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In Confidence

Office of the Minister for ACC

Chair, Cabinet Economic Development Committee

Consultation on Increasing Regulated Accident Compensation Treatment Payments

Proposal

1

| am seeking Cabinet agreement to release the attached consultation documerit-onresults of
the 2018 review of Accident Compensation Corporation (ACC) regulated ‘paymerits for
treatment. The consultation document proposes an increase of 2.05%-for payments made to
most treatment providers, such as General Practitioners (GPs),Physiciherapists and
Audiologists, and an increase of 1.72% for payments to Radiclogists\and providers of
Hyperbaric Oxygen Treatment. It also proposes ending the ACC, deauction to some
payments for dental treatment and increasing the nuralier.of classes of treatment provider
used in the regulations.

Payments for treatment are regulated by the Accidgent Compensation (Liability to Pay or
Contribute to Cost of Treatment) Regulaticns 2003 and the Accident Compensation
(Apportioning Entitlements for Hearing, Loss) Regulations 2010 (collectively referred to as
the ‘cost of treatment regulations’):

Executive Summary

3

ACC explored threeceptions.tar calculating increases to regulated payments for treatment.

| recommend corisulting.on their favoured Option one, which is a general increase of 2.05%
for ACC regulated treaiment payments and 1.72% for payments to Radiologists and
providers of\Fyoersaric Oxygen Treatment. The rates reflect that reviews are moving from
annuaite bienriai It is anticipated that the new rates would take effect from 1 July 2020. The
next review wauld then take effect (if any increases are required) by 1 December 2021.

Theinvreases are needed to maintain access to treatment, by minimising the risk that
treatment providers will pass on increased costs by increasing the co-payments generally
charged to claimants. As with prior reviews, the increases were calculated using recognised
inflation indexes as an indicator of the increase in the cost of treatment and rehabilitation.

The proposed increase in regulated payment levels is estimated to cost between

$3.55 million and $7.67 million annually, based on estimates for the next 5 years. Increases
to the rates payable under the relevant regulations have been factored into ACC'’s annual
levy and appropriation estimates. ACC advises that there will be no impact on the total
amount of the levies or the ACC appropriation from the proposed increase.

It is also proposed to end the ACC deduction to some payments for dental treatment, and
increase the number of classes of treatment provider used in the regulations.

| am required to consult on any proposed changes with appropriate people or organisations,
given the subject matter of the regulations. | am therefore seeking Cabinet agreement to
release the attached consultation document detailing the proposed changes to the ACC cost
of treatment regulations.

After consultation, | will make a final recommendation to Cabinet early in 2020, taking into
account public submissions.
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Background

ACC regularly reviews regulated treatment payments to take into account changes in the
cost of rehabilitation

9

10

11

The ACC scheme includes cost of treatment regulations that specify the payments made to
treatment providers for treating ACC claimants. These apply where ACC does not have
specific contracts with treatment providers. Examples are payment for treatment by General
Practitioners and Physiotherapists. ACC spent $313 million on regulated treatment
payments in 2017/18.

Section 324A of the Accident Compensation Act 2001 requires ACC to undertakea regular
review of regulated treatment costs and make a recommendation to the Minister Tor ACC by
1 December. Each review must assess whether adjustment to any of the amouits inthe
regulations is required to take into account changes in costs of rehabilitation.

ACC completed an initial review for 2018 in December 2018 butiequestec: that the final
review be deferred to wait for various market developments. ACC-coiripleted the final review
in mid-2019 and made some recommendations to me innAugust\2019.

Reviews are moving to a biennial basis

12

13

The review of the regulated rates has been conducted-annually but the Accident
Compensation Amendment Act 2019 inciuaed an arviendment that requires ACC in future to
conduct the review on a biennial basis.\That means the next review of regulated rates will
have to be completed by 1 Deceriber. 2020 New rates have generally taken effect about a
year after the due date for revievys.so Lexpect the results of that review to take effect by

1 December 2021.

The new biennial cycle will aliow ACC to collect more comprehensive data on the cost
pressures affecting providers. It will also enable ACC to better understand the impacts of
previous rate-incieases. This should allow for more accurate and robust pricing
recommendatiens.iii-future that capture the underlying costs and needs of claimants.

Proposals for ingrzases have been calculated using inflation indexes with adjustments

14

15

16

17

The maiitdriver of cost increases for treatment funded by ACC is increases in the cost of
labaur of those workers involved in ACC funded treatment.

