers on 
the basis of dependency-related pricing. 

Furthermore, the development and application of costed RUGs has allowed for the creation of 
national pricing systems where the relative cost of one client type versus another can be established 
and tracked. These cost differences are obviously calculated in local market terms, building on local 
costs of labour etc. However, they do allow for the creation of Relative Values (RV) for any given 
RUG type which indicates the relative cost (or price) of one client type versus another. Comparative 
studies have indicated that there is a strong degree of stability and comparability in the RVs across 
countries, irrespective of local variations in models of care, service structures etc. This would suggest 
that an analysis of existing NHSS clients, or applicants, using interRAI would permit an assessment of 
the existing range of complexity and relative resource requirements in the scheme using, initially at 
least, RVs from other jurisdictions. 

The phased implementation of SAT has commenced in “Early Adopter” acute and community sites. 
Three acute hospitals - Beaumont, Tallaght and Galway University Hospital were chosen to assess 
older people with SAT for entry into NHSS. Implementation into four Community Healthcare 
Organisations (CHO) areas (Dublin North, Dublin South West, Galway and Cork) followed, again 
focusing on older people applying for NHSS supports. 

An evaluation of all “Early Adopter” sites was due to conclude in Q2 2017, after which more 
widespread implementation is planned across both acute and community sites. Implementation into 
the long-term care sector is planned thereafter, but it is understood that the HSE is currently 
exploring how this could be ‘fast tracked’ through, potentially, provider involvement and 
participation. 

The original test data sample from the pilot projects referred to above was merely a snapshot of a 
six week test period, and these numbers were reduced further as the cost of care information was 
only available for a small subset of this sample. However, within this extremely limited sample a 
number of elements were noted as follows: 

• There were a range of people with different levels of complexity entering into long-term care 
• There did not seem to be any reflection of those requiring heavier care receiving increased 

resources as equal costs were recorded at both ends of the complexity scale 
 

While limited in its scope the RUGs data does highlight that the current payment system does not 
reflect care requirements. It offers the potential to introduce a pricing model which is based on and 
reflects care needs and complexity.  However, to successfully implement RUGs into long-term care in 
Ireland requires careful planning. RUG information from other countries could also be utilised 
initially, as evidence outlines a similarity in results regardless of country origin. 

5.5 The scale of the complexity challenge 

The NTPF’s current pricing process is based on the premise that, any given provider client base is 
likely to contain a mix of clients with different and evolving degrees of complexity, and that in 
consequence the fixed price negotiated for any provider by reference to the established four NTPF 
pricing criteria will allow for such variations - in the round. No direct account is taken of the 
dependency level of individual residents in price negotiation.  NTPF acknowledge that the roll-out of 
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a single, nationally recognised, dependency assessment tool could be beneficial, subject to further 
consideration of how such a model would be implemented, costed and applied in practice. 

Providers argue that complexity and dependency, and the related labour costs, are the most 
significant cost drivers in their business overall. They point to the repeated analysis which forecast a 
shortfall in required national capacity in the years ahead as being underpinned to a considerable 
extent by investor unwillingness to take a flat-rate price and assume the risks that come with 
growing dependency in their client base. Our consultations with funder and private provider 
interests confirmed this perception. 

Despite the absence of agreed definitions, we looked at a number of proxies and partial data sets 
(official and unofficial) to attempt to get a sense of the scale of the complexity issue in terms of the 
existing registered NHSS client base and among those applying for the scheme. 

Private providers point to a sustained increase in the average complexity of their client base. 
According to the Nursing Homes Ireland (NHI) Annual survey 2014/15 over 65% of all residents 
accommodated in respondents’ homes were in the High or Maximum categories of dependency. 
This represents an increase from 54% for the same group in 2009. The percentage noted for each 
dependency category are outlined below: 
 

Category Low Medium High Max 
% Residents 13% 22% 27% 38% 

 
In the same survey (commissioned by NHI) approximately 45% of residents in respondents’ nursing 
homes were found to have been clinically diagnosed with dementia, which represents an increase 
from 38% in the previous survey in 2009. Dementia is generally recognised as a significant 
contributor to complexity of care needs. 

As mentioned previously, there are also a significant number of people under 65 years of age in the 
NHSS scheme at present. HSE Disability services put this number at 1,048 in 2015. This total was not 
revised in 2016 so does not account for any deaths or new admissions. Recognising that there is no 
specified age requirement for acceptance in the scheme, consultations with providers and HSE 
suggest that many, though not all, of these clients have complex presentations and have been 
placed in NHSS funded long-stay facilities due to the unavailability of appropriate local specialist 
services. We understand that further analysis has been commissioned to more fully understand the 
nature of these cases. 

The increase in dependency levels of residents is consistent with the anecdotal evidence from 
operators that older persons are being cared for in their own homes as long as possible, in part due 
to the wider availability of HSE homecare packages, and are only being admitted to nursing homes 
when they can no longer safely take care of themselves. The gradual increase in the proportion of 
total applicants for the scheme over 85 years, from 43% of applicants in 2012 to 44.9% in the first 10 
months of 2016 would align with the overall shift in the proportion of very elderly in the population 
as a whole. 
 
While this evolution of dependency levels and casemix is arguably catered for within the overall 
fixed pricing model, there are a number of indicators that providers are unwilling to take on more 
complex cases within the existing pricing structure. This evidence emerges at the point of 
assessment, prior to admission to the NHSS scheme, and in the solutions, that are being found to 
accommodate more complex cases. In our view, these ‘work arounds’ provide firm indication of the 
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extent to which the current pricing arrangements are no longer adequately adapted to the service 
needs of the individual clients now presenting for the NHSS. 
 
One of the principal referral routes to NHSS is from the acute hospital sector where there has been 
an intractable problem for many years with regard to discharging patients who are no longer in need 
of acute care. At any given point in the year these delayed discharges are likely to average in the 
region of 600 patients overall. A proportion of these represent patients who are awaiting approval of 
applications for placement in NHSS facilities. Some of these patients fail to find accommodation 
within the scheme and in recent years a system of funding ‘top ups’ has developed to secure 
placements for them on an individualised basis in private long-stay care facilities. Funding for this 
arrangement may come directly from the hospitals themselves, but more typically from HSE Services 
for Older People at CHO level. 
 
In our engagement with HSE for this review we sought details of the number and cost of these 
special arrangements in recent years to build a picture of the impact over time of such clients. The 
graphs below show HSE data for the number of such payments made in the years 2015 and 2016 (6 
months) to Service Users and Service Providers. Also shown below is the total value of the payments 
made in 2015 and in Q1 and Q2 2016. Data are only available for 8 of the 9 CHO areas at present. 
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We also reviewed the Delayed Discharge statistics for the acute hospitals with HSE Services for Older 
People and Acute Hospitals Directorates to assess the quantum of patients awaiting discharge who 
might equate to complex clients likely to need special funding arrangements for access to NHSS 
facilities or simply pending the availability of a place in a facility which was ready to accept a client 
with their care needs. This analysis showed at any given point in 2016 there were approximately 26 
patients in acute hospitals with delayed discharge due to the complexity of their care needs and 
consequent placement difficulties. With an average wait time of 3 months, this amount to in the 
order of 110 such patients over the course of a year  
 
Finally, as another possible indicator, we considered the flow of patients from the National 
Rehabilitation Hospital (NRH). This facility takes patients in most need of rehabilitation post the 
acute hospital phase of their care but then typically seeks to move the patients on to appropriate 
settings after a number of months when their NRH rehabilitation is complete. NRH indicated that, on 
average, they would have 10% of their 120 beds occupied by patients who needed to move to an 
alternative setting and that the largest single portion of this number would be patients who needed 
‘high end’ ongoing care, but of a sort which no longer required NRH services. In NRH experience 
most of these (8-10) patients are not acceptable to providers at NHSS rates and are awaiting special 
funding from HSE. This often takes in the region of 6 months to procure. 

5.6 Relationship between complexity and resourcing in long stay care 

In Oct 2016, the HSE published the weekly cost of care in its public nursing homes, setting out the 
pricing and cost situation as at January 2016. The costs in HSE long-stay residential centres average 
€1,406 per week while the average rate for private nursing homes, operating under the NHSS, is 
€906. HSE has undertaken to publish these data annually from now on in the interests of 
transparency. 

HSE pointed to a number of reasons for cost variations between the private and public homes. These 
included: 

• Reductions in long stay public bed numbers but with ongoing fixed costs 
• Environmental implication on staffing levels, with new physical layouts bringing higher staffing 

costs 
• Geographical provision of residential placements in remote areas not well-served by private 

providers 
• Higher nurse staffing ratios 
• Staffing cost of providing ‘Long-Term Residential Care Services’ at public service rates of pay and 

conditions of employment for all staff which includes paid sick leave, maternity leave etc. 
• Public sector recruitment moratorium. The public residential care sector has relied on the use of 

agency staff to support adequate safe levels of service. Currently such reliance on agency staff is 
being replaced steadily, with staffing requirements being met through more sustainable 
contract arrangements. 

 
We noted earlier that based on the pilot projects carried out on SAT that there did not seem to be 
any reflection of those requiring heavier care receiving increased resources as equal costs were 
recorded at both ends of the complexity scale, so complexity of resident was not evidently driving 
cost. 
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Furthermore, higher levels of patient complexity were not specifically cited by HSE as a cost-driver, 
although the Minister for Health was reported at the time of publication as stating that there was a 
“complexity of need” catered for in the public health service and that “It is not as simple as 
comparing and contrasting one with the other”.  He also indicated that a ‘Value for Money and 
Policy’ review be carried out by the Department of Health (DoH) which will focus on the extent to 
which the existing variations in cost can be attributed to differences between public and private 
sector cost structures (e.g. pay levels).   Our engagements with stakeholders confirmed that the 
general view among policymakers and funders (DPER, DoH and HSE) remains that the most complex 
patient types are cared for in the HSE homes, in specialist care providers or, less commonly, through 
special funding arrangements in NHSS approved facilities. All parties agree that the key cost-driver 
here is the link between complexity of client type and the quantum of staffing time required to 
adequately care for the more highly-dependent clients. 

Private providers consulted individually, as well as through a representative body, Nursing Homes 
Ireland, reject the assumption that cost differences are attributable to the HSE homes catering in 
general for more complex patients. They point out that the average length of stay in all nursing 
homes - public, private and voluntary - is 1.9 years, suggestive of a similar casemix. This average 
length of stay has also dropped in recent years across the provider base as a whole which equally 
suggests that the client mix may be entering care on average at a point where their conditions are 
more complex.  At present it is not possible to verify either perspective.   

Equally, the private providers in general reject suggestions that more challenging patients such as 
those with dementia are disproportionately represented in the HSE facilities. A 2015 study (An Irish 
National Survey of Dementia in Long-Term Residential Care, January 2015) surveying nursing homes 
which was undertaken by the Dementia Services Information and Development Centre, found that 
out of 469 respondents the private sector provided the main bulk of specialist dementia residential 
care, (63%), followed by the HSE (30%) followed by the voluntary not-for-profit (7%). Whilst the 
private sector was the dominant provider of long-term residential care in SCUs, the public sector was 
the main provider of residential respite care. 

The study stated that “…the private sector is the main provider of specialist long-term care to PwD 
(People with dementia), whilst the public sector is more likely to be the main provider of residential 
respite care. This finding is curious given the high dependency needs of PwD, and the comparatively 
smaller payments private providers receive from the NTPF for such residents. Our findings would 
lead us to conclude that the complex and high dependency needs of PwD in SCUs now need to be 
more realistically reflected in fairer resource allocation, in recognition of the skill mix of staff 
employed in sCus, their training needs and the level of care expected to be delivered to residents 
with dementia. A new funding model is required if the private sector is to be further incentivised, 
with more funding allocated to private nursing homes in recognition of the specialist services 
needed to support PwD including those with behaviours that challenge.” 

NHI also point to another finding of the same study to the effect that the HSE facilities “…which 
receive the highest payments for care because they are said to accommodate those with highest 
dependency needs, were seen to be more restrictive than other providers in relation to admission 
criteria, and were more inclined to refuse admission to those not independently mobile." 

Absent a standardised casemix measurement approach it is not possible to be categorical in relation 
to the specific impacts of the dependency mix on cost in an Irish long-stay care setting. However, as 
noted earlier, HSE has indicated that the early and admittedly limited RUGs data from its SAT pilots 
does highlight that the current payment system does not reflect care requirements and that they 
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consider it offers the potential to introduce a pricing model which is based on and reflects care 
needs and complexity.  

NTPF believe that a separate exercise to establish the cost implications of the additional funding 
requirements needs to be undertaken so as to inform the impact on the public finances of this 
approach. The term of reference of this study did not provide for this.  It is worth noting that the 
current pricing process is, in general, funding the cost of complex care nationally within the overall 
basket of costs.  As such, separately identifying the incremental cost of complex care should also 
identify opportunities to reduce the reimbursement due to operators who have a cohort of patients 
with average or below average care needs. 

5.7 Governance and accountability 

There is a complicated series of relationships underpinning the NTPF pricing and procurement role. 

The DOH sets out the national policy parameters for health services overall and within that for client 
groups such as Older People, Disability and Mental Health. HSE has the service responsibility for the 
client group who are cared for under the NHSS. HSE prescribe the appropriate model of care. The 
NHSS legislation provides for the appropriate location for delivery of long-term residential care 
services being approved nursing homes under the Health Acts. HIQA are responsible for setting the 
guidelines for the delivery of care in nursing homes. Funding for the NHSS scheme is negotiated 
annually as part of the overall Health Vote and DPER and DoH has a role in those discussions. 

As has been described above, what makes patients in long stay residential care “complex” may be a 
function of there being frail elderly alone or because they have additional challenges which could be 
due to mental or physical disability, for example. In other cases, the patient group are not, in fact, 
elderly. At both HSE and DOH levels there are multiple decision makers who are responsible for the 
client cohorts who are currently in or wish to participate in the Fair Deal Scheme. Equally, the 
models of care for different patient groups vary in the degree to which they are explicitly formulated 
and prescribed by HSE.  

This complex governance arrangement is reflected also in tensions between public health policy 
agendas which have relevance to how a pricing mechanism should be constructed. Taken together 
these make the existing ‘negotiation brief’ of the NTPF a challenging one, in that there are some 
ambiguities around the role of the NHSS itself and the NTPF negotiation mandate, which would 
benefit from clarification and aid NTPF in discharging their specific role.  Some examples of this 
would be the need for the scheme to reconcile important, but diverse policy imperatives around 
issues such as: 

• Quality and safe care 
• VFM/ Cost Containment 
• Balance between homecare and residential care 
• Need to relieve pressure on Acute sector 
• ABF and Commissioning agendas 
• Evidence-based models of care 
• Appropriate Statutory, voluntary and independent mix 

 
Our consultations with various stakeholders highlighted these tensions and the understandable 
differences in emphasis which exist between them.  
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6. A Transparent Pricing Mechanism for Long-Term Residential Care 
 

6.1 Introduction 

Previous studies, and the consultation process undertaken as part of our work, have highlighted the 
absence of a transparent pricing mechanism as a barrier to investment in the nursing home sector. 
The DKM report indicated the current pricing arrangements gave rise to uncertainty around future 
income levels beyond the term of individual agreements, provided inadequate returns on 
investment in many parts of the country outside of Dublin, and were not reflective of the 
dependency levels of residents. The absence of a transparent pricing mechanism continued to be 
raised by nursing home operators and investors during our consultation process, and remains a 
significant barrier to investment.  
 
In this section, we consider what a transparent pricing mechanism might mean, how it would 
operate and the role it could play in future price negotiations.  

6.2 What a transparent pricing mechanism means 

Before looking in detail at the operation of a transparent pricing mechanism, it is worthwhile setting 
out some of the principles we considered in defining such a mechanism. 
 
Firstly, there is the question of what a pricing mechanism should be expected to achieve.  We 
defined this as a mechanism which: 

• is capable of determining a fair and appropriate market price for care in a consistent and 
objective manner. This would be expressed as the rate for a nursing home resident per week for 
an efficient operator providing a level of care in compliance with regulatory standards. As such, 
the mechanism would: 
- be based on the costs, reasonably and prudently incurred by an efficient operator in 

providing long-term residential nursing care in the current market; 
- be responsive to changes in the costs of providing care over time; 
- reflect the complexity of the resident population; 
- incorporate an appropriate return on capital employed in the business.  

• provides value for money to the State for its investment in the sector; 
• is capable of supporting the payment of a premium for achievement of quality standards; and 
• is capable of being used to inform both: 

- (i)  the setting of appropriate prices for new entrants to the sector in different locations 
and at different points in time, 

- (ii) periodic pricing negotiations between the NTPF and existing operators. 
 
Secondly, there is the question of what transparency might mean in the context of a pricing 
mechanism. We considered transparency to mean openness, operating in a way in which it is easy 
for others to see and understand what is being performed. In the context of a pricing mechanism, 
that this would mean that the structure and operation of the mechanism would be fully evident to 
all participants in the negotiation process, enabling clarity on how the mechanism operated, 
including on the constituent inputs to and outputs from the mechanism in informing price.  
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We consider a transparent pricing mechanism developed in line with these principles would deal 
with what is seen by investors as a significant deficit in the current pricing process and overcome the 
barriers to investment which currently exist. This is seen as particularly important in the context of 
the sizeable increase in nursing home capacity required over the medium term given the demands of 
an ageing population.  

6.3 Rationally determining price in the nursing home sector 

In our view, in order to ensure that any pricing mechanism is seen as fair and appropriate, it needs 
to incorporate proper and fair recognition of the following constituent elements: 

• payroll and other staff related costs necessarily incurred by an operator in providing care in line 
with prescribed regulatory standards;  

• other operating costs necessarily incurred in operating a home to an efficient standard; 
• repairs and maintenance expenditure necessary to maintain the home to an acceptable 

standard for residents; 
• an appropriate return on capital to investors.  Nursing homes are long-term investment projects, 

requiring significant upfront capital expenditure, which as a depreciating asset, needs to be 
recouped over the life of the asset. Investors prepared to commit capital to fund the upfront 
investment require an appropriate return on their capital, reflective of the capital structure 
being put in place (debt versus equity) and the risks of investment. 

• Allow a reasonable level of flexibility to the State, as the funder of the NHSS, to meet its 
budgetary requirements in circumstances where budgetary management cannot be achieved 
through curtailment of take up of services in times of severe pressure on the public finances.   

The first three of the above elements of any pricing mechanism are considered and well understood 
by NTPF staff as part of the current negotiation process. Over the life time of a nursing home, these 
operating costs (those charged in arriving at EBITDA) will typically account for c.80% of the total 
reimbursement price, and therefore how they are dealt with in any pricing mechanism is crucial. The 
detailed examination of historic financial information on homes undertaken by NTPF when 
negotiating new pricing agreements, and the manner in which the financial review template is 
prepared in each case, gives NTPF staff a thorough understanding of the financial metrics across all 
relevant cost headings. The fact that NTPF collate data on a sector wide basis means that staff also 
have available to them a rich source of benchmark data for all cost categories. Whilst the current 
process includes benchmarking key cost drivers in the nursing home during negotiations, it could be 
developed further into a more formulaic approach that can readily feed into a more developed 
pricing mechanism, and would form a continuing part of any such mechanism. In particular, the rich 
source of data collected and collated by NTPF staff would provide a valuable input to that 
mechanism.  
 
The next element of any pricing mechanism, return on capital employed, is critical to both attract 
new investors and keep existing operators in the system. The objective is to ensure that capacity 
meets the demand for long-term residential care. However, NTPF remit may need to be extended to 
assess and address capacity requirements.  
 
6.3.1 Payroll and Other Staff related Costs  
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for benchmark information. This clearly presents a challenge to developing extensive, detailed and 
robust care hour benchmarks.  
 
The use of benchmark information may be informative, and to some extent reflects what is being 
done today by NTPF, but would only be an interim step and would fall short of the more objective 
and reliable information an assessment tool provides. Our conclusion is that every effort should 
made to accelerate the roll out of SAT across the nursing home sector as soon as possible, as it is 
central to having a robust and credible pricing mechanism in place. The implementation of SAT 
would quickly provide useful data on casemix measurement, even in advance of more linking such 
information more systematically to pricing and payment. 
 
