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Introduction

1. The issue of a resource allocation formula for NHSScotland now goes back several decades, and it is helpful to summarise some of this history here to set the background and context for TAGRA’s work. This paper briefly covers the history of resource allocation for NHSScotland from SHARE through Arbuthnott to the NRAC review of the formula. 
Purpose
2. This paper is primarily intended as background to TAGRA’s work. As well as a brief historical review, it seeks to provide for the Group a clear and simple explanation of the formula as it currently stands and to set the context for the papers on Issues (TAGRA0804) and the Results of the test run (TAGRA 0803).

Background
Formula History

3. The Technical Advisory Group on Resource Allocation (TAGRA) has been established following the Cabinet Secretary’s acceptance of recommendations from the NHSScotland Resource Allocation Committee (NRAC). NRAC was tasked with reviewing the Arbuthnott formula which has been used since 2000 to allocate NHS funds for Hospital and Community Health Services and GP prescribing to Health Boards. The formula allocates approximately 70% of the total NHSScotland budget (which was £10.26bn in 2007/08). Other formulae are used to distribute some other funding streams such as General Medical Services and capital allocations.

4. Prior to 1978, the funding for NHSScotland was based on the distribution of NHS facilities across the country. Following the publication of the Scottish Health Authorities Revenue Equalisation (SHARE) report, the principle of using a weighted capitation formula to distribute funding according to the needs of the population and the costs of providing services to them was adopted. The SHARE formula ran for over 20 years until the National Review of Resource Allocation under Sir John Arbuthnott conducted their review. This review led to the establishment of the Arbuthnott formula which sought to provide fair shares to all Health Boards based on the guiding principle of the NHS that people should have equal access to services according to need.    

5. The Arbuthnott formula assessed each Health Board’s relative need for funding, using information about its population size, characteristics that influence the need for healthcare, and costs of delivery, in terms of hospital services, community services and GP Prescribing.  The main drivers of the formula were:  
· share of the Scottish population living in the Board area;

· age structure of the population and relative number of males and females;

· morbidity and life circumstances; and

· unavoidable excess costs of delivering healthcare in different geographical areas.
6. The NHSScotland Resource Allocation Committee (NRAC) was established in 2005 to review the Arbuthnott formula. The aims of NRAC’s review were primarily to improve and refine the Arbuthnott Formula for resource allocation for NHSScotland. To fulfil this remit, NRAC undertook an extensive programme of research and consultation resulting in the Final Report (http://www.nrac.scot.nhs.uk/research.htm) being published in September 2007. The basic structure of the formula has remained the same as under Arbuthnott, but NRAC recommended a number of changes to the individual components of the formula. The Cabinet Secretary subsequently accepted the proposed changes to the formula (to be implemented for the financial year 2009/10) and also agreed with NRAC’s recommendation that in future there should be an ongoing review of the formula. This latter recommendation has led to the establishment of TAGRA. 

NRAC’s changes to the Arbuthnott formula

7. The allocation formula does not determine the total amount of resources required to meet all the needs of a Health Board.  The funds available to Scotland’s 14 Health Boards are determined during the Spending Review process.  The formula allocates this set amount on a basis that is fair and equitable, and reflects the relative need of each Health Board.  It is then up to Boards to decide how to spend their allocation in a way that best meets the needs of their resident population. 

8. The formula proposed by NRAC has maintained the basic ethos of the Arbuthnott formula. The main objective of the formulae is to provide equity of access to healthcare.  Resources are distributed among Health Boards on the basis of relative need for healthcare services within that population group, where use of services has been used as a proxy for need. 
9. This ‘indirect’ approach relies on health service utilisation data to estimate the need for healthcare based on (i) the demographic profile of the population, taking into account the national average costs of providing services based on age and sex, and (ii) relative levels of morbidity and mortality, and the estimated relationship on the use of services for each type of service. In addition to these two factors, the relative need for resources in each Board is also influenced by the unavoidable excess costs of service delivery.
10. NRAC’s report represented the first review to the Arbuthnott formula since it was introduced. Many of the parameters and some of the data used in the formula have not been updated since the Arbuthnott Formula was developed. In the meantime, there have been many changes in healthcare services and in the public’s expectations of the NHS which the formula was unable to take into account. 
11. NRAC recommended a number of improvements to the Arbuthnott Formula in order to provide a more equitable distribution of NHS resources across the Health Boards in Scotland. NRAC proposed that the new formula should:

· be constructed at a lower geographical level to improve the accuracy of predicting needs and be available for use at a geographical level below Health Board.
· use population projections which allow changes in Health Board populations to be more quickly reflected in their share of resources.
· take better account of the higher relative needs of the elderly and the very young, and the impact on resources of lengthening life expectancies.