For the 2018 annual review ACC used recognised inflation indexes as an indicator of cost of
treatment and rehabilitation increases, as it has done for prior reviews. For labour costs this
was the Labour Cost Index for health care and social assistance. However, for the time
period used this index was affected by large upwards impact of the care and support
workers’ pay equity settlement. These workers do not provide ACC funded treatment so that
effect was excluded.

In the same period, public sector Nurses and allied public sector health workers were still
negotiating multiple employer collective agreements (MECAS). Their wages were largely
frozen, so that had a downwards impact that was also excluded.

These public sector MECAS have subsequently had relatively large settlements that
potentially could be recognised, but ACC-funded treatment is usually performed by private
sector health workers. This means factoring in the MECA increases could over-compensate
ACC treatment providers. While the MECAs may have a flow-through effect to private sector
treatment providers, this is difficult to estimate. As such, it is suggested we wait to see
evidence of the impact and address it at the next regulated rates review in 2020.
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18 The adjusted annual movement for labour costs calculated by ACC is shown in Table 1.

Table 1: Labour index calculations used for 2018 review

Annual movement ‘ Calculation

Adjusted
Index name Movement Adjustments annual
movement
1. Adjustment to exclude impact of Care and
Labour Cost Index (LCI) Support Workers’ Pay Equity Settlement
Health care and social + '
, 3.36% | 110%
assistance 2. Estimated inflation component had there-iot |
(SG51Q9) been a freeze on Allied Health and Mursing pay
due to ongoing MECA negotiations

19 Some services are impacted by both changing labour costs and equipiment costs, such as
radiology. For these services, ACC uses a composite siprice indices. These indices show
different movements, for example, the cost of medicaiproducts; appliance and equipment
has been decreasing. When the relevant indices arg)appropriately weighted and added
together, the annual adjusted movement is 6:78%. Tiis:calculation is shown in Table 2:

Table 2: Composite index calculations used for 2018 review

Annual movement ‘Q v Calculation
A

Index name Movement Weighting Composite
LCI Health care and soci;;si_st‘a;.ce (adjusted) 1.10% 60% 0.66%
CPI Medical pradiicts, appli;mes, and equipment -1.60% 20% -0.32%
CPI Hospital s;'vices \ 2.20% 20% 0.44%
Total |t 0.78%

An inflation'\forecast was added to compensate for the review period being lengthened

20 Witivthe review of regulated rates now biennial, the rates now have to cover a two year
period. ACC has therefore added an additional six months of forecast inflation
(0.95 percentage points) on top of the 12 month adjustments shown above. This gives a total
increase equivalent to 1.5 years of inflation, which is fair because there is an advance
payment of 0.5 years of inflation in the first year that is balanced out by the effective
underpayment of 0.5 years of inflation in the second year.

Three options to address cost pressures were explored

21 Following the completion of the 2018 annual review, ACC explored three options for
increasing the cost of treatment regulations to realign them with actual costs. The options
are described in Table 3.
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Table 3: ACC explored three options for payment increases

Option Amount of increase Reason

1 2.05% general increase (1.10 LCI + 0.95 | Excludes care worker and public health sector pay

forecast inflation) settlements because ACC treatment providers usually
. . . operate in the private sector. Uncertainty of flow-

kg for_ Radiologists and providers of through can be addressed in 2020 review.

Hyperbaric Oxygen Treatment (0.78

composite + 0.95 forecast inflation)

2 4.90% for Specified Treatment Providers | Excludes care worker pay equity settlement but factors
2.10% for Radiologists and providers of in the Allied Health and Nurses MECA pay settlements
Hyperbaric Oxygen Treatment so could over compensate private sector AGC

treatment providers. They might not experience’/ full
1.07% - 5.59% GPs and Nurses flow-through of the settlements/ints their lahour costs.