Where care hours are used in the mechanism, the second element of determining the appropriate 
level of direct staff cost in a pricing mechanism concerns pay rates. Differences can and do exist 
regionally in rates, so this would need to be considered in any pricing mechanism. In order for any 
pricing mechanism to be relevant, it needs to take into account the most up to date information on 
pay rates in the sector, particularly at a time of pay inflation. Any legislative changes which impact 
on pay rates on the sector, such as the introduction of a minimum Living Wage, would also be 
reflected in any pricing mechanism.  
 
It is recognised that the pay structures in place for nursing and care staff can be complex with 
different rates applying to night time working, weekends and bank holidays. These factors should be 
taken into account in arriving at an appropriate blended average pay cost per hour for such staff.  
 
Having considered both the appropriate number of care hours required to meet the care needs of 
residents and the hourly pay cost of those involved in providing care, the pricing mechanism can 
then reflect the Direct Staff Cost appropriate to a home of differing sizes and by region. As noted 
above, variations in pay rates by region may necessitate a matrix of Direct Staff Costs to be 
developed for different regions, although this should only be done where material variations arise to 
avoid undue complexity in using the pricing mechanism. 
 
The NTPF view is that a fully developed model of care for complex patients based on dependency for 
complex patients is not possible without a SAT.  
 
In the absence of SAT, it should still be possible to determine the total Direct Staff cost by reference 
to the costs recorded on the benchmark sample.  This would remove the need to determine care 
hours and rates of pay explicitly in the price discussion and instead would focus more heavily on the 
cost of providing the care on a per bed basis for efficient homes. 

Non-Direct staff  

Non direct staff such as catering, laundry, cleaning can be included in the pricing mechanism by way 
of benchmarks, either as a % of total cost, or by determining the appropriate number of average 
hours per indirect staff category by resident multiplied by the hourly cost. Certain homes may 
outsource some of these functions to external providers. One would expect that this would create 
both efficiencies and improved quality of service. It is not practically possible to cater for alternative 
models of provision in a pricing mechanism, and we are of the view that a mechanism based on 
internal staff provision is a reasonable basis for determining the appropriate costs of Non-Direct 
staff.  
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Pay rates for such staff can be assessed from information obtained by NTPF as part of the renewal 
process.  
 
The appropriate level of Non-Direct Staff costs for inclusion in the pricing mechanism is a product of 
the hours and pay rates of the relevant staff category.  

Managerial and Administrative staff  

All homes require a level of management oversight and administrative support. The increasing 
demands on homes in meeting regulatory requirements and those of external stakeholders such as 
lenders is requiring more investment to be made in management structures. Any pricing mechanism 
needs to allow for a reasonable level of management and administrative cost in an efficiently 
operated home. The costs to be included under this heading should be based on market rates.  
 
The inclusion of a market based allocation of cost for management and administrative functions 
within the pricing mechanism deals with two issues which arise in practice. Firstly, there is the issue 
of the amount of Directors’ remuneration to be allowed – such costs should only be allowed to the 
extent that they reflect a legitimate cost of managing the business in line with market norms. 
Director shareholders can remunerate themselves out of profit by way of excess remuneration or 
bonus; such payments are akin to dividends and would be excluded from any pricing mechanism 
benchmark. On the other hand, entities which conduct their operations through partnerships, where 
the partner income is shown as a profit share, should in equity be permitted to recover partner costs 
where the individuals concerned are in fact involved in managing the business. The pricing 
mechanism would provide for this through the allowance made for a benchmark management cost.  
 
The benchmark cost for Managerial and Administrative cost to be included in the pricing mechanism 
can be expressed in terms of a cost per resident per week.  

Other Staff Related Costs  

A range of other staff related costs ordinarily arise in running an efficient nursing home, and should 
be explicitly recognised in any pricing mechanism as a legitimate operating cost. Provision is required 
for Employers PRSI, based on the levels incurred throughout the sector, having regard to employees 
pay level and status (full time / part time). Pension costs for care and domestic staff are not usual in 
the sector; however, any mandatory pension arrangements introduced in the future would need to 
be included. Normal pension arrangements for managerial and administrative staff are a legitimate 
cost for inclusion in a pricing mechanism. Provision for sick pay based on market norms would also 
be made. 
 
Three other staff related costs are worthy of mention: 
 
1. Training:   

Homes need to ensure staff are trained to a level which ensures the appropriate level of care is 
provided by sufficiently skilled staff. A benchmark cost per resident per week for training needs 
to be determined and included in the pricing mechanism. Proper reimbursement for training 
costs supports the quality agenda in the provision of care. 

 
2. Agency staff:  

Staff shortages, a feature of the nursing sector internationally and in Ireland, compounded in 
recent years by a high level of staff turnover in the private nursing home sector, have resulted in 
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increased levels of agency staff being required across the sector to meet regulatory standards. 
During the consultation process, nursing home operators pointed to the opportunities for nurses 
in the public sector where they have better terms and conditions as the major driver of nursing 
staff churn. The impact of using agency staff and the fact that such staff need to used widely 
across the sector means that agency costs need to be appropriately factored into to any pricing 
mechanism as a legitimate cost of providing care, particularly as it frequently is required to cover 
staff shortages and absences which if left unfulfilled, would compromise resident care.  

 
Care needs to be taken in how to factor in agency costs into any pricing mechanism. If the Direct 
Staff Cost calculation as outlined above is based on care hours for the resident population of the 
home, the pricing mechanism provides a fully costed amount for this cost category, on the 
assumption of 100% in-house provision. Simply including an industry average for agency costs 
would result in double counting. However, given the significant increase in use of agencies to 
provide staff in homes, and the higher cost of such staff, any calculation of cost based on care 
hours needs to take account of the reality that a proportion of these hours are provided by 
agency staff at higher average hourly costs. This would require the cost per hour to be applied in 
deriving the appropriate cost of care to be appropriately adjusted upwards to reflect the 
proportion of total care provided by agency staff on average across the sector.  
 

3. Recruitment costs  
Because of the high level of staff churn in the sector at the present time, the level of recruitment 
costs being incurred by nursing homes has significantly increased.  The pricing mechanism, 
through the benchmark exercise, should be sufficiently detailed and flexible to pick up on 
genuine costs in this area and to respond to changes over time and to factor these into the 
negotiations. 
 

6.3.2 Other Operating Costs 
 
Nursing Homes incur a range Operating Costs in areas such as food, utilities, insurance, medical 
supplies, rates, advertising, telephone etc.  
 
Significant amounts of data are collected on overhead costs by NTPF as part of the renewal and 
negotiation process with operators. Sector averages, including any significant regional variations, 
can readily be drawn up to allow all relevant Operating Cost headings to be included in a pricing 
mechanism, expressed in terms of an average cost per resident per week. Many of these Operating 
Costs are minor in absolute terms so will have little bearing on any pricing mechanism. The two most 
significant costs, for which good benchmark data readily exists, are food and light and heat.  
 
6.3.3 Repairs and Maintenance 
 
Providing a good standard of care extends to ensuring the homes themselves are maintained to a 
good standard. Repairs and maintenance costs vary over the lifetime of a home, with new homes 
requiring little expenditure in the early years of operation, but more mature homes requiring to 
invest more to maintain the facilities in good condition.  
 

 
 As such, rather than try to allow for any variation within 

the pricing mechanism for the age of facility, it seems reasonable, given the scale of the costs 
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involved, to allow within the pricing mechanism for an average for such expenditure based on a mix 
of operators with homes of different vintages. Over time, this allows operators fund the necessary 
levels of maintenance and small capital expenditures, albeit there will be fluctuations in the actual 
levels of expenditure one year with another, and over time as the facilities age. On this basis, an 
appropriate cost per resident per week can be included in the pricing mechanism for repairs and 
maintenance. 
 
6.3.4 Quality 

Price setting could include the making of a premium payment to operators who have achieved 
objectively established accreditation standards, ensuring that the mechanism is seen to incentivise 
the provision of quality care.  It would be a matter for HIQA to develop a measurable tool, which 
NTPF could factor into its pricing mechanism. 

6.3.5 Return on Capital Employed 
 
Investors in a new nursing home are required to commit significant capital upfront to build and 
commission the home. Depending on location, a 75 bed nursing home is likely at current prices to 
cost between €10.5m and €11.5m. Land costs can vary significantly across the country, with large 
urban areas such as Dublin having high land acquisition costs. By any standard, the level of upfront 
investment is material.  
 
Prudent investors weigh up investment opportunities having regard to alternatives in the market, 
and the relative risks and rewards of those alternatives. Unless investors consider the rate of return 
on investment in an asset to be fair compensation for the risk, they will seek alternative investment 
opportunities elsewhere. If a procurer of an asset wishes to attract investors, its chances are 
optimised if the pricing model for the investment required recognises in an explicit way a fair return 
on capital employed to the investor.  
 
There a number of ways in which a fair return on capital employed could be factored into a pricing 
mechanism. We consider basing the return on a Weighted Average Cost of Capital (WACC) to be the 
most appropriate for the following reasons: 
 
• It represents the minimum return that an investment must earn to satisfy its providers of capital, 

otherwise they will invest elsewhere; 
• It is based on a representative capital structure in terms of the levels of debt and equity for new 

nursing home developments meeting the required regulatory standards. So in a properly 
functioning capital market, assuming a rational and predictable pricing mechanism was in place, 
prudent lenders could be expected to provide a certain level of debt to support the upfront 
capital investment. This approach also ensures that the State bases it’s pricing on a model that 
has an appropriate capital structure. The appropriate level of debt available in the market for a 
nursing home project could for example be found to be say 65% of total cost. This would then be 
used as an input assumption into the WACC calculation.  

• It reflects an appropriate cost of debt based upon prevailing market conditions for a normal 
market participant for the type of debt structure appropriate to nursing homes. In the current 
market, this will reflect long-term finance, with facilities typically being amortised over fifteen 
years. The cost of debt included in any WACC calculations should reflect long-term interest rates. 
The WACC calculation provides for the fact that interest costs are tax deductible so it is 
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computed on an after tax basis with the WACC calculation to ensure comparability with the cost 
of equity. 

• The cost of equity is the second element of WACC calculation. In simple terms, the cost of equity 
should reflect the risk free return available in the market (typically calculated by reference to 
Government bond yields) plus a premium for expected risk. There are established international 
data sets outlining at different points in time the appropriate premia over risk free investment 
for making an equity investment. Further risk premia typically fall to be considered in arriving at 
a final cost of equity , including : 

- The beta of the sector, being the sensitivity of the sector to movements in the markets 
generally, indicating whether it is more or less volatile than the market; 

- Country specific risks; 
- Sector specific risks; 

 
The above factors determine the appropriate cost of equity within the overall WACC calculation, 
which assuming 65% of the cost is defrayed by debt means a 35% weighting for the cost of equity in 
the WACC formula.  
 
The cost of equity for an investment in the Irish nursing homes sector would take account of the 
following factors at the present time: 

Factors which reduce equity risk  

- Low level of demand risk, given ageing population, and capacity limitations of current 
supply, particularly in Dublin, with prospect of high occupancy rates; 

- A guaranteed reimbursement rate paid from a State body , with minimal payment 
default risk (other than in respect of Additional Charges); 

- Potential for competition in any area to be constrained either through lenders limiting 
debt provision where adequate capacity exists, planning constraints or constraints on 
the number of pricing agreements being entered into by the State in given locations;   

- Predictable business in financial terms with potential to scale. 
 

Factors which increase equity risk 

- Changes in reimbursement models , including concerns about whether Fair Deal will 
continue under current structures going forward, a concern exacerbated by the number 
of recent reviews of the Scheme; 

- The lack of a transparent pricing mechanism, which increases the risk of how prices 
might be determined after the expiry of any current agreement with NTPF; 

 concern that 
legitimately incurred costs, including those which were unavoidably incurred in 
complying with regulatory standards, are not adequately reflected in pricing; 

- The risk of downward pricing adjustments at a time of constraints in the public finances, 
which occurred in the period 2010-2013.  

- Increased competition, particularly in areas of high demand; 
- Higher churn in an increasingly dependent resident population, reducing occupancy 

rates. 
- Pent up pay inflation in the nursing sector, the high levels of staff turnover and the 

attendant costs, and difficulties in recruiting staff. 
- The impact and cost of regulatory compliance, the lack of visibility of the likely direction 

of future regulatory change, and the risk of regulatory crackdown; 
- Increasingly cautious attitude of lenders to the sector; 
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- Current low rates of return relative to the replacement cost of assets in the sector. 
- Changes in Government policy for example, increased funding towards homecare 

packages. 
 
A number of the potential downside equity risk factors of investing in the sector at the present time 
could be ameliorated by having a transparent pricing mechanism in place. The existence of increased 
downside risks at present means that investors will place a higher equity risk premium for investing 
in the sector than in the past, and may well be deterred from committing capital to the sector at all.  
 
The WACC of a business is the weighted average of the costs of its equity and its debt, algebraically 
expressed as follows: 

 
WACC = ke(E/(D+E)) + kd(D/(D+E)), where: 
 
- ke represents the cost of equity, i.e. the return required by shareholders; 
- kd represents the after-tax cost of long-term debt, i.e. the return required by debt 

holders; 
- E represents the value of equity; and  
- D represents the value of long-term debt. 

 
The inclusion of the concept of return on capital employed does not underwrite the revenue or 
profitability of private enterprise. As noted above, operators continue to carry equity risks of 
investing in the sector, amongst others demand risk, availability of qualified personnel and 
competition, which can impact on an individual homes profitability. The inclusion of a return on 
capital employed does not eliminate these risks, or guarantee a given return. The inclusion within 
the proposed pricing mechanism of the concept of capital employed is designed to ensure that a fair 
but not excessive return to investors on their investment is included in price. The concept is well 
understood in relation to long term infrastructural projects.  
 
At present, where homes make a profit at an EBIT level, the reality is that a return on capital 
employed is being achieved by investors and paid for in the current reimbursement rate, although it 
is not explicitly considered in the pricing process.  

 
 

The use of an objective measure of 
return on capital employed enables a fuller assessment to be made as to whether returns in any case 
were excessive or alternatively too low. In the absence of such a measure, it is difficult to see how 
the State can assure itself that value for money is being achieved as it has no objective measure of 
whether the reimbursement price paid includes a fair but not excessive return to investors.  
 
The lack of a transparent pricing mechanism is a significant issue for capital providers at the present. 
The operation of a more transparent mechanism, and its use in informing reimbursement rates 
which are reasonable and fair, has a direct bearing on the likely interest of investors in the sector, 
and on the level of return they would require. Banks will have a greater level of comfort on lending 
to the sector if a transparent mechanism exists, something that has undoubtedly diminished in 
recent years given the deterioration in profitability of the sector in recent years. With a mechanism, 
certain risks that investors would otherwise price in to the provision of equity to sector investment 
are mitigated or abated.  
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It is a matter of debate if a transparent pricing mechanism would transfer risk from operators to the 
State or alternatively if the current pricing process creates unnecessary and costly uncertainty which 
is priced into reimbursement rates payable at present. NTPF believe that a transparent pricing 
mechanism transfers significant risk from the investor to the State through increased price 
predictability and thus makes investment in nursing home facilities more attractive to private 
funders such as banks and investors.  It is equally arguable that the current opaque system exposes 
operators / investors to risk of significant adverse price movements, which generates a level of 
uncertainty that is counterproductive to the State. Ultimately, the State has an obligation to meet 
the care needs of its older community, which brings attendant costs. Reducing the risk to operators 
reduces the required return on investment, which in turn should minimise the ultimate cost to the 
State over time.   
 
6.3.6 PropCo/OpCo Structures 

The proposed pricing mechanism would look through PropCo/OpCo structures where the property 
owning and operational company are under common ownership. As such, any rent paid between the 
entities would not form part of the proposed pricing mechanism. The mechanism would include a 
return on capital employed, which in the case of such structures, will predominantly be in the 
PropCo where the nursing home asset resides. 

6.4 Reimbursement Pricing for a new Home  

NTPF periodically receive applications from prospective developers and operators of new homes to 
enter into pricing contracts for same. To date, no specific pricing mechanism has been used by NTPF 
to determine an appropriate price, rather proposals have been subject to financial analysis to see 
how the financial metrics compare with industry benchmarks, and evaluated against the current 
criteria applied, including the current average County rate, which has a significant bearing on the 
price which could be offered.  
 
Both the absence of a pricing mechanism and the fact that new applications are measured against 
NTPF's existing pricing criteria (including the average County rate) place some constraints on NTPF in 
determining what an appropriate rate should be for a proposed new home. As such County rates 
reflect arrangements that were struck with different providers at different points, and were not 
based on any defined pricing mechanism at the time, they cannot be relied upon to properly reflect 
appropriate reimbursement for the capital employed in building a nursing home in the current 
market. In our view, the application of a County rate in negotiating reimbursement prices for new 
investment proposals, by its very nature, risks undermining proposals at the first hurdle due to the 
practical operation of the average County rate in negotiations.  
 
A robust and transparent pricing mechanism provides an objective basis on which to inform a fair 
reimbursement rate for care for new developments at given points in time. As nursing homes are 
long life assets, we recommend that for any new investment proposals the NTPF develop a model to 
assess the appropriate parameters for setting a reimbursement rate over the whole life of the 
project. This “Whole Life Model” would in essence be done in the form of a discounted cash flow 
analysis over the useful life of the asset. The key elements of this appraisal would be: 

• The capital costs would be benchmarked by NTPF against industry data and the cost of 
comparable homes on a cost per bed basis. NTPF could support this with periodic advice from 
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property experts in the sector to determine appropriate benchmarks on building costs at given 
points in time and regionally. This would enable NTPF ensure the build costs for any new facility 
are in line with market norms for the building of an efficient home meeting regulatory 
standards, and that the reimbursement arrangement is achieving value for money to the State 
and delivering a reasonable return on capital to investors.  

• Nursing homes (other than the land on which they are built) are a depreciating asset, which at 
the end of their useful life will need to be replaced. The reimbursement price therefore needs to 
cover both the recovery of the upfront capital cost of the building and its contents which 
deplete over time, as well as provide a profit return to the investor to compensate for risk. 

• A determination would be made of the useful economic life of the asset. This would set the 
period over which investors would recoup that aspect of the capital cost of their investment 
which expires over time (i.e. buildings, fixtures and fittings etc.). It is beyond the remit of our 
work to proscribe what the useful life might be, but anecdotal evidence, including some 
international comparators suggest that this could be anything from 25 to 40 years. The longer 
the period, the lower the reimbursement rate will be. The time period set is therefore not solely 
about the physical life of a building, it may be impacted by regulatory change, and in any event 
the life chosen must also reflect an acceptable investment timeframe for investors, and the fact 
that for the first 15 years of a project (when typically it will have a level of debt finance), the 
reimbursement rate must be sufficient to enable debt repayments to be met on a covenant 
compliant basis. There is a risk, if the life set is too long, that the building will have passed its 
useful life as a home before the State will have paid for it.  

• An industry based average occupancy rate should be used, with a period allowed to build up to 
full operational occupancy. 

• Inflation should not be assumed in the Whole Life model; rather this would be dealt with in 
adjusting reimbursement prices in future years for sector specific inflation.  

• Staffing costs for the home should be built up on the basis of projected care hours, with an 
appropriate mix of nursing to care staff, in line with the approach outlined above.  Similarly 
other pay and non-pay costs should be built up by reference to benchmarks for a home of the 
size contemplated.  

• Repairs and maintenance should be modelled over the life of the project, with the expectation 
that these costs would increase in cycles over the life of the asset; 

• Total Staff and Operating Costs should be reflected in the model over the life of the asset at 
current cost, with an allowance for the build-up of the business in Year 1.  

• Replacement capital expenditure is likely to be low in the early years, and increase progressively 
as the facility ages. The model should reflect the requirement for increased capital expenditure 
for renovation purposes as the facility ages.  

• Corporation tax should be provided in the model as it represents a draw on the cashflows 
available to capital providers. This will take account of any capital allowances available on 
capital expenditure incurred. 

• The model should assume no residual value for the nursing home building (excluding land) as it 
will be deemed to have reached the end of its useful life in the final year of the model.  

Once all other inputs to the model are factored in, the model will identify the cashflows available to 
the providers of capital over the life of the project at current day prices. These should be discounted 
back to a present day value at the determined WACC rate to determine an appropriate 
reimbursement rate. The reimbursement rate in the model which generates a net present value 
which equates to the initial investment in the nursing home facility is an appropriate reimbursement 
rate for the facility using the proposed pricing mechanism.  
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In order for such an approach to function properly and fairly, the benchmark data for capital needs 
to be robust. The assumptions used for the useful life of the asset and WACC need to be balanced 
and fair. There is an inevitable conflict between the position of the State and investors might take on 
these issues, as clearly the longer the asset life and the lower the WACC, the lower the 
reimbursement rate would be. Investors, by comparison will seek to recoup their investment over as 
short a period as possible at the highest possible return. Whilst assumptions on the useful life of 
assets and investors required rates of return are subjective, they can nevertheless be set within 
parameters which are reasonable and accommodate the respective positions of the State and 
investors in arriving at a reasonable market price for care.  

6.5 Reimbursement Pricing for a new Home in subsequent years  

The “Whole Life” Pricing Model provides a logical framework for the NTPF to determine an 
appropriate reimbursement rate, or parameters for same, for a new facility, encompassing as it does 
all elements of cost that should reasonably be reimbursed. The validity of the output from any such 
model will depend on the reasonableness and robustness of the input data.  
 
Once developed, the model then provides a basis for evaluating actual performance in the home in 
future years, and will assist in systematically identifying the changes in costs arising in the business 
relative to the initial base case. This can then be used to determine the impact of cost changes, 
reasonably incurred, on reimbursement pricing. A useful starting point in future years is comparing 
the level of EBITDA in the model with actual experience and how variations have arisen. The base 
level of EBITDA shown in the model is that required to: 

• Provide a return to capital providers; 
• Reimburse the cost of the home amortised over its useful life; 
• Fund future capital expenditure;  
• Meet corporation tax payments. 

Where variations have arisen from the base level of EBITDA in the model, they represent either 
variations that fall to be recognised under the proposed pricing mechanism, or are variations which 
reflect risks in the business which are more properly borne by the equity provider. If the proposed 
pricing mechanism is to be of value over time, there needs to be an understanding of the types of 
cost increases that legitimately fall to be recognised under the proposed pricing mechanism, and 
those that do not. A pricing mechanism will only maintain continuing legitimacy if it is seen as a basis 
for informing the determination of a fair market price for the provision of care. It follows that where 
operators experience genuine cost increases in providing such care that these should be recognised 
in a transparent manner in the proposed pricing mechanism. The mechanism provides both the 
State and the operator with an equitable and transparent basis to negotiate prices, ensures value for 
money for the State, provides a fair but not excessive return to investors, and supports the provision 
of adequate care by the independent sector in a financially stable environment.    
 
The operation of the proposed pricing mechanism for new homes means that neither interest costs 
nor depreciation form part of the ongoing assessment in subsequent years of what is a reasonable 
rate. This is because the Whole Life model on which the reimbursement rate was originally set: 

• incorporates a return on capital based on WACC, which deals with the return to debt providers; 
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• assumes that both the initial capital expenditure, any replacement capital expenditure and 
repairs and maintenance needed to maintain the facility in good condition are reflected. As such 
including an allowance for depreciation in the mechanism would amount to double counting.  

The following are examples of the types of areas where we would expect the impact of cost changes 
on reimbursement price would be taken into account: 
 
• Inflation in the sector:  
We have recommended that no attempt be made in the initial modelling of a fair reimbursement 
rate for inflation. An appropriate index, or set of indices will be required for this purpose in later 
years. By inflation indices, we mean indices which fairly measure the cost increases specific to the 
sector, rather than a general index such as CPI. As such, different indices may apply to different cost 
categories. We have taken this approach because it is not possible to predict inflation over any 
extended period of time, so any inflation assumption is likely to be wrong. In order for the proposed 
pricing mechanism to be credible and useable going forward, increases in costs for inflation in the 
sector need to be factored into ongoing revised pricing arrangements. 
 
A fair question is whether adjusting prices for inflation should be forward looking. Ideally this should 
be the case to ensure inflationary cost increases are matched by increased revenues as they arise. 
This may be difficult to apply in practice, and any projection is by itself subjective, and will in all 
probability diverge from actual inflation experience. In times of modest inflation, a retrospective 
adjustment factor ensures equity and greater accuracy. In times of known higher inflation, it would 
not be unreasonable to make an allowance in the proposed pricing mechanism for known current 
inflation trends, with a retrospective rebalancing against actual inflationary experience at the end of 
the pricing reference period. Clearly, if an inflation adjustment is included in the proposed pricing 
mechanism, equivalent provision for such inflation needs to be made within the overall budget for 
Fair Deal.  

 
• Staff related costs: 
The sector currently incurs significant agency and recruitment costs because of the nursing 
shortages and staff churn (largely due to staff moving to public sector positions).  These are sector 
wide issues and form part of the costs of running a home. Were these not incurred, the requisite 
staff could not be provided to meet an acceptable level of care.  
 
• Costs of regulatory compliance: 
The costs of meeting future changes in regulation will not have been factored in to the model. 
Evidence from recent years demonstrates that these costs can be significant; recent changes have 
given rise to increased staffing levels to meet the required standard of care, and additional capital 
expenditure to reconfigure homes. Operators should be entitled to have the costs of increased 
regulatory compliance reflected in price. 
 
• Insurance costs: 
Businesses generally have experienced increases in insurance costs in recent years. These are 
unavoidable and the increases should be factored into price. Certain matters, which impact on 
EBITDA, would not fall to be adjusted in the proposed pricing mechanism, for example: 

• Occupancy rates falling below the market average- this is a demand risk which falls on the 
operator; 
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• Remuneration to directors/staff in excess of market rates; 
• Costs of services to residents not covered by the basket of services outside Fair Deal; 
• Costs of providing an enhanced model of care in excess of what is required to provide an 

acceptable level of care in compliance with regulatory standards; 
• Costs materially out of line with industry benchmarks; 
• Costs associated with inefficiencies in operations; 

The assumption at all times is that the operator is efficient, so year on year, the operator would be 
subject to comparison against relevant up to date sector benchmarks to ensure he was not being 
rewarded or offered price increases for an inefficiently run business. Any benchmarks used should 
be openly available to participants in pricing negotiations. 
 
The question arises as to whether, on an ongoing basis, the WACC for a particular case should be 
adjusted to reflect changes in market conditions. We do not consider this should be done. We 
consider that the application of a robust pricing mechanism along the lines we have set out above, 
which fairly reflects the economic costs of care of an efficient operator, reduces a number of the key 
risks in the sector which act as potential barriers to investment at present. The WACC therefore 
represents the rate of return required for a given level of investment at the point the investment 
was made in the knowledge that the investment was for the long-term. Matters such as a change in 
interest rates are equity risks to which investors in the market generally are exposed, and as such 
would not be adjusted for in any pricing mechanism. The calculation of the WACC in any event is 
based on long-term interest rates. We do not see it as appropriate to continually or periodically 
revise the pricing formula for market changes in the cost of capital going forward for existing 
projects where the investment has been knowingly committed for the long-term in a prior period. 
We consider the appropriate WACC to be used in any case to be that which is based on the market 
cost of debt and equity at the time the investment is made. That does of course mean that different 
assumptions on WACC could be made over time, and that one year with another, NTPF could 
expected to update its WACC calculation to be used in investment appraisals for new homes. 
 
There is also the question as to whether the reimbursement rate should take account of the 
replacement cost of a nursing home over time. The arguments in favour of this approach largely 
centres around the fact that this would provide a fund for operators to keep their physical assets in 
good condition, provides funds to existing operators to reinvest at the end of the useful life of the 
asset, and would assist in attracting funds to the nursing home sector. We do not advocate adjusting 
the proposed pricing mechanism for the replacement cost of the asset year on year provided the 
model takes account of the necessary refurbishment capital expenditure and repairs and 
maintenance which arise over the lifetime of a nursing home asset, and which is required to 
maintain the facility to an acceptable standard to meet regulatory requirements. Provided this is 
done, the model adequately deals with the returns necessary to reward investors by including a 
market based return on their invested capital. At the end of the asset life, a decision by an investor 
to reinvest in a new home would then be subject to the determination of price using the same 
proposed pricing mechanism, which would determine a fair price at that point based on the then 
prevailing circumstances in the market, including current building costs and market based rates of 
return on capital at that point. As such, the proposed pricing mechanism would derive a price for a 
new home that would adequately reimburse the replacement build cost of the building over its 
useful life.   
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Because the pricing mechanism as described ensures the costs of regulatory compliance are 
reimbursed (whether by recognising regulatory staffing standards in the care hours determination, 
or additional capital expenditures to make facilities compliant through a specific pricing adjustment), 
it follows, where homes are found not to be meeting regulatory standards, that a reduction in 
reimbursement rates is warranted. Whilst the reimbursement arrangements should not pay for 
standards higher than required, equally a failure by operators to reinvest in facilities at the required 
level, potentially creating super short term profits for operators, should be the subject of a 
downward pricing adjustment.  

6.6 Applying the proposed pricing mechanism to negotiations with existing 
operators  

The previous sections deal with the application of a pricing mechanism for new homes and those 
homes in subsequent years.  The proposed pricing mechanism must equally apply to operators in 
existence at the time the mechanism is introduced.  For such operators the proposed pricing 
mechanism outlined above is based on the premise that it fairly recognises:  

• All payroll and other staff related costs necessarily incurred by an operator in providing care in 
line with regulatory standards;  

• Other operating costs necessarily incurred in operating a home to an efficient standard; 
• Repairs and maintenance expenditure and any capital expenditure necessary to maintain the 

home to an acceptable standard for residents; 
• Depreciation of the home over its remaining useful life.  The inclusion of depreciation is 

necessary as the investment in the home expires over the life of the asset and the investor 
needs to be compensated for this in the reimbursement rate. 

• An appropriate return on capital to investors, based on the quantum of capital employed in the 
business. 

The current pricing process undertaken by NTPF provide it with much of the necessary financial 
analysis and benchmark data to deal with the first three of the above.  
 
The question arises on how to apply the principles of the pricing mechanism to an existing operator 
in particular how to factor into the pricing: 
(i) An appropriate return on capital employed to operators; 
(ii) The recovery of the residual fixed asset investment over the remaining useful life of the 

home; and 
(iii) Future required replacement capital expenditure. 

 
Point (i) above requires both the appropriate return to investors and the quantum of capital 
employed to be used to be determined.  In our view, it is not feasible to retrospectively determine 
for all existing operators what the appropriate return on investment might have been at the time 
the investment in any particular home was made, had the proposed pricing mechanism been in 
place at that time. However, it is reasonable for investors to expect to receive a return on capital 
employed within the current level of reimbursement, and for this to be recognised in pricing. 
 
In our view, the rate of return to be used should be the Weighted Average Cost of Capital (WACC) 
that reflects the cost of equity and debt in the then current market.  This is a reasonable metric to 
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use, as it would not be practical to try to reassess the WACC appropriate to the time the initial 
investment was made in each case. 
 
The WACC as calculated is a post-tax rate and its application to capital employed will result in an 
after-tax return.  For the purposes of calculating the reimbursement rate, an adjustment is required 
to derive the pre-tax return, which can be done by either grossing up the WACC or adjusting for tax.  
In this way a pre-tax return is determined. 
 
Next is the question of determining the quantum of capital employed in a business at any point in 
time in the lifecycle of a home.  Capital employed in an existing business includes fixed asset 
investment and permanent working capital.  In a nursing home business, fixed asset investment 
accounts for the majority of capital employed.  In order to reasonably estimate the fixed asset 
investment to be included in capital employed for an existing home at any point in time, the 
following approaches could be taken: 
 
(i) Base it on the capital investment made at the time of building the facility up to that point, 

appropriately depreciated to reflect the already expired life of the facility, provided that the 
costs were at the time in line with market norms for building an efficient home meeting 
regulatory standards; 

(ii) Base it on the current cost of building a comparable facility, adjusted using a building cost 
index to determine the equivalent cost at the time the facility was built and depreciated to 
reflect the already expired life of the facility; 

(iii) Base it on the market value of the facility, which value should already reflect the age and 
remaining life of the facility.  We consider that this may be the most practical approach to 
implement. 

 
Having determined the quantum of capital employed and the WACC, the pricing of care for existing 
operators would then reflect: 
 
(i) All staff and operating costs reasonably and prudently incurred in operating a home 

efficiently and to regulatory standards; 
(ii) An annual charge to reflect the write-off of the unamortised cost (or current market value if 

chosen) of the building and fittings over the remaining useful life of the asset; 
(iii) The return to investors on capital employed being; 

ROCE= WACC x Quantum of Capital employed (appropriately adjusted for tax) 
(iv) The estimated future replacement capital costs over the remaining useful life of the home, 

amortised over that life. 
 
From the summation of (i) to (iv) above the revenue figure for the home due for reimbursement 
under the mechanism can be derived, from which, taking into account the size of the home and a 
market occupancy level, a reimbursement rate per bed can then be determined. 
 
Once an initial reimbursement rate has been agreed with existing operators upon implementation of 
the pricing mechanism, future negotiations will primarily focus on adjusting that rate for cost 
increases reasonably and prudently incurred. It is not envisaged, once a price has been agreed using 
the mechanism for the first time, that the either the WACC or the quantum of capital employed used 
in the mechanism to determine the return for investors would be updated annually. The primary 
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focus in subsequent years will be on revising the reimbursement rate for legitimate changes to the 
home’s operating cost base, including inflation. 
 
It is envisaged that prior to proceeding to implementation of the pricing mechanism, NTPF would 
test its application in practice against a representative sample of current cases, to more fully develop 
key elements of the mechanism, such as benchmarks, the appropriate rate of return on capital 
employed to be applied, the economic useful life of homes to be used, and the approach to 
determining the quantum of capital employed on existing homes. 
 
Once a decision is taken to implement the mechanism, we envisage that a transitional process will 
be required to allow its operation to be more fully assessed in practice across the sector, and based 
on experience gained, to make refinements to the mechanism made where necessary. It also reflects 
a reality that all prices cannot be reset formulaically in one go. However, even in its early 
implementation, the mechanism is likely to identify areas of the sector where the current pricing 
arrangements, largely because of their legacy origin, are out of line with what would be regarded as 
a reasonable price for care, having regard to costs prevailing in a region or the return on capital 
reasonably required by investors. The mechanism would allow such homes to be realigned, upwards 
or downwards, on an objective and transparent basis.  
 
Going forward, we see the proposed pricing mechanism as being the basis used in assessing price for 
existing operators. However, during a transitional period to bed down its use and assess any 
requirement to realign the rate, we would expect that the price previously charged will also be a 
relevant criterion.  Once the mechanism is fully established, the price movement from one year to 
the next will be determined by the proposed pricing mechanism.  Therefore, the price previously 
charged will be embedded in the mechanism, from which it will be possible to identify the cost 
headings that are driving any movement in the price from year to year. 
 
In the context of the current criteria applied by NTPF in its current pricing process, we consider that 
two of these will remain relevant principles in the application of the proposed pricing mechanism 
going forward, namely; 

• Costs reasonably and prudently incurred by the nursing home and evidence of value for money; 
• Budgetary constraints and the obligation of the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 

As noted elsewhere, we consider that the local market price should not be a criterion, as it cannot 
properly reflect the differing costs of investing in nursing home infrastructure at different points in 
time. The use of the proposed pricing mechanism will mean that changes in building and land costs 
over time would be reflected in reimbursement arrangements for new capacity, which would mean 
that equivalent facilities in the same location could justify different reimbursement rates simply 
because they were built and commissioned at different times in the construction cycle. 
 
The use of the proposed pricing mechanism does not obviate the need for negotiation, but will help 
scope the parameters within which negotiations would be undertaken. The existence of such a 
mechanism would require negotiations to more openly consider the drivers of costs underpinning 
any such mechanism, and the open provision of relevant benchmark data by NTPF to operators as 
part of this process. As such, pricing negotiations would, against the back drop of a transparent 
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pricing mechanism, recognise in a meaningful and open way the appropriate inputs into that 
mechanism, and the price reasonably determined by applying the mechanism would be transparent 
to the parties to the negotiation. Whilst the mechanism is intended to determine a reimbursement 
rate, it is envisaged that negotiation would take place on the individual cost headings (including 
comparison to benchmarks) and to address any specific factors relevant to the reimbursement price 
in any given case. The mechanism is intended to provide a structured basis that will allow the impact 
of underlying cost headings (and changes to those cost headings) to be each considered in turn so 
that a reimbursement rate can be set between the parties based on the accumulation of the 
different cost heading considerations.     
 
NTPF have indicated that the introduction of the proposed pricing mechanism as described would 
need legislative and policy changes to be implemented.  

6.7 The Estimates Process 

One of the criteria to be applied in negotiating prices is: 
 
“Budgetary constraints and the obligation of the State to use available resources in the most 
beneficial, effective and efficient manner to improve, promote and protect the health and welfare of 
the public” 
 
Budgetary constraints are a reality of any State funded schemes, and in the context of NHSS, are an 
equity risk for any participants in the sector. 
 
We recognise that the current fixed budget nature for the NHSS included within the Estimates 
process provides the State with a high degree of control of the overall expenditure under this 
heading. Unlike other elements of the health budget that encounter overruns due to the volatility of 
service demands, the budget for the NHSS does not have this level of unpredictability, and from a 
fiscal point of view, it can be seen why this would be attractive. 
 
The key concern of the nursing home sector in recent years is that the available NHSS budget has not 
been responsive to genuine costs increases being incurred in the sector. Ultimately this leads to an 
erosion of profitability in the sector, and increased caution by investors and lenders about 
committing capital to the sector given concerns over the stability of earnings. It follows that the 
adequacy of the budget is a key determinant of whether it can respond to genuine cost increases 
being experienced across the sector.  
 
NTPF have expressed a concern that in introducing a pricing mechanism he impact on the State’s 
contribution to the Scheme needs to be fully assessed and in particular whether if it in any way 
affects its financial viability. They consider that the inclusion in the mechanism of a return to 
investors needs to be balanced with the State’s ability to finance it.  We would point out that the 
principle behind the pricing mechanism is that the State is willing to pay a reasonable price for the 
services being provided, which logically must include a reasonable return for investment in the 
sector. If the overall NHSS budget does not support this, it would suggest that the Scheme is not 
adequately funded. 
 
Any transparent pricing mechanism for long-term residential care must by definition reflect the costs 
of care reasonably incurred by efficient operators, and be responsive to genuine changes in those 
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costs. It must also incorporate an appropriate return on investment. Not to do so risks undermining 
the viability of the sector over time. Unless that premise is accepted, there is no logic in introducing 
such a pricing mechanism in the first place. Furthermore, unless the overall NHSS budget is based on 
assumptions that reflect the realities of cost changes in the sector (for example, pay inflation, agency 
and recruitment costs, and the costs of regulatory compliance), it follows that over time a mismatch 
will occur, and the profitability of homes will decline, rendering the sector less attractive from an 
investment perspective. This will continue to undermine the sectors attractiveness for investors and 
lenders. The current pricing criteria are also clearly impacting on the ability of investors and lenders 
to support the building of new nursing home infrastructure in certain parts of the country principally 
because of the application of benchmark County rates.  
 
If a fair pricing mechanism is to operate going forward, ideally the NHSS budget would be aligned to 
the underlying cost experience of the sector, and reflect genuine cost changes being experience by 
operators. It also needs to adequately reflect the cost of new capacity coming into the system. Not 
to do so, and being agnostic to whether profitability and margins are under downward pressure in 
the sector, is a recipe for allowing the sector reach a final tipping point where it is certain investment 
in the sector will dry up, and business failures are likely. It is likely to increase pressure on operators 
to increase Additional Charges, to a point where the NHSS would appear to the resident more akin 
to a subvention scheme, the very situation that Fair Deal was established to resolve. Unless the 
NHSS budget is responsive to the underlying cost dynamics of the sector, the NTPF’s hands would be 
tied in negotiations, and indeed the existence of a pricing mechanism in those circumstances would 
only further aggravate tensions and undermine the credibility of negotiations. As NTPF are highly 
informed on the cost issues in the sector, they can provide a very valuable input into the Estimates 
process.  