1.92% - 1.96% for Dentists, Specialists

and Audiologists
3 1.10% general increase Option 1 excluding, the additional half year of forecast
. . . inflation (additicnal ©,55% tu take account of the two-
%78%bfor_ Rgd'OIOQ"f‘l_ts a?d pr?wders of year time-period)s, Less.speculative but increases the
yperbaric Uxygen lreatmen risk of incredased\co-payments for ACC claimants.

| propose to consult on Option one

22

I recommend consulting on the gption oneproposal that ACC regulated payments for
treatment generally increase by, 2.05%-with an increase of 1.72% for payments to

Radiologists and providers. cf Hyperbdric Oxygen Treatment. In making this decision |
considered the followiig ohjectives:

. claimants have access to appropriate treatment
. costg i’ ACC are sustainable and affordable
e nayments do not cause alignment issues in the health sector

Objectjveonie: Claimants have access to treatment

23 ACC contributing to the cost of injury treatment is one of the most effective ways of
encouraging claimants to seek treatment for their injuries in a timely manner. Delayed
treatment can result in prolonged effects from an injury, which in some cases may be
permanent.

24 Claimants need to be able to afford to pay the co-payment for treatment that most providers
charge in addition to the ACC payment. | have no specific information available on how price
increases affect ACC claimants’ access to treatment. However, the last annual Health
Survey? (for health not ACC costs) showed that 14.9% of adults were unable to go to the GP
because of cost, and that had not changed significantly in the prior 6 years. The figure was
higher for Maori (about 22 per cent) and for children it was 2%. People with low incomes
may find it more difficult to pay for ACC visits.

Objective two: Costs to ACC are sustainable and affordable

25 Part of the purpose of a regular review is to ensure that the need for an increase in treatment
payments is considered on a timely basis. Small increments on regular basis have a

1 https://www.health.govt.nz/publication/annual-update-key-results-2017-18-new-zealand-health-survey
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negligible effect on levies and a small increase in the Non-Earners’ Account cash costs.
ACC’s recommended increase has the greatest increase in cash costs for:

. the Earners Account, of up to $3.3 million each year, and
o the Non-Earners’ Account, of up to $3 million each year.

26 ACC has estimated that these costs are more sustainable and affordable than costs in
Option 2. There will be no effect on ACC levies or the ACC appropriation.

27 Option 2’s significantly higher cash costs include the cost to:
o the Earners Account, of up to $4.6 million each year, and
o the Non-Earners’ Account, of up to $4.18 million each year.

Objective three: Payments do not cause alignment issues in the ligzalth 'sector

28 Increases in ACC treatment payments should not matetrialiy affect-payments being made in
the health sector for similar services. This is less of-a ‘concern for this period than has
sometimes been the case with the health sectorthaving now had some significant ‘catch-up
increases for some services. These arose from the Settlement of the Nurses and allied
health MECAs as discussed above.

| propose to consult on increasing. e numaer of treatment classes now to allow for
differentiation of payment rates in\futdre reviews

29 Currently, Acupuncturists, Ciircpractors, Occupational Therapists, Osteopaths,
Physiotherapists, Pediatrisis; and Speech Therapists are all defined within the same
category in the reievant.treatment regulations (as ‘specified treatment providers’), meaning
that same rates of\paymerit must be applied to all.

30 However,there are significant differences between the different providers included in the
one large category of specified treatment providers. These include differences in the kinds of
treairnents offered, the average treatment duration and the market forces affecting each type
oi'nrovider. This means that the payment rates may also need to be different or managed
differently.

31 | propose to break up this grouping and specify payment rates separately for each provider
type. These payment rates will remain identical for this review period but the change will
enable future pricing recommendations to specify different rates for these professions, if
appropriate.

32 | anticipate that revised rates for these professions will be developed prior to the next
biennial pricing review, and that the revisions will be informed by ACC’s Health Services
Strategy and other relevant background work carried out by ACC.

| also propose to consult on removing dental deductions from treatment regulations

33 Currently when a tooth is damaged in an accident and that same tooth received an earlier
restoration or crown for non-accident reasons, the treatment regulations require that ACC
deduct a percentage of the regulated amount paid.?

34 Affected claimants generally cover the dental deduction by paying a higher co-payment to
the Dentist providing treatment (with most dental services already requiring co-payments).

2 Regulation 10 (4) & (5) of Accident Compensation (Liability to Pay or Contribute to Cost of Treatment) Regulations 2003

5
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35 However, because the provisions requiring the deduction apply only to crowns and dental
restorations, they create additional costs for claimants who have taken care of their teeth
through non-injury treatment. In contrast, claimants who have not obtained non-injury dental
treatment (even though it might have been advisable) receive the full ACC contribution. This
is unfair and inconsistent, and imposes an extra administrative burden on both ACC and
dentists.