6.8 Does the Proposed Pricing Mechanism offer value for money for the State? 

The terms of reference for this study require NTPF to review the present system of pricing 
“continuing to ensure Value for Money and economy, with the lowest possible administrative costs 
for clients and the State and administrative burden for providers” 

The pricing process applied by NTPF to date is based on four criteria, two of which specifically 
reference value for money: 

• Costs reasonably and prudently incurred by the nursing home and evidence of value for money; 
• Budgetary constraints and the obligation on the State to use available resources in the most 

beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 

The proposals set out in this report recommend continued application of the two criteria set out 
above (which specifically reference Value for Money) in pricing going forward.  We have considered 
the proposed pricing mechanism set out in this report against four principles commonly used to 
assess Value for Money- economy, efficiency, effectiveness and equity. Achieving Value for Money is 
therefore not focussed solely on achieving the lowest cost at the expense of other VFM criteria 
(although economy is a central objective of any VFM process) but about striking the right balance 
between the four “E”’s, which we consider in turn below: 

 
(i) Economy 
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Economy is focussed on spending less, whilst maintaining a given level of output at the required 
quality.  
 
The proposed pricing mechanism set out in this report directly supports economy for the following 
reasons: 

• Only those costs reasonably and prudently incurred by an operator fall to be reimbursed. The 
cost structures of an operator continue to be subject to detailed review by NTPF as part of their 
negotiation process with homes to ensure this criterion is met; 

• Operating costs of any given operator are subject to meaningful benchmarking and performance 
measures. Benchmarking is an accepted strategic management tool in effective procurement, 
and is particularly relevant in this case because the service being purchased is relatively 
standard and universal across the sector, operating to set regulatory standards.  The 
benchmarks and performance measures will be derived from the sector wide data collated by 
NTPF (much of which is already collected as part of NTPF’s current processes), and as such will 
reflect the experience of operators across the sector generally. This will provide assurance that 
the cost structures of an operator are not out of line with market norms; 

• The reimbursement of capital costs is based on a whole life costing model (which includes a 
determination of the useful life of a home over which capital costs, excluding land, are to be 
reimbursed). Capital costs will in turn reflect the market cost of building an efficient home that 
meets the required regulatory building standards, but not beyond, over the useful life of the 
asset. A whole life assessment of capital costs is generally accepted as appropriate to achieving 
VFM; 

• The return on capital included within the pricing mechanism is appropriate to and reflective of 
the risks of investing in the sector and the cost of debt and equity prevailing in the market. This 
provides value for money as it ensures that excessive returns on  investment in the sector are 
avoided, whilst at the same time providing an appropriate level of return to investors to 
continue attract investment in new nursing home capacity going forward;  

• Only the basket of services approved under Fair Deal are reimbursed; 
• The process of agreeing price between NTPF and operators continues to involve negotiation to 

finally settle on a price; 
• The introduction over time of a costed dependency measure which will allow for economic 

pricing to be fine-tuned further. 

As such, the mechanism ensures that each constituent element of price (operating costs, capital 
costs and return on investment) are assessed in an economic way, minimising the costs of procuring 
services whilst having regard to quality.  NTPF’s current processes involve a detailed examination of 
the operating costs of homes to ensure they meet the criterion of being reasonably and prudently 
incurred and offer value for money, so there exists a strong focus on economy within the existing 
processes.  

(ii) Efficiency 
 
Efficiency can be defined as the relationship between outputs and the resources used to achieve 
them.  
The pricing mechanism set out in this report directly supports efficiency for the following reasons: 
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• Benchmarks used will reflect what an efficient operator in the sector is achieving. Such 
benchmarks would include not only performance indicators on costs but also on efficiency. NTPF 
have an extensive data set to enable such benchmarks to be developed and applied.   

• The capital costs reimbursed under the mechanism are based on an efficient build cost that 
meets the required regulatory building standards, but not beyond, over the useful life of the 
asset. 

• The inclusion of an appropriate rate of return for investment in the sector in the pricing 
mechanism will bring greater efficiency to attracting investment to the sector over time, and will 
minimise the risk of investment being diverted to other sectors at a time when it is required to 
fund new capacity for long term residential care; 

• The proposals build on what is already a highly efficient and cost effective negotiation and contracting 
process undertaken by NTPF, as a central agency established for this purpose. The detailed knowledge 
of the NTPF team of the sector, their up to date information (financial and otherwise) on same, the 
coverage achieved by a relatively small team,  and their standardised contract approach are strong 
indicators of efficiency in negotiating and contracting LTR care services.  

The pricing mechanism and its application in practice strongly supports achieving the objective of 
efficiency as part of VFM. 

  
(iii) Effectiveness 

 
Effectiveness can be defined as the extent to which objectives and outcomes have been achieved.  
 
In the context of long term residential care, effectiveness in terms of outcome measurement raises 
many issues which are much wider than and go beyond the scope of this report. These include 
achieving the right balance between home care and institutional care, and providing a choice of 
settings to enable long term care users remain in their homes.  
 
The NTPF conducts its pricing negotiations with providers, and applicants for NHSS are assessed on 
the basis that the clients will get ....”nursing and personal care appropriate to the level of care needs 
of the person”. 

Our report is clear that because of the absence of a mandated tool (SAT), no direct account can be 
taken of the dependency profile of patients in negotiations, although NTPF acknowledge that the 
future roll out of a single, nationally recognised, dependency assessment tool could be beneficial in 
this regard, subject to further consideration of how such a model would be implemented and 
applied in practice.         

The pricing mechanism does however support effectiveness in a number of respects: 

• Once implemented, SAT will support informed dependency based funding which will provide an 
objective basis for ensuring care needs of residents are provided and appropriately resourced; 

• SAT combined with a linked funding mechanism will also help avoid situations where providers 
seek to cherry pick less complex cases and provide incentives to operators to meet the needs of 
those more complex cases; 

• The creation of a dedicated fund for highly complex cases will facilitate greater responsiveness 
in the provision of such care across the sector, as funding will be less ad hoc and more 
streamlined, and reimbursement will be more readily aligned with enhanced needs of this 
patient group.  
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(iv) Equity 

Equity may be defined as treating all stakeholders fairly equally and impartially.  

The pricing mechanism supports equity as it: 

• Provides a consistent approach to pricing across the whole of the sector irrespective of location. 
In particular, it proposes removing the use of boundaries such as local market price ( i.e., the 
County average) as a criterion in arriving at price;  

• Provides a basis to incentivise procurement of new capacity nationally through provision of 
medium term contracts with certainty on pricing for a period of years ( currently being applied 
by NTPF) underpinned by an appropriate return on investment to investors.  

• Will provide in time, through the use of a Single Assessment Tool, a pricing mechanism which 
reflects care needs and complexity, thus ensuring residents receive care appropriate to their 
needs, and on a consistent basis from provider to provider; 

• Provides for the ability to refer disputes on pricing to an independent third party for resolution, 
after the process of negotiation with NTPF has been exhausted.  

• Provides for greater transparency and awareness over additional charges rendered by providers 
on residents outside of Fair Deal, through their publication on a central database, and through 
their independent monitoring and review.  

For the above reasons, the proposed pricing mechanism is consistent with and strongly supports 
VFM. 
As far as overall management of expenditure on Fair Deal is concerned, NTPF’s role in negotiating 
price is one element of the overall management of the Scheme. NTPF’s role is focussed exclusively 
on price negotiation; it has no role in managing applications to the Scheme or placements in nursing 
homes, responsibility for which rests with the HSE. HSE are also responsible for overall budget 
management of the Scheme. However, the legislation states that NTPF must have regard to the 
budget vote. 
 
The pricing mechanism proposed has engrained within it a series of controls over price setting which 
are designed to ensure economy and cost effectiveness and that only those costs applicable to the 
provision of care under Fair Deal are reimbursed. These include a focus on benchmarking, whole life 
costing, and detailed financial analysis so that only the reasonable costs of care, prudently incurred, 
are reimbursed, one of the core pricing criteria NTPF applies.  
 
The pricing mechanism specifically considers the following three core elements of costs that a 
nursing home incurs:  

i. Payroll and other operating costs; 
ii. The cost of investment in a home; 
iii. The cost of capital (equity and debt) to an operator. 

 

For each category of costs, the mechanism proposed is designed to ensure that the criterion of costs 
reasonably and prudently incurred is met and the related cost controls which apply to each are 
described below:  

i.  Payroll and Other Operating Costs: 
  
In relation to the first category, Payroll and Other Operating costs, the controls that are embedded 
in the mechanism are: 
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(i)   The cost structures of an operator continue to be subject to detailed review by NTPF as part of 
their negotiation process. This enables NTPF to have a thorough understanding of the costs 
structures on each entity in negotiating price, which is fundamental to not only reimbursing 
costs which are reasonably and prudently incurred, but also key to controlling costs. The 
operational implementation of this part of the process and how the controls are applied in 
practice rest with NTPF, but based on our review of current processes, good controls are 
already in place in this regard. 

(ii)       Operating costs by any given operator are to be subject to benchmarking and performance 
measurement by reference to industry wide data collected by NTPF under the proposed 
mechanism. Much of the benchmarks and performance measures data is already collected as 
part of NTPF’s existing processes. This provides further control in ensuring that the cost 
structures of an operator are in line with market norms.   

(iii)     Only those costs which relate to services under Fair Deal fall to be reimbursed, again 
underpinning the principle of cost control. 

  

The above category of operating costs equates for c.80% of the lifetime costs of a home. NTPF’s 
current processes involve a detailed examination of the operating costs of homes to ensure they 
meet the criterion of being reasonably and prudently incurred and offer value for money, so there is 
a strong focus on economy and cost control within the existing processes. We see these processes 
continuing to be an integral part of the pricing mechanism going forward. For these reasons we 
consider there are strong controls embedded in the mechanism on payroll and other operating 
costs. 

ii. Cost of Investment in a home: 
 

The pricing mechanism we have proposed would require NTPF to have a more specific focus on both 
the capital cost of a home and the economic useful life of same. 

Controls over costs under this heading include: 
(i)        The benchmarking of capital costs in any case against industry data and the cost of 

comparable homes ( Section 6.4) will ensure the costs are in line with market norms and not 
excessive; 

(ii)       Capital costs are based on an efficient build cost that meet regulatory requirements, but not 
beyond, over the useful life of the asset.  

(iii)      NTPF would source periodic advice from property experts to inform their views on building 
costs and useful economic life at given points in time and regionally. 

  
As such, the mechanism provides a basis for NTPF to ensure it is reimbursing only those capital costs 
of an efficient operator over the economic life of the asset. This provides a strong level of cost 
control over this category of cost. 

  
iii. Return on Capital Employed: 

  

The mechanism does specifically recommend consideration of return on capital employed in pricing 
long term residential care. This part of the proposed pricing mechanism is new. The key control over 
this element of the reimbursed price is that the return is appropriate to and reflective of the risks of 
investing in the sector. This is designed to ensure that the return included in the mechanism is at a 
level which incentivises investment in the sector, but avoids the risk of excessive (or indeed 
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inconsistent) returns to investors. Furthermore, the introduction of the proposed pricing mechanism 
also reduces risk for investors, which should be reflected in a lower required return on investment in 
the sector, supporting economic pricing going forward.  This return amount, if known, can also act as 
a longer term filter on new entrants / further investment in the scheme.  At times of shortage of 
supply the return amount would need to increase and reduce in times of balanced / oversupply.  
Clearly this is a longer term driver of supply to the industry.  

In the absence of a pricing mechanism, the State is unlikely to be able to ensure value for money will 
be achieved on the pricing of care for the new capacity that will be needed over the coming decades 
to meet the increased demands for long-term residential care of an ageing population. In our view, 
the use of a pricing mechanism is consistent with the principles of equity, evidence based resource 
allocation, and the delivery of appropriate care in appropriate settings. 

Because existing rates have been arrived through a different pricing process, and are still impacted 
by legacy rates charged prior to commencement of Fair Deal, it is inevitable that the application of 
the pricing mechanism to existing operators will give rise to variations from the current rate. This 
may well highlight cases where operators are genuinely receiving less than a fair market price and 
equally cases where operators are being paid more than that rate. The outcome of the application of 
a robust, more formulaic pricing mechanism is that there are likely to be winners and losers. This will 
take a period of time to determine, and we envisage, where such variations arise, that any pricing 
adjustments would be phased in over a period of years. This reflects the reality that any such change 
cannot be made in one go, which is consistent with recognising the wider context of the budgetary 
constraints on the State in the funding of Fair Deal.    
 
The principle behind the pricing mechanism is that the State is willing to pay a reasonable market 
price for the services being provided. This is necessarily set in the context of the budgetary 
constraints and the obligation on the State to use available resources in the most beneficial, 
effective and efficient manner to improve, promote and protect the health and welfare of the public, 
one of the specific criteria used by NTPF in pricing long term residential care. This criterion will 
continue to be relevant going forward, and reflects a reality, and potential risk, for investors in long 
term residential care that the state of Government finances and consequent budgetary constraints 
may adversely impact on the funding available for Fair Deal at different points in time. The pricing 
mechanism will need to have the flexibility to be adjusted where there are severe financial pressures 
on the public finances as this will affect the State’s ability to appropriately fund the NHSS. Such 
budgetary constraints may manifest themselves in a number of ways, for example reimbursement 
pricing adjustments, limitations on approving new capacity, waiting times for persons seeking access 
to nursing home places. The impact of budgetary pressures on the State was evident in the funding 
of Fair Deal during the most recent recession. Over the longer term, however, the financial viability 
of any business is dependent on it generating a level of profitability to meet its obligations to debt 
holders, reinvest in its infrastructure and provide a fair and appropriate return to investors. For 
investors in long term residential care in Ireland, given the dependency on the State for its revenue, 
this requires such businesses to obtain a reasonable market price for the services being provided 
under Fair Deal over the longer term, whilst accepting that the state of Government finances might 
periodically impact reimbursement pricing and profitability. Equally, the policy decision to 
significantly outsource the provision of long term residential care to non-statutory provision brings 
as a corollary the need to ensure that the non-statutory capability to respond on a sustainable basis 
to the requirements of the population is assured 
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Finally, we noted above that any evaluation of Value for Money in long term residential care has a 
wider context than that covered by this report. One clear area for consideration, as pointed out in 
Section 3.4 of this report, is the need to carry out a value for money assessment of the expenditure 
on public nursing homes, particularly given the material disparity in costs between public and private 
homes, which is seen by private sector operators as inequitable. A full value for money assessment 
should help establish whether the dependency profile of residents or indeed other factors can 
rationally explain the higher costs of public facilities.  

6.9 Future Procurement of Capacity 

We have outlined above the importance of a credible transparent pricing mechanism to investors to 
overcome a significant barrier to investing in the sector. 
 
An equally important issue for investors’ concerns being able to access investment opportunities of 
scale in the sector. The medium term long-term residential capacity requirements for an ageing 
population were clearly set out in the DKM Report. The funding required to meet such capacity 
requirements undoubtedly offer investment opportunities is very sizeable, however future 
procurement strategy can significantly influence how larger scale investment opportunities might be 
created.   

In order that future capacity requirements are planned, and to avoid regional imbalances in future 
supply and demand, the State needs to develop a long-term national nursing home infrastructure 
plan, identifying the new and replacement capacity needed in terms of scale, location and timing. 
Any such plan needs to explicitly address the role of the public sector in future nursing home 
provision.  

Based on such a plan, the State can strategically plan the longer term needs of the sector, and can 
create investment opportunities of scale for investors through bundling a number of new homes 
within a single procurement. A potential model is where the State would put design, build, finance 
and operating contracts (DBFO) out to tender for bundles of 5 to 10 homes based on an agreed 
contracted reimbursement price for a minimum of five years. The fact that the sector is highly 
fragmented at present has limited the ability of investors to find investment opportunities of scale. 
This would help overcome this barrier. The creation of opportunities of scale for investors will attract 
capital to the sector, and the State can play a central role in creating the environment for such 
investment. 
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7. International Models 
 

7.1 Introduction 

We assessed the long-term residential care systems in a number of countries worldwide and 
attempted to find characteristics that were broadly comparable to the Irish long-term residential 
care system by focusing on the following factors: 

• Jurisdictions that operate a system where Government contributes to the cost of care or 
regulates the price of care within that system.    

• Jurisdictions where the reimbursement rate is agreed between the State and the nursing home 
providers or the State agrees to provide a fixed contribution towards the individual’s care. 

• Jurisdictions where the user must contribute towards the cost of their care, either based on 
means testing or a percentage of their income and/or assets.  

Of the countries reviewed, the following 8 countries were considered to share some characteristics 
comparable to that of the system that exists in Ireland: 

1. Australia 
2. New Zealand 
3. England  
4. Scotland 
5. The Netherlands 
6. Sweden 
7. Norway  
8. Japan 

Our review of these systems was completed in December 2016 and has not been updated since.  

7.1.1 Factors Included in our Analysis of each Country 

Of the 8 countries selected our review focussed on the following factors: 

• How residents are admitted to the scheme; 
• How nursing homes are reimbursed for their services; 
• What degree of transparency exists in terms of the calculation of a reimbursement rate; 
• The individual’s contribution towards the cost of their care; 
• If an appeals process exists for nursing homes; and 
• Whether additional service charges may be charged by a nursing home. 

7.1.2 Healthcare Funding Approaches 

Within the structures analysed, there would appear to be specific financing approaches used by 
Governments to fund long-term residential care. These funding mechanisms may be categorised into 
3 major categories being:  
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a) Tax-Based Funding; 
Where a country adopts a tax based funding system, the State typically funds the majority of 
costs for residential care. Funding for same is principally generated by the State through general 
taxation. In general, users will also contribute a portion towards the cost of care. Such a 
structure exists for example in Australia, New Zealand, UK, Norway and Sweden.  

b) Insurance-Based Funding;  
Such structures generally consist of stand-alone, dedicated social insurance arrangements for 
the provision of long-term care. In general, social insurance schemes are funded by 
contributions from the earnings of workers and pensions of the retired. Countries such as Japan 
and the Netherlands have adopted insurance based funding structures. Similar to tax based 
funding structure, users will also generally contribute a portion of their income towards the cost 
of care.  

c) User / Resident fees.  
In all countries reviewed, users must contribute towards the cost of their long-term residential 
care. 

 
7.1.3 Co-Payments / Cost Sharing Models Utilised 

In relation to cost sharing, our research indicates that there are 4 main models used to share the 
cost of care with the user. These are: 

1. Means Testing (Users must first exhaust their means) 
This approach requires the user to exhaust savings and/or assets to a certain level before 
receiving assistance towards the cost of care.   

2. Defined Public Contribution with cost sharing as residual 
This approach involves the State contributing a fixed amount towards the cost of care, with the 
user making an income-dependent contribution towards the balance.  

3. Flat rate cost sharing  
This approach requires the user to contribute a fixed amount towards their cost of care. For 
example, in Japan, users’ payments are fixed at 10% of the cost of care.  

4. Income and/or assets related benefits 
This approach requires the user to make a co-payment based on the individuals’ income and/or 
assets. For example, in Ireland the user contributes c.80% of their income plus a percentage 
from their assets towards the cost of their long-term care.  
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7.2 Australia 

7.2.1 Overview of the Nursing Home System 

In order to improve the future sustainability of the aged care system in Australia, the system of 
funding aged care has undergone some reform in the last three years and continues to be evaluated.  
Below is a summary of the current system.  

The Australian Government regulates the supply of services through a capped funding amount that 
is indexed annually.  It also regulates the supply of subsidised residential aged care and home care 
packages by specifying a national provision target of subsidised operational aged care places.  These 
targets are based on the number of persons for every 1,000 people aged 70 years or over, known as 
the aged care provision target ratio.  The population-based provision formula ensures that the 
supply of services increases in line with the ageing of the population, while capping the number of 
places limits the fiscal risk associated with aged care.  In addition, ratio-based targets for residential 
care places and home care packages are maintained. 

Each year the new aged care places, as determined under the aged care provision target ratio, are 
made available for allocation through the Aged Care Approvals Round.  This is an annual competitive 
process for releasing and allocating aged care places to approved aged care providers.   

The majority of residential aged care places are operated by not-for-profit providers (54% of 
providers and 57% of places).  For-profit account for 35% of providers and 38% of places, with State 
and territory and local government owned providers accounting for 11% of providers and 5% of 
places.  

7.2.2 The Reimbursement Rate paid to nursing homes  

A combination of Government and resident sources provides the operational funding for residential 
care.   

 

Source: Aged Care Financing Authority – July 2016 Report 
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Government determines its contributions to residential aged care by setting: 

• A basic care subsidy for personal and nursing care; 
• The rates of supplements paid to support aspects of residential care that incur higher costs to 

deliver; and 
• The maximum rate of accommodation supplement. 