36 Removing the dental deduction provisions is estimated to cost ACC around $1 million a year.
This is not a significant amount, so given the issues associated with their administration it is
proposed they be removed with effect from 1 July 2020.

Consultation
Government consultation

37 ACC, the Ministry of Health, the Treasury, the Ministry of Social Develecnmerit, the Ministry
for Women, and Te Puni Kokiri have been consulted on the preposals-in.tize public
discussion document and on this paper. Their comments have been 'considered. The
Department of the Prime Minister and Cabinet has beerinfermeq:

Public consultation

38 If Cabinet agrees | will release the Consultation on ACC regulated payments for treatment
consultation document. Public consultation-will be heid for a period of four weeks and my
officials will focus on consulting with tfeatment\provider organisations, DHBs, Maori
organisations, and claimant represgntatives:

39 After the consultation perind, submissions will be summarised, and | will present final
recommendations to Cabinet early in 2020, taking into account public submissions.

Financial implications

40 Regular pri¢e.adjustivients to regulated treatment payments are factored into ACC'’s levy and
Non-Eainers Account estimates. ACC’s recommended general increase of 2.05 per cent will
not irnpact an ACC'’s outstanding claims liability as most payments under the treatment
requlations occur in the year the injury claim is made. Estimated cash costs are set out in
Tahie-4.-ACC advises that there will be no impact on the total amount of the levies or the
ACCT appropriation from this increase.

Table 4: Cash cost impacts of 2.05% increase in regulated payments

Account 2019/20 2020/21 2021/22 2022/23 2023/24
Earners' $1.5m $3.1m $3.2m $3.2m $3.3m
Work $0.4m $0.8m $0.9m $0.9m $0.9m
Treatment Injury $0.1m $0.2m $0.2m $0.2m $0.2m
Motor Vehicle $0.1m $0.3m $0.3m $0.3m $0.3m
Non-Earners' $1.4m $2.9m $2.9m $3.0m $3.0m
Total (excluding AEP) $3.55m $7.38m $7.49m $7.59m $7.67m

Human Rights

41 The proposals contained in this paper are consistent with the principles of the New Zealand
Bill of Rights Act 1990 and the Human Rights Act 1993.
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Legislative implications

42 There are no legislative implications as a result of the release of the consultation document.
If the proposed increase is agreed following consultation, the Accident Compensation
(Liability to Pay or Contribute to Cost of Treatment) Regulations 2003 and the Accident
Compensation (Apportioning Entitlements for Hearing Loss) Regulations 2010 would need to
be amended. If approved, the amended regulations are expected to come into force on 1
July 2020.

Regulatory impact analysis

43 A Regulatory Impact Statement will be prepared following feedback from the pubkilic
consultation process. It will be provided to Cabinet with the paper that seeksdecisicns on
the proposed changes to the cost of treatment Regulations.

Gender implications

44 This proposal has no gender implications.

Disability perspective

45 The proposals in this paper will help to provide people with disabilities, caused by injury, with
access to appropriate treatment.

Publicity

46 The consultation document will be made avzilable on the Ministry of Business, Innovation
and Employment website with & link frein'the ACC website. Consultation will be specifically
targeted to treatment providers.and their representative bodies, DHBs, Maori organisations,
and claimant represeniaiive grouss. Relevant stakeholders will be emailed a link to the
consultation docurient:

Proactive release

47 MBIE will praactively release this Cabinet paper and accompanying Cabinet minute. No
redactions\are’proposed.

Recommencations

The Minister for ACC recommends that the Committee:

1 Agree to release the attached public consultation document proposing a general increase of
2.05 percent for ACC regulated treatment payments, and 1.72 percent for payments to
Radiologists and providers of Hyperbaric Oxygen Treatment, from 1 July 2020. It also
proposes ending ACC deductions to some payments for dental treatment, and increasing the
number of classes of treatment provider used in the regulations.

2 Note that these changes are expected to have an annual cash cost of up to $7.67 million to
ACC levies and $3 million from the Non-Earners’ Account each year;

3 Note that there is expected to be no impact on the total amount of levies or the ACC
appropriation;

4 Note that these changes will not impact on the outstanding claims liability as most payments
for treatment occur in the year the claim is made;
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5 Note that after consultation, | will report back to Cabinet with a final recommendation, taking
into account public submissions.

Authorised for lodgement

Hon lain Lees-Galloway
Minister for ACC
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