Government also sets some maximum levels for contributions made by residents: 

• The maximum rate of the basic daily fee for living expenses; and 
• The maximum means tested care fee that may be charged by providers. 

Government payment to residential aged care can be classified as; 

• Basic care subsidies: a payment intended to support the costs of providing personal and nursing 
services to residents.  It is calculated based on the assessed need of each permanent resident as 
determined by the provider by applying the Aged Care Funding Instrument (ACFI).  Government 
determines the level of payments on behalf of residents by setting the rules for claiming ACFI 
subsidies. 

• Accommodation payments (supplements): a payment made to assist with the accommodation 
costs of residents receiving permanent residential aged care who do not have the means to 
meet all of that cost themselves (supported residents).  Government determines the amount of 
accommodation supplement payable by setting a maximum rate of accommodation supplement 
and determining the share paid by residents based on an income and an asset test. 

• Other supplements: other additional payments made to providers. For example the viability 
supplement aimed at improving the financial position of smaller, rural and remote aged care 
services and the homeless supplement where more than 50% of a care homes residents are 
identified as being homeless. 

The Australian Government pays approved providers an amount of residential care subsidy for each 
care recipient.  The residential care subsidy is paid monthly and is calculated by adding the amounts 
due for each resident for each day of the month.  

Providers submit a claim for each month, including the details of each resident for whom they are 
claiming a subsidy in that month. They receive an advance payment in the first few days of each 
month. This advance payment is then reconciled with the claim for that month and the following 
month’s payment is adjusted accordingly, either by making an additional payment or by reducing the 
total amount paid in lieu of the previous month.  

Government subsidies and supplements are generally indexed either biannually or annually.  
Accommodation supplements are indexed using CPI and the basic care subsidy is indexed by a wage 
cost index (weighted in proportion to the percentage of pay and non-pay costs). 

The maximum accommodation prices set by providers for a room is published on My Aged Care 
(service provided by the Department).  These are maximum prices (providers and residents may 
agree lower amounts), that apply to residents who are not eligible for support with their 
accommodation costs. 
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7.2.4 How the Reimbursement Rate is calculated  

The level of Government funding paid to a provider is based on the following: 

• The basic care subsidy is calculated based on the assessed need of each permanent resident as 
determined by the provider by applying the Aged Care Funding Instrument (ACFI).  The ACFI is a 
funding tool used to appraise a resident’s need for care across three care domains: activities of 
daily living (ADL), behaviour (BEH) and complex health care (CHC). The resident’s score in each of 
these three domains is used to determine the level of care required for that domain. The score is 
then used to arrive at the level of subsidy paid by the Australian Government to service 
providers for each resident’s care needs. In other words, the ACFI attempts to separate out and 
to measure only those care elements which contribute most to the cost of care and to fund 
accordingly.  

Residents are appraised as having either a Nil, Low, Medium or High need for care in each of the 
three domains, where Nil means they have a minimal or no need for assistance in that area. 
Appraisal is based on 12 questions and assessments, as well as diagnosed health conditions 
which are rated by the aged care home on a scale of A, B, C, or D then used to determine an 
individual’s ‘ACFI rating’. The ACFI also records up to three mental or behavioural diagnoses and 
up to three other medical diagnoses. The assessments and diagnoses for an individual resident 
are then used to determine an overall classification of their care needs. 

• plus any primary supplements (respite supplement, oxygen supplement, enteral feeding 
supplement); 

• plus any other supplements under the residential care subsidy (accommodation supplement, 
hardship supplement, viability supplement, veterans’ supplement, homeless supplement). 

7.2.5 Individuals’ Contribution 

The resident’s contribution paid to the provider is made up of the following: 

• A basic daily fee: a contribution towards living expenses such as meals, laundry services, utilities 
and toiletries.  It is set by Government, and is currently at a maximum of 85% of the single basic 
age pension.  For some people this is the only fee they are required to pay. 

• A means tested care fee: an additional contribution towards the cost of care (personal and 
nursing) that some residents may be asked to pay. The level of contribution is based on an 
assessment of income and assets. 

• Accommodation payments: daily payments for accommodation in an aged care home.  Some 
people will have their accommodation costs met in full or in part by the Australian Government, 
while others will need to pay the accommodation price agreed with the aged care home. The 
level of contribution is based on an assessment of income and assets. 

• Extra or optional additional services fees: additional fees that may be chosen by a resident for a 
higher standard of accommodation or additional services.  These vary from home to home. 

The family home is exempt from the aged care assets test if occupied by a spouse or other protected 
person.  An annual cap of c.$26,000 (approx. €16,400) applies to a resident's mean tested 
contribution to their care costs, together with a lifetime cap of c.$62,000 (approx. €40,000). These 
amounts are indexed on an annual basis. There are three tiers of consumer/individual contributions 
in residential aged care: 
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• Consumers with low means (Individuals with assets below c.$46,500 and annual income below 
c.$25,700), who are required to pay only the basic fees (85% of the single basic age pension) as a 
contribution towards their daily living expenses, while their accommodation and care costs are 
funded by the Australian Government; 

• Consumers with moderate means (Individuals with assets below c.$159,500 and annual income 
below c.$65,000), who in addition to contributing towards their daily living expenses by paying 
the basic daily fee, also make a capped contribution towards their accommodation costs; and 

• Consumers with greater means (Individuals with assets above c.$159,500 and annual income 
above c.$65,000), who in addition to contributing towards their daily living expenses, also pay 
the basic daily fee for their accommodation costs in full and make a capped contribution 
towards their care costs.  
 

7.2.6 Appeals Process 

No information on a formal appeals process was found, should providers not be content with the 
rate they are being paid under ACFI.    

7.2.7 Extra or Additional Service Charges 

Nursing homes in Australia may charge extra or additional charges for items not included in the 
contract for care, such as newspapers or a higher standard of accommodation.   

In order to provide oversight of these charges, the Aged Care Pricing Commissioner was established 
in 2013.  The functions of the Aged Care Pricing Commissioner include: 

• the approval of extra service fees;  
• the approval of proposed accommodation payments that are higher than the maximum amount 

determined by the Minister;  
• any other functions conferred on the Aged Care Pricing Commissioner by the Minister or under 

Commonwealth law. 

Under this system, aged care providers must apply to the Aged Care Pricing Commissioner for 
approval of proposed Extra Service fees, including proposed increases to current Extra Service fees.  

7.3 New Zealand 

7.3.1 Overview of the Nursing Home System  

The Ministry of Health (MOH) is responsible for certifying and monitoring nursing homes for older 
people.  District health boards (DHBs) are responsible for ensuring that there are sufficient 
contracted care beds available to people assessed as requiring long-term residential care 
indefinitely. 

District health boards (DHBs) are also responsible for funding residential care services for older 
people. DHBs have a contract with nursing homes to provide long-term residential care to residents 
who are eligible for government funding through the Residential Care Subsidy. 

People can enter residential care of their own accord without having a needs assessment by a DHB 
or DHB Needs Assessment Service Co-ordination agency (NASC), but as a consequence they are 
personally liable to pay the full cost of their care. 
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Eligibility for the Residential Care Subsidy is based on need and the person’s ability to pay.  To enter 
DHB contracted residential care: 

• the person must be needs assessed by a DHB or DHB NASC as having high, or very high needs 
which are indefinite (i.e., the person’s condition cannot be reversed); 

• the DHB or NASC must determine that the person cannot be safely supported within the 
community; and 

• the person must be aged 65 or over; or aged between 50 and 64, unmarried and with no 
dependent children. 

Generally, the amount of the subsidy is the difference between the cost of contracted care and the 
amount a person is required to contribute for that care. 

A national aged residential contract is in place between the DHB and the residential care provider.  
The contract covers rest home, dementia and geriatric hospital level care delivered in a residential 
care setting. The contract ensures that there is a national standard of services that are provided to 
residents in long-term residential care. 

Each year there is a national review of the Age Related Residential Care contracts between DHBs and 
providers for the provision of Age Related Residential Care Services. Any variations agreed are 
included in the Aged Related Residential Care agreements. 

7.3.2 The Reimbursement Rate paid to Nursing Homes  

Government sets a regional limit on the cost of care that any resident assessed as requiring care may 
be required to pay for contracted residential care services.  This is called the Maximum Contribution 
and it is set by the Director-General of Health through a notice in the New Zealand Gazette and 
varies between regions. 

The maximum contribution sets the amount that people assessed as requiring long-term residential 
care and residing in DHB contracted facilities have to pay per week for the basic package of care 
services (contracted care services), regardless of what type of care (rest home, dementia or hospital) 
they receive.  It is equivalent to the rest home contract price applying to residential care facilities in 
each territorial local authority region. 

DHBs will pay a top-up subsidy to the residential care provider if a residents assessed care needs are 
at a higher level than rest home care.  For example, a higher price for contracted care services is paid 
for specialist dementia and hospital level care.  The resident will not pay any more than the 
maximum contribution regardless of whether they qualify for the Residential Care Subsidy. 

People can choose to pay extra fees for services that are additional to those covered by the Age 
Related Residential Care Contract (contracted care services). 

7.3.3 How the Reimbursement Rate is calculated  

The Residential Care Subsidy payable by the DHB in respect of each Subsidised Resident is calculated 
using the following formula:  

a = (b – c) x d  

Where:  

a = is the Residential Care Subsidy  
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b = is the maximum daily price payable under the Agreement per Subsidised Resident per 
Day for the Services  

c = is the amount a Subsidised Resident must pay per Day for the Services, as assessed in 
accordance with the Social Security Act 

d = is the number of Days that the Services are provided to the Subsidised Resident during 
the period for which payment is made.  

For our desk top research it is not clear how the maximum contribution is calculated.  Information is 
given on the annual change to the rate, however, it is not explained how this is arrived at.  For 
example in 2016 the information on the change in rate was as follows: “the daily GST exclusive 
contract price for rest home services has been increased by 1%, GST has been added and the result 
has been multiplied by seven to determine the new maximum contribution. The calculations are 
rounded to two decimal places at each step.” 

7.3.4 Individuals’ Contribution 

A person must first have a needs assessment from a DHB or DHB funded Needs Assessment Service 
Coordination agency (NASC). If the needs assessment determines that the person requires long - 
term residential care indefinitely and the person wishes to apply for a Residential Care Subsidy, then 
the DHB or NASC will provide the person with a financial means assessment application form to 
complete. 

The Ministry of Social Development then carries out a financial means assessment that considers the 
person’s assets and income. 

The financial means assessment has two components: 

1. An Income Test 
Any benefit or pension plus any other income received by the resident will go towards the 
cost of care, except for; 
• A weekly personal allowance and an annual clothing grant (CPI adjusted annually) 
• An amount of gross income from the residents annual income from assets (CPI adjusted 

annually), except for: 
 the first $963 for a single person 
 the first $1995 for a couple where both are in care 
 the first $2887 for a couple with one partner in the community 
 for a couple with one partner in care, any income from paid employment of the 

partner living in the community is also excluded. 
 

2. An Asset Test 
People who do not have a spouse/partner or have a spouse/partner who is also in long-term 
residential care must have combined total assets valued at less than $215,132 (approx. 
€141,000) to qualify for the Residential Care Subsidy. 
 
People who have a spouse/partner who is not in care, can choose a threshold of combined 
total assets of $117,811 (approx. €77,200) not including the value of their house (the house 
is only exempt from the financial means assessment when it is the principal place of 
residence of the spouse/partner who is not in care or a dependent child) and car or 
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combined total assets of $215,132 (approx. €141,000) which will include the value of their 
house and car. 

If the person has assets above the applicable asset threshold then the person is liable to pay for the 
costs of their care up to the maximum contribution. 

If the person’s assets are equal to or below the applicable asset threshold, they qualify for 
Government funding (the residential care subsidy) to pay for most of the cost of their care.  An 
income test will then determine what the person must contribute to the cost of their care. The level 
of subsidy will depend on the type of care the person is assessed as requiring. 

7.3.5 Appeals Process 

No information on a formal appeals process was found, should operators not be content with the 
maximum contribution applied.  

7.3.6 Additional Service Charges 

People can choose to pay extra fees for services that are additional to those covered by the Age 
Related Residential Care Contract (contracted care services).  If the resident does choose to receive 
extra services these must be itemised in the admission agreement. 

7.4 England 

7.4.1 Overview of the Nursing Home System  

Long-term care services in the United Kingdom are managed separately by England, Wales, Scotland 
and Northern Ireland, therefore, different policies can apply to individuals seeking access to care in 
each country. 

Health services are funded by central government through general taxation.  Budgets are distributed 
to primary care trusts, which are responsible for commissioning a range of health services for their 
populations.   

Social services are funded by local authorities, who derive their resources from local taxes and user 
charges, but mainly from central government grants (i.e. funded by general taxation).  Local 
authorities are responsible for assessing the care needs of people in their area, arranging care 
services and providing financial support to those who have been assessed as eligible.  Older persons 
may also arrange and pay privately for their own residential or home care without involving a local 
authority. 

Before entering a nursing home, a patient will have an assessment with a health or social care 
professional using a screening tool called the Checklist Tool. If this screening suggests that the 
individual may be eligible for NHS support, a full up-to-date assessment of the individual’s needs will 
be arranged, using a tool called the Decision Support Tool. The Decision Support Tool analyses the 
following types of care need:  

• behaviour  
• cognition (understanding)  
• communication  
• psychological / emotional needs  
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• mobility (ability to move around)  
• nutrition (food and drink)  
• continence  
• skin (including wounds and ulcers)  
• breathing  
• symptom control through drug therapies and medication  
• altered states of consciousness  
• other significant needs  

Those who have been assessed as eligible for services are then subject to a means test to establish 
whether their services will be funded wholly or partly by the local authority. 

Long-term care services are provided by a range of agencies including local authorities, community 
health services and independent (for-profit and not-for profit) sector residential care homes, nursing 
homes, home care and day services.   

7.4.2 The Reimbursement Rates paid to Nursing Homes  

Local authorities purchase care from public sector providers (c.8%) and from voluntary (c.18%) and 
private providers (c.74%).  Fees are negotiated between the local authority and the providers.  As 
local authorities are the main purchaser of beds, they have considerable market power to negotiate 
fees at relatively low levels. In addition to the low fees provided, the reimbursement and contract 
arrangements, which consist of many spot contracts, have been highlighted as creating a problem 
for operators. These operators are often charging higher fees to individuals who fund their own care. 
This effectively means that private funded residents may be subsidising the care of publicly funded 
residents.  

7.4.3 How the Reimbursement Rate is Calculated  

Nursing homes are reimbursed for each patient. There is a variability in how Local Authorities 
reimburse nursing homes. In the majority of cases, there is no transparent mechanism for linking 
reimbursement to staffing and performance.  

However, recently, in a limited number of cases, we understand that Local Authorities have started 
providing details to nursing homes on how rates are calculated. Such Local Authorities reimburse 
nursing homes based on their existing cost base adjusted for anticipated inflation in the projected 
period. This is then adjusted for any other macro-economic factors that are known at that specific 
point of time, such as increases to the living allowance and for other items such as quality premiums. 
A negative adjustment is then made to this rate to reflect an increase in efficiency that should be 
generated by the nursing home.  

7.4.4 Individuals’ Contribution 

Government announced plans to introduce reforms in 2020 to the system that determines how 
much the State contributes to people’s long-term care costs in England. 

Current system: 

Services arranged by local authorities attract user charges depending on the user’s financial means 
(except for nursing costs in nursing homes, and in Scotland, nursing and personal care). 
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• Care home residents with capital assets above an ‘upper capital threshold’, currently £23,250, 
pay the full cost of their care.  For residential care the value of the home is usually included in 
the assessed capital. 

• When capital is below £23,250, the state meets some of the cost depending on the individual’s 
assessable income. 

• Assessable income includes a notional weekly income, known as ‘tariff income’ on capital 
between a ‘lower capital threshold’, currently £14,250 and the ‘upper capital threshold’.  Capital 
up to the ‘lower capital threshold’ is ignored in the means test. 

The maximum amount a patient has to pay towards their care differs depending on location.  The 
cost of nursing home care can be split into: 

• The hotel costs, including the cost of accommodation and food; and 
• The personal care costs. 

The NHS makes a non-means tested contribution towards nursing costs in care homes registered to 
provide nursing care.  NHS funded nursing care is paid at the same rate across England, for 2016/17 
the rate is £156.25 a week (standard rate). 

An individual should not be left with less than £24.90 a week after any contribution to their fees. 
This is known as the Personal Expenses Allowance. 

Reforms: 

From 2020 the amount patients have to pay will change. The Care Act 2014 implements a pledge by 
the Government to cap the cost of paying for long-term care in England.  These reforms were 
originally planned to be introduced in 2016, but were postponed to 2020. 

• Once an individual has received ‘eligible care’ to the value of the lifetime cap, the state will meet 
their ‘eligible care costs’.  Eligible care is the package of care that the individual has been 
assessed as needing; eligible care are the costs of that care calculated at the prices that the local 
authority pays.  In residential care, eligible care excludes the general living costs element of care 
home fees known as ‘hotel costs’ – board, food, heating etc.  The lifetime cap is expected to be 
£72,000. 

• The ‘upper capital threshold’ in residential care will be increased and is expected to be £118,000. 
• In residential care, hotel costs will remain means tested. 

 
7.4.5 Appeals Process 

No information on a formal appeals process was found, should operators not be content with the 
rate negotiated.  

7.4.6 Additional Service Charges 

If an individual prefers to live in a care home that costs more than the local authority would usually 
expect to pay, it can arrange this, provided that the difference in cost is met by the individual or a 
third party. 

7.5 Scotland  

7.5.1 Overview of the Nursing Home System  
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The system of providing long-term care in Scotland is quite similar to that in England and access to 
services is based on an assessment of care needs.   

For residents of Scotland over the age of 65, care at home is given free of charge, provided the local 
council has assessed that care is required. In such a case, the cost of care to be met by the individual 
is limited to personal living costs, and the potential cost of day care.  

For long-term care to be provided in a residential care home, the regulations are slightly different. 
While a financial means test is not necessary for those who need care in their own home, such a test 
is required in Scotland for those who need to live in a care home. Care in a residential facility is 
divided into three parts – the costs of accommodation; costs of nursing care; and cost of personal 
care. 

While the means test in England and Wales is done to calculate how much contribution is to be 
made towards all the costs of care – in Scotland the means test is only carried out in the case of 
residential care.  In this situation, the means test only applies to the fees for accommodation, and 
not for costs of personal and nursing care. 

7.5.2 The Reimbursement Rate paid to Nursing Homes  

In Scotland a National Care Home Contract (NCHC) was introduced in 2006, which defines the terms 
of local authority placements into private or voluntary sector care homes.  

The fee structure of local authority placements is negotiated annually between COSLA, Scottish Care 
and CCPS (Coalition of Care and Support Providers) with the 2016/17 fees being set at £648.92 per 
week for nursing care, and £558.77 for residential care.  The NCHC also applies a payment for quality 
agenda, to ensure that a system of reward is retained for best practice with penalties being applied 
to poorly performing homes. 

Local councils are required to set rates for the care homes they own and manage at a rate equal to 
the actual cost of providing accommodation and care. 

7.5.3 Individuals’ Contribution 

Services arranged by local authorities attract user charges depending on the user’s financial means 
except for nursing and personal care. 

• Care home residents with capital assets above an ‘upper capital threshold’, currently £26,250, 
pay the full cost of their care (over and above any assessed entitlement to free personal and 
nursing care).  For residential care the value of the home is usually included in the assessed 
capital. 

• When capital is between £16,250 and £26,250, the state meets some of the cost depending on 
the individual’s assessable income. 

• Capital of £16,250 or less is not taken into account in assessing a contribution, although the 
individual will contribute to the accommodation cost from any income e.g. pensions and 
benefits, with the local authority funding the balance. 

Local councils provide a flat rate payment for the personal and nursing care part of care home fees.  
The rates paid from April 2015 are £171 a week for personal care and £78 a week for nursing care. 
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The Personal Expenses Allowance (PEA) is the weekly allowance that publically funded residents in 
care homes are allowed to retain from their income for personal expenses. The current rate is 
£25.80 per week and is increased annually.  

7.5.4 Appeals Process 

No information on a formal appeals process was found, should operators not be content with the 
rate negotiated.  

7.5.5 Additional Service Charges 

If an individual prefers to live in a care home that costs more than the local authority would usually 
expect to pay, it can arrange this, provided that the difference in cost is met by the individual or a 
third party. 

7.6 Netherlands 

7.6.1 Overview of the Nursing Home System  

In order to safeguard the fiscal sustainability of the long-term care (LTC) system in the Netherlands, 
a number of reforms have been introduced over the last number of years, in particular in 2015.  
Below is a summary of the current system.  

Everyone who lives or works in the Netherlands is statutorily obliged to have Dutch health insurance. 
This is the basic insurance as defined in the Dutch Healthcare Insurance Act (ZVW) and covers the 
costs of 'normal' medical care, such as visits to the doctor, hospitalisation and pharmacy 
prescriptions.  

Everyone who has Dutch health insurance is also insured under the Long-term Care Act (WLZ), which 
covers the costs of exceptional and, in particular, expensive care, such as long-term nursing care and 
homecare.  The Long-term Care Act came into effect in 2015 and replaces the Exceptional Medical 
Expenses Act (AWBZ). 

The vast majority of nursing home care is delivered by private, not-for-profit provider organisations. 

7.6.2 The Reimbursement Rate paid to Nursing Homes  

Each case is reviewed by the Centre for Care Assessment (CIZ) to determine the level of care 
required by an individual using a nationally organised needs assessment procedure.  When the 
individual needs a protective environment in which to live, a therapeutic living climate or permanent 
supervision, CIZ will decide on residential care. 

Payment of providers of institutional long-term care is based on the intensity and complexity of the 
care provided, as assessed by CIZ.  A care intensity package is a package of care, prescribed by the 
characteristics of the patient and the hours of care needed.  There are 10 packages for the nursing 
and caring sector.  The budget for each care intensity package is set by the Dutch Healthcare 
Authority (NZa).  In 2015 tariffs of care intensity packages varied from €68 per day to €323 per day. 

The health insurers that are active in a region voluntarily give a mandate to one health insurer to 
carry out activities under the Long-term Care Act for their insured.  This health insurer runs a 
separate legal entity (Care Office) that obtains a concession from Government to perform this task.  
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Care Offices have the statutory responsibility to purchase care for eligible patients.  The costs of LTC 
are paid from the Long-term Care Fund. 

For long-term residential care, Care Offices negotiate with providers about the price and quality of 
care.  In order to ensure that national LTC expenditures stay within budget, the NZa calculates 
regional budgets for the Care Offices. 

7.6.3 Individuals’ Contribution 

The Long-term Care Act is a statutory social insurance for which individuals pay an income-
dependent premium through payroll tax.  The amount of the premium is based on a fixed 
percentage (9.65%) of the income tax, on a maximum amount of €33,589.   

In addition, individuals who wish to take advantage of healthcare services under the Long-term Care 
Act pay a personal contribution or co-payment, which is also income-dependent.  The level of 
contribution will depend on whether the individual lives at home or in a care facility, is younger or 
older than 65, is single, married or has a domestic partner and is levied by the Central Administration 
Office (CAK).  There are two types of co-payment: the high co-insurance rate and the low co-
insurance rate.  For the first six months of care, all patients pay the low co-insurance rate.  If patients 
have a partner and/or dependent children at home, they continue paying the low co-insurance rate.  
The amount of co-insurance depends on the patient’s income and 8% of their assets.  The low co-
insurance rate is 12.5% of income, with a minimum of €159 and a ceiling of €833 per month in 2015.  
The high co-insurance rate consists of the patient’s total taxable income and part of their assets, 
with a maximum contribution of €2,285 per year in 2015.  The patient may keep a fixed pocket 
money and dressing allowance. 

Both sources of funding are pooled in the Long-term Care Fund, which is administered by the 
National Healthcare Institute.  A budget from this fund is allocated to Regional Care Offices who 
have the statutory responsibility to purchase care for eligible patients, based on the intensity of care 
that is needed, as assessed by CIZ.   

The CAK pays the provider from the Long-term Care Fund on receiving a payment order from the 
Care Offices.  The patient pays the income-dependent cost-sharing to the CAK. 

7.6.4 Appeals Process 

No information on a formal appeals process for nursing home operators was found.  

7.6.5 Additional Service Charges 

Additional service charges do not appear to be a feature of the Dutch LTC system. 

7.7 Sweden 

7.7.1 Overview of the Nursing Home System  

All Swedish citizens are eligible for long-term care services. 

The management and planning of care for the elderly is split among three authorities – central 
government, county councils and local authorities/municipalities.  Each unit has a different role and 
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has the right to finance their activities by levying taxes and fees within the framework set by the 
Social Services Act. 

The need for care is either assessed by a GP or follows from a request for assessment by the local 
authority.  If a request for care is made to an authority, an evaluator is assigned to interview the 
person to determine the extent of support the elderly person requires, and whether the care can be 
provided in the care recipient’s own residence. Even many severe cases requiring extensive medical 
care are treated at home in Sweden, as home help is offered 24 hours per day. Nevertheless, if care 
is not recommended because of the construction of the building, institutional care is considered a 
last resort. 

There is currently no general guidance on the assessment of needs in Sweden.  The assessment is 
primarily down to the evaluator and is performed on a discretionary basis.  The local authority is 
then required to draw up an individual plan for each care recipient, which clearly states each step of 
the required treatment and services. 

The majority of long-term care services are financed through local municipal taxes (85% of total 
long-term care spending in 2010), the remainder is from user fees (3-4%) and grants from the 
national government (11-12%). 

7.7.2 The Reimbursement Rate paid to Nursing Homes  

Charges for care of the elderly are regulated by the Social Services Act and designed to protect the 
individual from excessively high fees. 

To avoid financial exploitation of the individual, a maximum monthly fee for long-term care is set by 
the central government with further conditions imposed, depending on the financial situation of the 
individual. This guarantees that all elderly persons in need of care are able to receive treatment in 
Sweden.  

Within the frameworks of these rules, each municipality decides its own system of charges and the 
fees paid by the individuals.  

7.7.3 How the Reimbursement Rate is calculated  

Information relating to how nursing homes are reimbursed is not publicly available for Swedish 
nursing homes.  

7.7.4 Individuals’ Contribution 

The level of user co-payment is based on income, minus the cost for housing and basic necessities. 

Each year the government decides a maximum fee the service provider may charge an individual. 
The fee is fixed and charged irrespective of the individual’s income (in 2007 the fee corresponded to 
SEK 1,612 (c.€170 per month). Nevertheless, the fee may be reduced if the monthly income does not 
exceed the minimum cost of living (the reserved amount), also set annually by the government. In 
2007, the reserved amount was SEK 4,346 (c.€450) per month for a single elderly person and SEK 
3,640 (c.€375) per month per person for a couple. 

7.7.5 Appeals Process 

No information on a formal appeals process for nursing home operators was found.  
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7.7.6 Additional Charges 

No information was found on a nursing homes ability to levy additional charges for services. 

7.9 Norway 

7.9.1 Overview of the Nursing Home System  

Norway has a tax based, universal public long-term care scheme.  The system is funded by national 
taxes, but carried out at a local level. 

The municipalities operate nursing homes and provide homebased care and also determine the type 
of service and amount of care for individual users. Private alternatives are few, and most private 
providers operate on contract for municipalities. The municipalities are multi-purpose authorities, 
and the care for the elderly sector ‘competes’ with other sectors over the municipal budget. 
Municipalities basically execute the Plans designed by the National Health system. It is the 
municipalities’ role to translate that to action, build houses, day care centres etc. for senior citizens. 

Eligibility is assessed by municipalities.  An admission team consisting of a representative from the 
home nursing services, the physician (usually a GP connected to the nursing home) and the director 
of the nursing home, and other representatives from the local health and social services make 
decisions for admission.  Decisions are made on an ad hoc base, using no formal pre-admission 
assessments. The team tries to find the best total solution in each case, looking to all resources 
available in the local service system. 

7.9.2 The Reimbursement Rate paid to Nursing Homes  

In 2012, c. 91% of Long-Term Residential Care facilities were State owned, with a further 5% being 
not-for-profit organisations. The balance, c.4%, were private owned facilities. Based on the lack of 
for-profit facilities, it is difficult to compare this structure to that which exists in Ireland.  

Payment data was not available for either Government or private nursing homes. Even when 
municipalities used a competitive bidding process, the contractual agreement with private nursing 
homes were considered confidential and proprietary.  

7.9.3 Individuals’ Contribution 

Individuals must contribute towards the cost of nursing home care. For long-term nursing home 
care, the individual must pay 75% of income above NOK6,600 (€850) and up to the Basic Amount 
(Grunnbeløpet) of NOK75,641 (€9,800 ), plus 85% of any exceeding income up to the full cost of a 
nursing home place (as calculated for the municipality in question). Property and capital assets are 
not factored into the individual’s payment and are not included in any assessment of the individual. 
(Source: OECD 2011)   

7.9.4 Appeals Process 

No information on a formal appeals process for the small number of private nursing home operators 
was found.  
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7.9.5 Additional Service Charges 
 

No information was found on a nursing homes ability to levy additional charges for services. 

7.10 Japan 

7.10.1 Overview of the Nursing Home System  

Japan’s long-term residential care system is funded by universal social insurance which was 
introduced in 2000; Long-term Care Insurance System (LTCI).  

Municipal governments insure all residents aged over 65 (primary insured persons) and all persons 
covered by health insurance aged 40 to 64 (secondary insured persons).  The scheme is funded by 
social insurance contributions from the earnings of workers, pensions of retired and benefits of the 
unemployed.   

At the individual level, people can receive LTCI services after going through a needs assessment. A 
national standard assessment tool based on physical and mental status (73 items) and use of 
medical procedures (12 items) is used for the assessment of individuals. Eligibility is determined by 
uniform standards across Japan.  

Long-term care services are available to all Japanese citizens over 65, identified as primary insured 
persons, who meet the eligibility criteria.  Additionally, LTC coverage is available for the secondary 
insured persons if they have one of 15 age-related diseases, including early onset dementia, 
Parkinson’s disease, stroke and others. 

Each municipality ascertains the need for long-term residential care. Municipalities establish a 
“Municipal Long-Term Care Insurance Service Plan” once every three years based on the Long-Term 
Care Insurance Act. In the process of drawing up the plan, municipalities assess the elderly care 
needs and make estimates of the volume of services. Based on the plan, municipalities set up long-
term care insurance premiums and plans for improving the infrastructure of long-term care services.  

7.10.2 The Reimbursement Rate paid to Nursing Homes  

The source of funding is mixed. Approximately 45% comes from taxes, 45% from social contributions 
and 10% from cost sharing as outlined below in the “Individuals’ Contribution” section (some high-
income earners are required to pay c. 20%).   

The Government sets a fee schedule for each long-term care service. Based on the care needs 
assessment of the individual, the individual is categorised into 1 of 7 categories. Category 1 is based 
on minimal needs with category 7 representing extremely complex needs. The reimbursement rate 
payable for each category is fixed by Government with the home reimbursed based on the criteria of 
their residents.  

Since 2009, a financial incentive for high-performing long-term residential care providers has been 
added to the fee-for-service payment schedule. This is aimed at rewarding providers that exceed 
minimum requirements on certain criteria such as improvements in physical functions. Nursing 
homes receive additional bonus payments when an elderly person is discharged from the nursing 
home to their private dwelling. Bonus payments are also provided to nursing homes for recruiting 
staff with particular expertise such as nutritionists and staff trained in dementia care or for nursing 
homes that have comprehensive care planning for end-of life care and rehabilitation.  
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7.10.3 Individuals’ Contribution 

The income and wealth of an individual are not taken into account for the purposes of the provision 
of long-term residential care for the elderly.  

Previously, the insurer would reimburse 90% of the cost of the individuals’ benefits with the 
individual contributing the balancing 10% of expenses.  For those living at LTC facilities, meals and 
accommodation fees ‘hotel costs’ are not covered by insurance and must be paid by the resident, 
although the level of payment is income-dependent. 

From August 2015, individuals living at LTC facilities with income exceeding a certain level 
(c.€14,000) must now contribute 20% of the cost.  

7.10.4 Appeals Process 

No information on a formal appeals process was found, should operators not be content with the 
rate negotiated.  

7.10.5 Additional Service Charges 

Nursing homes may charge additional charges for items not included in the contract for care. 
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7.12 Observations 

• Similar to Ireland, many countries are facing the prospect of older populations and an increasing 
demand for services and have therefore either implemented reforms or are currently looking at 
ways to reform their mechanisms for funding long-term care in order to preserve its future 
sustainability.   
 

• All countries use an assessment tool to determine the level of care required by an individual and 
whether this should be delivered in a home care or residential setting.  Eligibility for State 
funding or support is dependent on the outcome of this assessment. 

 
• A general push to increased homecare packages is prevalent in most countries reviewed, with an 

individual only being considered eligible for long-term residential care when it is no longer safe 
for them to remain in their home environment.    For example, Australia determines the number 
of long-term residential places to be made available by reference to the number of people over 
70, but also by ratio based targets of residential to homecare packages.  A recent reform is the 
increase in the target for home care packages from 27 to 45 per 1,000.  Sweden offers 24 hour 
home care support, therefore despite an ageing population, the numbers requiring long-term 
residential care have actually fallen over the last number of years. 

 
• Most countries appear to combine the budgets for home care and long-term residential care, 

allowing them to possibly more effectively manage the total budget in the face of demographic 
changes by improving access to more cost effective home care packages, thereby reducing or 
controlling the numbers entering the more expensive long-term residential care. 
 

• The high cost of funding long-term residential care to the individual is also acknowledged in 
many countries where a maximum annual contribution or lifetime cap is in place limiting the 
individuals financial exposure.  This measure is also to be introduced in England in 2020. 
 

• In a long-term residential setting the concept of the individual paying an income-dependent 
contribution towards accommodation or ‘hotel costs’ is prevalent in many systems, with the 
State contributing towards nursing costs only. 
 

• The concept of linking cost of care to dependency is present in a number of countries, in 
particular Australia where the basic subsidy paid is calculated by reference to a costed 
dependency assessment tool (ACFI). 

 
• From our research we have found that information on how rates are agreed between the public 

sector and long-term residential care providers is not readily available. 
 

• In Australia the overall Aged Care budget is responsive to changes in the system being explicitly 
adjusted for annual indexation and demographic changes. 
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8.  Conclusions and Recommendations 
 

8.1   Background and Context to NTPF Activities and Current Pricing Process 

• The role of NTPF is to carry out negotiations on price with private nursing home operators for 
the provision of long-term residential care under the Nursing Home Support Scheme (“NHSS”), 
which it does in the context of the budgetary constraints, and the obligation of the State to use 
available resources in the most beneficial, effective and efficient manner. NTPF negotiates 
pricing agreements with some 433 homes with a resource of 3 Contract Managers, supported by 
the NTPF CFO and CEO where required, covering public expenditures of nearly €600m. By any 
standard, this is highly efficient and cost effective. The approach is based on a detailed and 
consistently applied pricing process, based on four stated criteria.  
 

• At the time of commencement of the Fair Deal Scheme in 2009, the policy imperative was to 
maximise the take up of the Scheme whilst leaving the State in no worse a position than it had 
been prior to Fair Deal. To initiate the Scheme, pricing contracts had to be agreed with nursing 
home operators before commencement of the Scheme, which meant that contractual sign off 
was necessary with 400+ homes over a four month period prior to commencement. The NHSS 
rates subsequently agreed since 2009 continue to reflect the market rates of that time and 
progress has been made in narrowing the gap in the price paid to homes across the sector. This 
continues to be an area of focus for the NTPF.  

 
• The Fair Deal budget is set as part of the Estimates process each year, and is in consequence a 

fixed budget for the relevant year. NTPF’s pricing negotiations with the private nursing home 
sector must necessarily be undertaken in consideration of the budgetary position of the State in 
relation to long-term residential care. 
 

• NTPF price negotiations are underpinned by a historic financial analysis of each home over the 
previous two accounting years. Certain costs are excluded from the assessment as they are not 
covered by Fair Deal (therapies, activities/entertainment). 
 

• The information gathered on each home is collated on a sector wide basis. As such, NTPF holds a 
valuable repository of data collated to enable benchmarking of costs across the sector. 
 

• In relation to ‘complexity’ levels, the NTPF’s current pricing process is based on the premise that, 
any given provider client base is likely to contain a mix of clients with different and evolving 
degrees of complexity, and that in consequence the fixed price negotiated for any provider by 
reference to the established four NTPF pricing criteria will allow for such variations - in the 
round. Because of the absence of a mandated tool, no direct account can be taken of the 
dependency profile of patients in negotiations.  NTPF acknowledge that the roll-out of a single, 
nationally recognised, dependency assessment tool could be beneficial, subject to further 
consideration of how such a model would be costed, implemented and applied in practice.   
 

• NTPF is not required to have regard to future capacity requirements of the sector as part of its 
negotiation mandate.  However, given the accepted need for new capacity in the system, NTPF 
has sought to facilitate those interested in building new capacity by engaging in discussions with 



122 
 

them at an early stage in the process, and it has not been unusual for such discussions to occur 
as early as the first stages of the planning process. Following an assessment by NTPF of an 
investor’s business case and financial projection, multi-year agreements under which prices are 
agreed for three, five and up to eight years are being offered as part of these discussions. NTPF 
assesses proposals made by operators to build new homes by reference to the current four 
pricing criteria applied to existing homes. 
 

• In relation to the comparison between the cost of care in Public and Private Nursing Homes it 
should be noted that the NTPF has no role in settling or negotiating prices for public facilities. 
The maximum prices to be paid in public facilities are set by the HSE. 
 

• The stakeholder consultations undertaken as part of this study identified divergent views on the 
current pricing process: 
 
- The view expressed by the Department of Public Expenditure and Reform (DPER) during the 

stakeholder consultations is that their aim is to ensure that the public are “getting a good 
deal”. They consider the current pricing process to be fair and pragmatic, delivering 
excellent value for the taxpayer, so they are very comfortable with the existing pricing 
arrangements and price levels. Their view is that the scheme is doing what it was designed 
to do.  
 

- Department of Health also see the scheme as operating well to meet a growing need and 
allows for a degree of certainty about levels of service within a given quantum of funding.  
 

- HSE recognise value in the defined budget and in the objectivity of the pricing and 
procurement approach.  
 

- The view expressed by NHI and operators is that they do not regard the current process as 
being one in which there is any substantive negotiation on the drivers of price, but rather a 
budget discussion with NTPF on how a fixed allocation of money is being distributed across 
the system.  Even where multi-annual pricing agreements are entered into with operators, 
the lack of clarity on how prices might be set after the expiry of such agreements is a 
concern to operators and funders alike. 
 

- The view expressed by financial institutions is that the absence of a transparent pricing 
mechanism is definitively one of the most significant barriers to investment in the sector, 
principally because, in its absence, there is no basis for assessing or determining consistently 
across the sector a price that fairly compensates operators for the legitimate costs of care, 
nor how price will respond to increases in such costs over time. This remains a barrier 
despite the fact that the economy has improved in recent years, where demand for nursing 
home places is high, and the general investment and lending climate has significantly 
improved.  
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8.2       Conclusions and Recommendations  

8.2.1 Observations on Current Pricing Process 

Our observations on the current pricing process are set out below.  Where considered relevant, 
these observations have informed the recommendations on the proposed pricing mechanism for 
long-term residential care. 

• Whilst NTPF apply a consistent process in line with four stated criteria in fulfilling their remit to 
negotiate prices, a transparent pricing mechanism cannot currently be said to exist to determine 
or inform the price of long-term residential care under Fair Deal.  
 

• Prices negotiated are based on the four criteria and reflect: 
 
- The impact on the price negotiations of the economic climate in the period since the 

schemes inception. 
- Average county rates. 
- Rates charged in 2009.  

These all continue to have an influence on reimbursement rates. As such, cost increases incurred 
by operators do not naturally or directly lead to an increased rate due to the influence of the 
other four criteria. 

• NTPF carry out a detailed financial analysis of each home as part of the negotiation process, and 
collate such information on a sector basis. As such NTPF are highly informed on the financial 
position of homes as part of their negotiations. This provides the NTPF with valuable information 
on the cost base of homes and enables them to determine industry benchmarks under each of 
the cost inputs. However, the cost of care identified in the financial analysis is only used to 
support negotiations rather than to determine a rate. Benchmark data is often, but not always, 
discussed as part of the negotiations. Neither the benchmark data, the template used by the 
NTPF in its assessment, or the performance of the home against the benchmark data is shared 
with the home or published. 
   

• While NTPF do have regard to the EBITDAR of a home in the general sense, there is no explicit 
recognition in the NTPF financial assessment and current pricing process of the appropriate 
return on capital employed for the operator, and in consequence there is no measure of what an 
appropriate level of return might be in any case relative to capital employed.  NTPF has stated 
that the decision not to factor in a return on capital is a deliberate policy decision as it sees its 
role as a purchaser of services on a value for money basis, without regard to any pre-defined 
levels of return.     
 

• Costs incurred, including those required to comply with HIQA quality standards are not 
specifically requested by NTPF or provided by nursing homes, but in general they may be evident 
to NTPF from its review of the financial statements and from discussions with nursing homes.  
The impact of such increased costs are considered only as part of overall negotiations based on 
the four criteria and are not given separate consideration. 
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• As the financial information reviewed by NTPF is based on historic accounts, no consideration is 
given to prospective financial information as part of the assessment, such as the budget for the 
current financial year.   
 

•  
 

 This points to certain homes being 
more efficient in their operations than others, with some benefitting from greater efficiencies of 
scale. 

• Feedback from stakeholder consultations has pointed to cost pressures increasing across the 
sector in recent years, which have not been fully reflected in any Fair Deal rate increases in the 
period.   

 
 This underlying decline in profitability in the sector is 

attributed by operators and financial institutions to the lack of responsiveness in the current 
pricing process to recognising increases in the cost of care including staff costs, the costs of 
regulatory compliance and the impact of an increasingly dependent resident population.   

 
• The NTPF consider proposals for new homes against its current pricing criteria, including local 

market rates. As such, a return on capital employed is not specifically considered.  The rates 
outside of Dublin are widely regarded by operators and funders as inadequate to cover the 
current costs of care and provide a return on capital to investors. In our view, the current 
arrangements will inhibit the development of new capacity in the areas required over the 
medium term.  
 

• The focus of NTPF’s pricing negotiations, in line with the criteria set down, is to ensure value for 
money for the State, with pricing to reflect costs reasonably and prudently incurred by 
operators, and prices previously charged and those prevailing in the local market. NTPF operate 
at arm’s length, but within the context of a fixed annual budget that is separately determined as 
part of the annual Exchequer budgets process. Unless the Estimates process is responsive to 
changes in costs being reasonably and prudently incurred, and to any increases in capacity 
required across the system, there is a risk of a disconnect in the funding available for the NHSS 
and that required.  
 

• The current process allows considerable latitude for the negotiation process to in effect become 
an incremental budget discussion over the allocation of the level of funding available to NTPF. 
The current process lacks transparency, and has embedded within it variations in pricing 
arrangements across the country, with the origins of such variations pre-dating the NHSS, when 
the sector operated in an open market.  Whatever advantages may exist in the current 
processes in terms of negotiating price arrangements within a fixed budgetary framework, it 
does not, in our view, have the advantages of the proposed pricing mechanism with regard to 
supporting the principles of equity, evidence based resource allocation, and the delivery of 
appropriate care in appropriate settings. 
 

• The current pricing process, whilst a significant barrier, is not the only barrier to investment in 
the sector. Others include: 
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- The lack of coherent strategic planning for the sector, not just in terms of long-term 
residential care, but also across the continuum of care. This includes a lack of clarity on the 
role of the public sector in the provision of nursing care going forward; 

- The inability of investors to find investment opportunities of scale in the sector, a function 
largely of its fragmented nature and the low number of nursing home groups with multiple 
facilities; 

- The inability to source qualified staff in the numbers required; and 
- The escalating costs of sites, particularly in larger urban areas, and the higher returns 

obtainable on land for alternative uses.  
 

8.2.2 Recommendations on a Future Pricing Mechanism 

We set out below our recommendations on a future pricing mechanism for the sector. 

• We recommend that a transparent pricing mechanism be developed to inform price negotiation 
for long-term residential care under Fair Deal. The absence of such a pricing mechanism is 
regarded by investors as a significant barrier to investment in the sector, principally because, in 
its absence, there is no basis for assessing or determining consistently across the sector a price 
that fairly compensates operators for the legitimate costs of care, nor how price will reflect 
increases in such costs over time. This is particularly pertinent in the context of the current and 
future dependency on the private sector to provide long-term residential care capacity, and the 
sizeable increase in capacity required in the sector over the medium term given the demands of 
an ageing population. This remains a barrier despite the fact that demand for nursing home 
places is high, and the general investment and lending climate has significantly improved in 
recent years.  
 

• Any such pricing mechanism should: 
- be capable of determining parameters for a fair and appropriate market price for care in a 

consistent and objective manner. This would be expressed as the rate for a nursing home 
resident per week for an efficient operator providing a level of care in compliance with 
regulatory standards. As such, the mechanism would: 
 be based on the costs, reasonably and prudently incurred by an efficient operator in 

providing long-term residential nursing care in the current market, such as; 
 payroll and other staff related costs necessarily incurred by an operator in 

providing care in line with prescribed regulatory standards;  
 other operating costs necessarily incurred in operating a home to an efficient 

standard, including efficiency levels in operations and physical environment; 
 repairs and maintenance expenditure necessary to maintain the home to an 

acceptable standard for residents; 
 be responsive to changes in the costs of providing care over time; 
 reflect the complexity of the resident population; 
 incorporate an appropriate return on capital employed in the business.  

- provide value for money to the State for its investment in the sector; 
- be capable of supporting the payment of a premium for achievement of quality standards; 
- be capable of being used to inform both: 
 the setting of appropriate prices for new entrants to the sector in different locations and 

at different points in time; 
 periodic pricing negotiations between the NTPF and existing operators. 

 



126 
 

• For a pricing mechanism to be meaningful and of benefit, its structure and operation needs to be 
transparent, with information on the application of any mechanism, including benchmark data, 
shared openly as part of any negotiation process.  In the context of a pricing mechanism, this 
would mean that the structure and operation of any mechanism would be fully disclosed and 
evident to all stakeholders, and there would be clarity on how the mechanism operated, 
including on the constituent inputs to and outputs from the mechanism in informing price. As 
such, pricing negotiations would, against the back drop of a transparent pricing mechanism, 
recognise in a meaningful and open way the appropriate inputs into that mechanism, and the 
price parameters reasonably determined by applying the mechanism would be transparent to 
the parties to the negotiation. 
 

• Over the life time of a nursing home, the three operating cost headings (those charged in 
arriving at EBITDA) listed above under ‘costs, reasonably and prudently incurred…’ will typically 
account for c.80% of the total agreed price, and therefore how they are dealt with in any pricing 
mechanism is crucial. The detailed examination of historic financial information on homes 
undertaken by NTPF when negotiating new pricing agreements, and the manner in which the 
financial review template is prepared in each case, gives NTPF staff a thorough understanding of 
the financial metrics across all relevant cost headings. The fact that NTPF collate data on a sector 
wide basis means that staff also have available to them a rich source of benchmark data for all 
cost categories. Whilst the current process includes benchmarking key cost drivers in the nursing 
home during negotiations, it could be developed further into a more formulaic approach that 
can readily feed into a more developed pricing mechanism, and would form a continuing part of 
any such mechanism. In particular, the rich source of data collected and collated by NTPF staff 
would provide a valuable input to that mechanism.  
 

• A transparent pricing mechanism, particularly given the current disparity in rates nationally, is 
likely to highlight cases where operators are genuinely receiving less than a fair market price and 
equally may identify cases where operators are being paid more than a fair market rate. The 
outcome of the use of a robust, more formulaic pricing mechanism is that there may be winners 
and losers. This is rendered all the more likely by virtue of the fact that current rates still reflect 
legacy arrangements entered into by homes prior to the commencement of Fair Deal.  
 

• A number of the potential downside equity risk factors of investing in the sector at the present 
time could be ameliorated by having a transparent pricing mechanism in place. The existence of 
increased downside risks at present means that investors will place a higher equity risk premium 
for investing in the sector than in the past, and may well be deterred from committing capital to 
the sector at all.  
 
The proposed pricing mechanism would be the basis used in assessing price for both existing and 
new operators going forward. As noted elsewhere, we consider that the local market price 
should not be a criterion, as it cannot properly reflect the differing costs of investing in nursing 
home infrastructure at different points in time. Furthermore, variations in pricing between 
operators in adjacent counties cannot rationally be explained. In the context of the current 
criteria applied by NTPF in its current pricing process, we consider that two of these will remain 
relevant principles in the application of the proposed pricing mechanism going forward, namely; 
- Costs reasonably and prudently incurred by the nursing home and evidence of value for 

money; 
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- Budgetary constraints and the obligation of the State to use available resources in the most 
beneficial, effective and efficient manner to improve, promote and protect the health and 
welfare of the public. 
 

• It is envisaged that prior to proceeding to implementation of the pricing mechanism, NTPF 
would test its application in practice against a representative sample of current cases, to more 
fully develop key drivers of the mechanism, such as benchmarks, the appropriate rate of return 
on capital employed to be applied, the economic useful life of homes to be used, and the 
approach to determining the quantum of capital employed on existing homes.  

 
• Once a decision is taken to implement the mechanism, we envisage that a transitional process 

will be required to allow its operation to be more fully assessed in practice across the entire 
sector, and based on experience gained, to make refinements to the mechanism made where 
necessary. During the transition stage, to bed down its use, we would expect that the price 
previously charged would also be a relevant criterion.  This will allow operation of the proposed 
pricing mechanism to be assessed in practice, and refinements made where necessary.  
 

• However, even in its early implementation, the mechanism is likely to identify areas of the sector 
where the current pricing arrangements, largely because of their legacy origin, are materially out 
of line with what would be regarded as a reasonable price for care, having regard to costs 
prevailing in a region or the return on capital reasonably required by investors. The mechanism 
would allow such homes to be realigned, upwards or downwards, on an objective and 
transparent basis in the shorter term.  
 

• The early roll out of SAT would support the establishment of a robust and meaningful pricing 
mechanism, and we recommend this process be accelerated (see also recommendations for 
Complex Care at 7.2.2 below).  
 

• Whilst the mechanism is intended to determine a reimbursement rate, it is envisaged that 
negotiation would take place on the individual cost inputs (including comparison to benchmarks) 
and to address any specific factors relevant to the reimbursement price in any given case.  The 
mechanism is intended to provide a structured basis that will allow the impact of underlying cost 
headings (and changes to those cost headings) to be each considered in turn so that a 
reimbursement rate can be set between the parties based on the accumulation of the different 
cost heading considerations.  As such, the use of the proposed pricing mechanism does not 
obviate the need for negotiation, but will help scope the parameters within which negotiations 
would be undertaken. NTPF has indicated that the introduction of the pricing mechanism 
proposed in this review would need legislative and policy changes to be implemented. 
 

• The mechanism provides both the State and the operator with an equitable and transparent 
basis to negotiate prices, ensures value for money for the State, provides a fair but not excessive 
return to investors, and supports the provision of adequate care by the independent sector in a 
financially stable environment based on a return on capital employed appropriate to the sector.    
 

• Under Fair Deal (and precedent schemes) the State has in effect made the decision to outsource 
the provision of a substantial element of the nation’s nursing home care to the private sector.  A 
pricing mechanism would provide an informed basis for the State in ensuring value for money 
was being achieved as it would reflect the price of care for an efficient operator in the sector, 
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reimburse on a basis in compliance with regulatory standards, and provide a market rate of 
return to investors over the life of the nursing home asset commensurate with the risk.  A 
mechanism is central to ensuring the State obtains value for money in the pricing of care on the 
additional new capacity required to support an ageing population over the medium term.  A 
failure to properly identify and respond to genuine cost changes in that sector, thus undermining 
its profitability, risks destabilising the sector financially. In the absence of a pricing mechanism, 
there is a risk that resource allocation decisions to the sector will not be sufficiently informed on 
or responsive to genuine cost changes. Being agnostic to whether profitability and margins are 
under downward pressure in the sector, is a recipe for allowing the sector reach a final tipping 
point where it is certain investment in the sector will dry up, and business failures are likely.  
 

• It is also likely to increase pressure on operators to increase Additional Charges, to a point where 
the NHSS would appear to the resident more akin to a subvention scheme, the very situation 
that Fair Deal was established to resolve. 
 

• A pricing mechanism will only maintain continuing legitimacy if it is seen as a basis for informing 
the determination of a fair market price for the provision of care. It follows that where operators 
experience genuine cost increases in providing such care that these should be recognised in a 
transparent manner in the proposed pricing mechanism.  
 

• For a fair pricing mechanism to operate, the NHSS budget should ideally be aligned to the 
underlying cost experience of the sector, and reflect genuine cost changes being experienced by 
operators. In this context, it should also adequately reflect the cost of new capacity coming into 
the system. It is however important to recognise that a transparent pricing mechanism can still 
apply where nursing home care is funded within a defined fixed annual NHSS budget. Control of 
total expenditure within a defined annual budget could be exercised inter alia through control of 
the volume of services taken up under the scheme much as it does today. In times of severe 
pressure on public finances, it has to be recognised that it may be necessary for Government to 
adjust any determined reimbursement rate to reflect the economic conditions prevailing. It is 
not envisaged that this would be the norm on default positions as to do so would eliminate any 
benefits of the underlying pricing mechanism.  
 

8.2.3 Observations on Complex Care 
 

• One of the four NHSS components to which the NTPF prices apply is stated to be “nursing and 
personal care appropriate to the level of care needs of the person”.  NTPF have informed us that 
they take this aspect into consideration indirectly in their negotiations.  However, our 
assessment of the current pricing negotiations would not show any means by which the NTPF 
negotiators could directly, meaningfully and specifically judge whether their price-setting was 
fair in this regard in the absence of a SAT, other than based on costs incurred. 
 

• The State is applying the principle of linking resource allocation to defined activity and output in 
the largest single sphere of health spending, the acute hospital sector, and has set out as a policy 
ambition the extension of this principle. Pricing in the nursing home sector, which is 
undifferentiated with respect to dependency levels, no longer reflects this policy objective. 
 

• As outlined, the current process allows considerable latitude for the negotiation process to in 
effect become an incremental budget discussion over the allocation of the level of funding 
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available to NTPF.  This process does not, in our view, have the advantages of the proposed 
pricing mechanism with regard to supporting the principles of equity, evidence based resource 
allocation, and the delivery of appropriate care in appropriate settings. 

 
• Equally, we believe that ‘generic rates’ that do not take account of dependency, will only 

incentivise ‘generic facilities’. Uncertainty or subjectivity in the approach to funding more 
complex clients represents a risk which investors will factor into investment decisions, increasing 
the cost of equity. 
 

• To allow the NTPF to discharge its negotiation role and agree prices appropriately with respect 
to complex care it is essential for HSE and DoH to: 
- Agree definitions to be used in assessing dependency levels 
- Define model of care desired 
- Identify the services required to underpin the model of care 
 
Essentially to develop a Single Assessment Tool to enable accurate costing of care of the 
elderly. 
 

• HSE has been developing the capability to use internationally verified classification systems to 
assist in assessing dependency levels through a standardised assessment process for either 
homecare or residential care. A careful and extensive selection process was undertaken over 
several years to identify the appropriate technology to be used, with interRAI finally selected 
and now being piloted in several settings. 
 

• While these pilots are at an early stage, the opportunity clearly already exists to gain insight as 
to the nature and spread of casemix in existing residential facilities and to link such analysis with 
resourcing decisions. 
 

• Pending detailed costing exercises, data from other countries could be utilised to estimate cost-
weights as the evidence indicates a similarity in results regardless of country origin. 
 

• We are aware that, while interRAI has been determined to be the tool for assessment of NHSS 
and homecare packages, some disability specialists feel this methodology may not be adequately 
oriented towards the demands of their patient cohort. A decision is pending from the DoH in this 
regard. 
 

• There is specific evidence that the specialist providers for complex patients in the physical 
disability and mental health areas face a capacity problem as things stand and this lack of 
specialist care appears to be contributing to pressure to accommodate such clients within the 
broader nursing home community and within NHSS. 
 

• The existence of various workaround solutions to fund highly complex patients within nursing 
homes, involving ‘top-up’ funding arrangements that are highly localised and which may be 
leading to inequities and inconsistencies in access to appropriate care. 
 

• While there is no register of the extent to which complex cases are being declined by nursing 
homes based on price, the number of work-arounds which have evolved to attempt to place 
clients with higher dependency levels, the extent of the special funding arrangements and the 
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persistent delays for certain clients at point of entry to the scheme from acute and community 
settings are specifically suggestive of a situation where the standard approach to pricing is 
impacting on capacity for complex care. 
 

• There are indications that the application process for the NHSS has led to an increasing 
dependency profile of residents admitted to nursing homes as more independent older persons 
are, where funding is available, provided with home care and other support to allow them to 
remain in their own homes. 
 

• The combined effects of increasing average longevity and increasing numbers overall living to 
older age are likely to increase the requirement for more tailored resources and for pricing 
mechanisms which reflect this. 
 

• Even with a reduced duration of stay for nursing home residents of 1.9 years on average, it is 
possible that the dependency mix for any facility will evolve considerably over time. 
Dependency-based funding systems in Canada and elsewhere recognise this reality, and the 
associated provider/funder risk, and review casemix on an annual or even six-monthly basis. 
 

• Internationally, the introduction of resourcing approaches linked to dependency needs has been 
underpinned by key principles such as: 
- Those that provide “heavier care” should receive more payment 
- Appropriate funding for appropriate care 
- Payment for complex care should not be determined indirectly 
- Important to address access issues for those requiring complex care 
 

• Casemix measurement can be distinguished from pricing and payment.  It is possible to assess 
the relative mix and dependency of patient types without adjusting the existing funding base, or 
simply to proceed to relative adjustments within a prescribed funding total. 
 

• Absent an objective measure, it is not possible to sustain a case that the complex clients are 
more generally catered for in the statutory sector, or to test the NHI claim that 65% of its client 
base is in the High or Maximum dependency category. We would consider, based on experience 
in Ireland and abroad, that an objective measure is likely to show a more mixed picture within 
each provider block. 
 

• HIQA has a national jurisdiction and its requirements to ensure quality care, not all of which 
relate to dependency levels, represent a similar overhead irrespective of facility location. While 
at present NTPF believes that there is not a sufficiently standardised approach to care which can 
be costed and applied across the sector, it would seem inconsistent, to persist with a situation 
where the quality regulator considers dependency issues in its assessments, but that the pricing 
mechanism should not move to do so.  
 

8.2.4 Recommendations on Complex Care 

We set out below our recommendations on complex care in the context of a future pricing 
mechanism for the sector. 
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• DoH, liaising with HSE, should commit to refine the NTPF’s negotiation brief to allow for a 
transition towards a pricing approach which recognises variations in complexity across provider 
client bases following the publication of the Single Assessment Tool and dependency based 
requirements which can then be costed. 
 

• Development work on needs assessment using interRAI, piloted by HSE, should be pushed 
forward with a view to early extension to cover all applicants for NHSS approval. Consideration 
should be given to how this timeline might be significantly accelerated. 
 

• NTPF should be directly involved with HSE in any transition programme to dependency-related 
pricing and NTPF negotiators and managers given the opportunity to acquire early insights into 
the issues and techniques involved. 
 

• A timescale should also be defined for extension of the standardised needs assessment 
approach to existing NHSS clients and their providers, both public and private. Options for 
bringing this time line forward should be considered. It is recognised that this is a complex 
programme of work and will need to be constructed and resourced adequately within HSE. 
 

• Convergence mechanisms will need to be considered to ensure that inequities do not arise as 
the pricing approach moves from flat-rate to differentiated rate. 
 

• DoH and DPER should be clear in relation to the funding principles underpinning any 
dependency-related pricing scheme i.e. will there be a fixed national budget within which prices 
are set, are there activity caps, should pricing include any element of reward for features such as 
accreditation? 
 

• Given the high degree of reliance on private providers for long-term residential care, 
consideration should be given to engaging with private providers on the adoption of casemix 
measurement technology as part of a move to differentiated pricing. This could include the 
option of self-assessment against standardised measures, subject to audit and review. 
 

• The extent and nature of special funding arrangements for atypical NHSS clients’ needs to be 
established and monitored on an ongoing basis by HSE. 
 

• Pending the roll-out of a revised approach to pricing which captures dependency needs, it may 
be more appropriate to create a special interim fund at national level to procure placements for 
more complex clients, according to a common rules set. 

 
8.2.5 Ensuring Value for Money  

 
We have considered the proposed pricing mechanism against four commonly applied principles of 
value for money, namely economy, efficiency, effectiveness and equity.  
 

(i) Economy 
 
Economy is focussed on spending less, whilst maintaining a given level of output at the required 
quality.  
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The proposed pricing mechanism set out in this report directly supports economy for the following 
reasons: 
 
• Only those costs reasonably and prudently incurred by an operator fall to be reimbursed. The 

cost structures of an operator continue to be subject to detailed review by NTPF as part of their 
negotiation process with homes to ensure this criterion is met; 

• Operating costs of any given operator are subject to meaningful benchmarking and performance 
measures. Benchmarking is an accepted strategic management tool in effective procurement, 
and is particularly relevant in this case because the service being purchased is relatively standard 
and universal across the sector, operating to set regulatory standards. This will provide 
assurance that the cost structures of an operator are not out of line with market norms; 

• The reimbursement of capital costs is based on a whole life costing model (which includes a 
determination of the useful life of a home over which capital costs, excluding land, are to be 
reimbursed). Capital costs will in turn reflect the market cost of building an efficient home that 
meets the required regulatory building standards, but not beyond, over the useful life of the 
asset.  

• The return on capital included within the pricing mechanism is appropriate to and reflective of 
the risks of investing in the sector and the cost of debt and equity prevailing in the market. This 
provides value for money as it ensures that excessive returns on investment in the sector are 
avoided, whilst at the same time providing an appropriate level of return to investors to 
continue attract investment in new nursing home capacity; NTPF will need to engage 
appropriate experts in this area to determine what is a reasonable rate of return on capital. 

• Only the basket of services approved under Fair Deal are reimbursed; 
• The process of agreeing price between NTPF and operators continues to involve negotiation to 

finally settle on a price; 
• The introduction over time of a costed dependency measure, which will allow for economic 

pricing to be fine-tuned further. 
 

(ii) Efficiency 
 
Efficiency can be defined as the relationship between outputs and the resources used to achieve 
them.  
 
The pricing mechanism set out in this report directly supports efficiency for the following reasons: 
 
• Benchmarks used will reflect what an efficient operator in the sector is achieving.  
• The capital costs reimbursed under the mechanism are based on an efficient build cost that 

meets the required regulatory building standards, but not beyond, over the useful life of the 
asset. 

• The inclusion of an appropriate rate of return for investment in the sector in the pricing 
mechanism will bring greater efficiency to attracting investment to the sector over time. 

• The proposals build on what is already a highly efficient and cost effective negotiation and 
contracting process undertaken by NTPF, as a central agency established for this purpose.   

 
The pricing mechanism and its application in practice strongly supports achieving the objective of 
efficiency as part of VFM. 
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(iii) Effectiveness 

 
Effectiveness can be defined as the extent to which objectives and outcomes have been achieved.  
 
The NTPF conducts its pricing negotiations with providers, and applicants for NHSS are assessed on 
the basis that the clients will get ....”nursing and personal care appropriate to the level of care needs 
of the person”. 
 
The pricing mechanism will support effectiveness in a number of respects: 
 
• Once implemented, SAT will support informed dependency based funding which will provide an 

objective basis for ensuring care needs of residents are provided and appropriately resourced; 
• The SAT combined with a pricing tool would allow for case mix funding which would avoid 

situations where providers seek to cherry pick less complex cases and provide incentives to 
operators to meet the needs of those more complex cases; 

It should be noted that the SAT is not required to operate the pricing mechanism. In the absence of 
SAT, the rates for nursing homes can be set based on the cost mix prevailing over a period of time at 
an overall level rather than individual patient. The pricing mechanism would however be more 
responsive if paired with SAT.  

The creation of a dedicated fund for highly complex cases would facilitate greater responsiveness in 
the provision of such care across the sector, as funding will be less ad hoc and more streamlined, 
and reimbursement will be more readily aligned with enhanced needs of this patient group.  
 

(iv) Equity 

Equity may be defined as treating all stakeholders fairly equally and impartially.  

The pricing mechanism supports equity as it: 

• Provides a consistent approach to pricing across the whole of the sector irrespective of location;  
• Provides a basis to incentivise procurement of new capacity nationally through provision of 

medium term contracts with certainty on pricing for a period of years ( currently being applied 
by NTPF) underpinned by an appropriate return on investment to investors.  

• Will provide in time, through the use of a Single Assessment Tool (SAT), a pricing mechanism 
which reflects care needs and complexity, thus ensuring residents receive care appropriate to 
their needs, and on a consistent basis from provider to provider; 

• Provides for the ability to refer disputes on pricing to an independent third party for resolution, 
after the process of negotiation with NTPF has been exhausted.   

• Provides for greater transparency and awareness over additional charges rendered by providers 
on residents outside of Fair Deal, through their publication on a central database, and through 
their independent monitoring and review.  

 
As far as overall management of expenditure on Fair Deal is concerned, NTPF’s role in negotiating 
price is one driver of the overall cost of the Scheme. NTPF’s role is focussed exclusively on price 
negotiation; it has no role in managing applications to the Scheme or placements in nursing homes, 
responsibility for which rests with the HSE. HSE are also responsible for overall budget management 
of the Scheme. NTPF has no such budget responsibility, it solely focusses on price. 
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The pricing mechanism proposed has engrained within it a series of controls over price which are 
designed to ensure economy and cost effectiveness and that only those costs applicable to the 
provision of care under Fair Deal are reimbursed. These include a focus on benchmarking, whole life 
costing, and detailed financial analysis so that only the reasonable costs of care, prudently incurred, 
are reimbursed, consistent with the pricing criteria NTPF applies.  
The pricing mechanism specifically considers the following three core elements of costs that a 
nursing home incurs in arriving at the price of care:  
 
• Payroll and other operating costs; 
• The cost of investment in a home; 
• The cost of capital (equity and debt) to an operator. 

For each category of costs, the mechanism incorporates controls to ensure that the price arrived at 
is based on costs reasonably and prudently incurred. These controls build on NTPF’s existing 
processes which involve a detailed examination of the operating costs of homes to ensure that such 
costs meet the criterion of being reasonably and prudently incurred and offer value for money.  

As such, there already exists within the current NTPF processes a strong focus on economy, value for 
money and cost control. These processes continue to be an integral part of the proposed pricing 
mechanism.  

In our view, the proposed pricing mechanism is consistent with and strongly supports VFM.  

NTPF believe that in principle where the risk is reduced for investors it results in a higher risk for the 
funder, in this case the State. In our view, the introduction of the proposed pricing mechanism 
reduces risk for investors, which should be reflected in a lower required return on investment in the 
sector, supporting economic pricing going forward and resulting in a lower ultimate cost to the 
State. It is also arguable that the current pricing process because it lacks a transparent method of 
pricing, gives rise to unnecessary risk, generating a risk premium for investors to enter the market 
which is not justified in a market that is almost entirely State funded. 

Because existing rates have been arrived through a different pricing process, and are still impacted 
by legacy rates charged prior to commencement of Fair Deal, it is inevitable that the application of 
the pricing mechanism to existing operators will give rise to variations from the current rate. This 
may well highlight cases where operators are genuinely receiving less than a fair market price and 
equally cases where operators are being paid more than that rate. The outcome of the application of 
a robust, more formulaic pricing mechanism is that there are likely to be winners and losers. This will 
take a period of time to determine, and we envisage, where such variations arise, that any pricing 
adjustments would be phased in over a period of years. This reflects the reality that any such change 
cannot be made in one go, which is consistent with recognising the wider context of the budgetary 
constraints on the State in the funding of Fair Deal.    
 
The principle behind the pricing mechanism is that the State is willing to pay a reasonable market 
price for the services being provided. This is necessarily set in the context of the budgetary 
constraints and the obligation on the State to use available resources in the most beneficial, 
effective and efficient manner to improve, promote and protect the health and welfare of the public, 
one of the specific criteria used by NTPF in pricing long term residential care. This criterion will 
continue to be relevant going forward, and reflects a reality, and potential risk, for investors in long 
term residential care that the state of Government finances and consequent budgetary constraints 



135 
 

may adversely impact on the funding available for Fair Deal at different points in time. The pricing 
mechanism will need to have the flexibility to be adjusted where there are severe financial pressures 
on the public finances as this will affect the State’s ability to appropriately fund the NHSS. Such 
budgetary constraints may manifest themselves in a number of ways, for example reimbursement 
pricing adjustments, limitations on approving new capacity, waiting times for persons seeking access 
to nursing home places. The impact of budgetary pressures on the State was evident in the funding 
of Fair Deal during the recession. Over the longer term, however, the financial viability of any 
business is dependent on it generating a level of profitability to meet its obligations to debt holders, 
reinvest in its infrastructure and provide a fair and appropriate return to investors. For investors in 
long term residential care in Ireland, given the dependency on the State for its revenue, this requires 
such businesses to obtain a reasonable market price for the services being provided under Fair Deal 
over the longer term, whilst accepting that the state of Government finances might periodically 
impact reimbursement pricing and profitability. Equally, the policy decision to significantly outsource 
the provision of long term residential care to non-statutory provision brings as a corollary the need 
to ensure that the non-statutory capability to respond on a sustainable basis to the requirements of 
the population is assured 

Thus, the proposed pricing mechanism provides both the State and the operator with an equitable 
and transparent basis to negotiate prices, ensures value for money for the State, provides a fair but 
not excessive return to investors, and supports the provision of adequate care by the independent 
sector in a financially stable environment, based on a return on capital employed appropriate to the 
sector.    
 
8.2.6 Appeals Process  

 
• The current process for appealing the proposed reimbursement rate is conducted exclusively 

within NTPF. This is in line with the requirements of the NHSS legislation.  Looking to the future, 
we consider that the ability to refer the dispute to an independent third party would enhance 
the existing process. As such we recommend that the Appeals Process include the ability to 
ultimately refer disputes to an independent third party in line with the following: 
 
- That an initial and thorough stage of review will first have been undertaken within NTPF to 

seek to reach agreement within a defined timeframe.  
- In the event that agreement is not reached, the parties would be required to clearly set out 

their respective positions on the price proposed before any referral to a third party. We 
consider that the proposed pricing mechanism needs to be in place to enable an 
independent third party to meaningfully form a view on price. 

- The independent third party would be entitled to seek further information from the parties 
to conclude the review, which would be undertaken within a defined period of time. 

- The decision of the independent third party would be binding. We understand that this 
proposed appeals mechanism would require a change in the legislation. 

- The costs of any independent third party process would be shared between the parties with 
each party paying their own advisors’ costs. 

 
• The intention is to ensure that there is an avenue for an independent review to take place in the 

event that the parties fail to reach agreement after the conclusion of the internal NTPF review 
stage.  However, it is expected that all parties would seek to engage meaningfully in trying to 
resolve differences between them prior to referral to an independent party, which should be 
seen as a last resort.  In designing the detail of the operation of the Appeals Process 
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consideration needs to be given as to how this is put into practice, to avoid the independent 
stage being the default option for all negotiations.  This would be a failure of the process.  The 
existence of a transparent pricing mechanism should facilitate an easier resolution of issues 
during the internal NTPF review stage. 
 

• In our view, in order for the Appeals Process to be effective (and in particular any independent 
review process within it) a pricing mechanism needs to be in place.  Both the pricing mechanism 
and the recommended Appeals Process need to be implemented as quickly as possible to enable 
appellants’ avail of the proposed dispute resolution process and to minimise the potential for 
litigation, and the consequences thereof, under the existing review process. 

8.2.7 A Co-ordinated Strategy for the sector 
 

• Given the considerable challenges which exist in the sector, and the increasing demands of an 
ageing population, it is vital that there is a clear integrated strategy for the sector going forward, 
across the full continuum of care. This demands that the perspectives of various public sector 
stakeholders are effectively co-ordinated, including the Department of Health, DPER, the HSE, 
HSE Estates, HIQA and NTPF.  

• The future planning of the sector requires that those involved in private and voluntary nursing 
home provision and representative groups to be appropriately involved, particularly given the 
dependency on these sectors for current and future long-term residential care.  

•  In order that future capacity requirements are planned, and to avoid regional imbalances in 
future supply and demand, the State needs to develop a long-term national nursing home 
infrastructure plan, identifying the new and replacement capacity needed in terms of scale, 
location and timing. Any such plan needs to explicitly address the role of the public sector in 
nursing home provision going forward.  

• Based on such a plan, the State can strategically plan the longer term needs of the sector, and 
can create investment opportunities of scale for investors through bundling a number of new 
homes within a single procurement. A potential model is where the State would put design, 
build, finance and operating contracts (DBFO) out to tender for bundles of 5 to 10 homes based 
on an agreed contracted reimbursement price for a minimum of five years. A pricing mechanism, 
as described above, is important in attracting investors to such a model. The fact that the sector 
is highly fragmented at present has limited the ability of investors to find investment 
opportunities of scale. This would help overcome this barrier. The creation of opportunities of 
scale for investors will attract capital to the sector, and the State can play a central role in 
creating the environment for such investment. 
 

8.2.8 Transparency of Additional Charges 
 

• We recommend that charges being made to residents of homes for services not covered by Fair 
Deal be published on a central database so they are completely transparent to actual and 
prospective residents of homes.  

• Any additional charges should be subject to independent monitoring and review to ensure they 
represent the recharging of costs validly incurred for services provided to residents outside of 
the basket of services covered by Fair Deal, and are not subsidising the Fair Deal rate. 

• This is a matter that will need agreement between the State and representatives of private 
nursing homes as the NTPF’s remit does not extend to this at present. 
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Appendix 1: Stakeholder Consultation List 
 
 

NTPF CEO 
NTPF Director of Finance 
NTPF Contract Managers 
Department of Health 
Department of Public Expenditure and Reform 
HSE Services for Older People 
HSE Disability Services 
HSE Estates 
HIQA 
Age Action 
The Competition and Consumer Protection Commission 
Office of the Ombudsman 
Nursing Homes Ireland 
A number of individual nursing homes 
Bank of Ireland 
AIB 
Ulster Bank 
The Irish Strategic Investment Fund 
The NTPF’s solicitors – Philip Lee Solicitors 
Professor Dermot Power – Consultant Geriatrician, Mater Misericordiae University Hospital 
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Client:   NTPF   

Date:   1 October 2018 

Subject:  Review of the Present System of Pricing under the Nursing Home Support Scheme 
conducted by Deloitte 

Philip Lee were asked by the NTPF to consider whether, in our view, the Review of the 
Present System of Pricing under the Nursing Home Support Scheme conducted by Deloitte 
gives rise to any issues from a legal perspective that may be a cause of concern for the 
NTPF.  

Background 

For the purpose of conducting its review, Deloitte had regard to the following Terms of 
Reference: 

• ensuring adequacy of residential capacity for those residents who require high 
level or more complex care; 

• continuing to ensure Value for Money and economy, with the lowest possible 
administrative costs for clients and the State and administrative burden for 
providers; and 

• increasing the transparency of the pricing mechanism so that existing and 
potential investors can make as informed decisions as possible. 
 

The Deloitte review commences with an examination of the current processes and 
procedures followed by the NTPF for the purpose of agreeing prices with private nursing 
homes for the provision of “long-term residential care services”. Much of the Deloitte 
report is premised upon the assumption that the current model applied by the NTPF to 
agree prices with private nursing homes is lacking in transparency. However, given that 
the terms of reference for the Deloitte report expressly refer to “increasing transparency” 
from the point of view of “existing and potential investors”, this stated assumption is not 
unexpected. 

Following its review of the NTPF’s current procedures, a consultation process with certain 
stakeholders and a high level review of how residential care systems operate in other 
countries, Deloitte set out its recommendations which we consider below.   

Deloitte Recommendation # 1  

The main recommendation advanced by Deloitte is that a more transparent pricing 
mechanism should be developed for the purpose of determining a weekly market price for 
care per nursing home resident. Section 6 of the report details the constituent elements 
that need to be included within this pricing mechanism according to Deloitte. Whilst many 
of the elements listed in this section 6 are captured within the NTPF’s existing criteria of 
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“costs reasonably and prudently incurred by the nursing home and evidence of value for 
money”; Deloitte also recommends including in the pricing mechanism provision for a 
return on capital employed.  

The stated objective behind the inclusion of a return on capital employed within the 
pricing mechanism is “to attract new investors and keep existing operators in the system to 
provide capacity that meets the demand for long-term residential care”. However, Deloitte 
acknowledge that the NTPF remit may need to be extended to “assess and address 
capacity requirements”. 

Issues  

The inclusion of a provision for return on capital would have significant budgetary 
consequences for the NTPF and would represent a major policy change. 

The NTPF’s statutory functions is “to make arrangements with a person it considers to be 
appropriate, being a proprietor of a nursing home, relating to the price at which long-term 
residential care services will be provided by such person to persons requiring such services 
and who are in receipt of financial support under the Nursing Homes Support Scheme Act, 
20091.” 

 
 

 
 

 

 
 

 
 

 

The report notes the rationale behind the NTPF decision to not take return on capital into 
account as part of price negotiations. This is stated as being a deliberate policy decision as 
the NTPF see its role as a purchaser of services seeking the best price on behalf of the 
taxpayer. There are few sectors where there can be guaranteed returns on capital. It is 
unclear why the Fair Deal scheme should now begin to facilitate investors to provide 
certainty around future pricing thereby guaranteeing their investment. Such policies do 
not exist in normal open market environments where investor risk is standard.  

In addition, the introduction of a fixed pricing model along the lines proposed by Deloitte 
would undoubtedly lead to increased costs. Such a model would effectively become a cost 
plus system with the operators having little incentive to reduce their individual costs as if 
their costs are “justified”, then they will be recoverable, with a margin. The proposed 
system would for example remove the current pressures faced by nursing home operators 
to resist salary and wage increases if such increases were to be recovered automatically 

                                                             
1 Article 4(1) of the NTPF Board (Establishment) Order, 2004, SI 179 of 2004, as amended by section 41 
of the Nursing Homes Support Scheme Act, 2009 
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via a fixed pricing model. Whilst, Deloitte are somewhat correct to criticise the current 
system as lacking transparency, it is this lack of transparency that helps to keep the 
scheme within budget and is ultimately the very essence of a negotiation process. 

Deloitte Recommendation # 2  

A significant focus of the Deloitte report relates to the issue of complexity of care of the 
residents of nursing homes.  The fact that the dependency level of individual residents is 
not taken into account by the NTPF when negotiating prices with nursing homes is 
regarded by Deloitte as a major drawback and the report recommends the use of a single 
assessment tool (SAT) to reflect the care needs and complexity of residents.   

Issues 

Reference is made to the fact that work is ongoing within the HSE on the roll-out of a SAT. 
However, at present, there is no nationally recognised assessment tool for such analysis 
and the full development of a SAT is some years away (as expressly acknowledged in the 
report). In such circumstances, we query the level of emphasis placed in the report on the 
need for a SAT.   

In addition, practical considerations relating to the fact that the case mix in any given 
nursing home is liable to change at any given time is not (in our view) given due 
consideration. Furthermore, the fact that it is open to a nursing home to refuse to take on 
a patient of a high dependency level if the home is unable to provide an appropriate level 
of care for the fee being charged is underemphasised.  

Deloitte Recommendation # 3 

The NTPF’s process for addressing those instances where negotiations with a nursing 
home fail to achieve agreement on price also fell within the remit of the Deloitte review. 
Deloitte recommend expanding the existing NTPF review process to include the ability to 
refer matters to an independent third party after the negotiation process has been 
exhausted. According to Deloitte the decision of the independent third party should be 
binding.  

Issues 

Deloitte recognise that its recommendation would require legislative change. In addition, 
we query the rationale of passing the NTPF’s main function to another third party as such 
would amount to a dissolution of the NTPF’s role. We agree with the concerns expressed 
by the Department of Public Expenditure and Reform (DPER) that such a system would in 
effect become a new pricing system.        

Separately, we query whether the cost of establishing and resourcing an independent 
appeals body has been given due consideration.  

Conclusion 
 
The Deloitte report recommends considerable change in terms of how price negotiations 
with private nursing home operators are conducted. However, it is arguable that the 
current system does not require change. Given the cost implications involved with the 
proposed changes as well as the need for considerable legislative amendment, we 
consider that the rationale behind the substantive changes needs to be examined in detail.  