· use more up to date data sources, replacing the existing sources many of which date back to the 1991 Census.
· more accurately reflect the increased need for healthcare services in areas of deprivation and poor underlying health.
· take better account of the unavoidable excess costs of delivering health services in different geographical environments.

How the resource allocation formula works

12. The formula has the following basic structure:  

Population * Age-Sex * Morbidity and Life Circumstances (MLC) * Excess Costs

13. The aim of the modelling is to arrive at the current overall need for resources of each Health Board, in terms of a percentage share.  An index is calculated for each element of the formula for each care programme in such a way that it compares each Board’s position with the national average.  For example, if the level of morbidity and mortality in a Board is higher than the national average its index will be greater than 1 to reflect that its population will need more healthcare resources.  By calculating each index in this way, the values can then be multiplied by the population share to determine how much more (or less) resource each Board requires compared with its basic population share due to age-sex, MLC and unavoidable excess costs. The way each of the indices is calculated means that there is no need to set weights for the impact of age-sex, MLC or excess costs – the strength of the impact comes through from the analysis. 

14. The NRAC research was undertaken using datazones and intermediate datazones. This unit of geography had recently been introduced by the Scottish Executive to allow information from a variety of sources to be brought together to provide key local data in a meaningful way. Datazones were established in consultation with Local Authorities to ensure they are relevant and understandable to local communities.  There are 6,505 datazones in Scotland each covering 500-1000 people. Intermediate datazones have also been created with populations of around 2,500-6000 people, by aggregating several neighbouring datazones

15. In order to determine the overall adjustment for each Board, each of the care programme formulae are weighted together by the national average expenditure on those care programmes. When considering the impact of the changes to the formula, two comparisons are possible. The target shares implied by the NRAC approach can be compared against the target shares from the Arbuthnott Formula, or against the actual budgets received by Health Boards. The former is most appropriate when considering the technical improvements made to the formula, the latter more relevant when considering implementation issues.

16. Table 1 presents a comparison of NRAC target shares with both Arbuthnott target shares and actual budget for 2007/08 as shown in NRAC’s Final Report. These should not be taken as a precise prediction of the shares that will result when the formula is run in future years because the data that underlies it will have changed – e.g. another year’s population data would be available.

	Table 1
	Health Board allocations and target allocations, 2007/08 (£million)

	
	2007/08
	

	Health Board
	Health Board actual unified budgets
	Arbuthnott Formula shares
	Arbuthnott target allocations
	NRAC Formula shares
	NRAC target allocations
	

	 
	£million
	%
	£million
	%
	£million
	

	Ayrshire & Arran 
	530.2
	7.76%
	533.4
	7.50%
	515.2
	

	Borders 
	154.1
	2.26%
	155.4
	2.09%
	143.7
	

	Fife 
	462.4
	6.88%
	472.9
	6.87%
	472.2
	

	Greater Glasgow & Clyde
	1737.3
	24.64%
	1693.2
	24.77%
	1701.7
	

	Highland 
	445.8
	6.52%
	447.7
	6.21%
	426.5
	

	Lanarkshire 
	735.0
	10.80%
	742.0
	10.98%
	754.6
	

	Grampian 
	625.0
	9.22%
	633.4
	9.31%
	639.7
	

	Orkney 
	28.7
	0.42%
	28.8
	0.42%
	28.9
	

	Lothian 
	930.9
	13.70%
	941.6
	14.40%
	989.0
	

	Tayside 
	549.4
	7.98%
	548.4
	7.83%
	537.9
	

	Forth Valley 
	363.0
	5.37%
	368.7
	5.47%
	375.5
	

	Western Isles 
	53.6
	0.74%
	50.8
	0.64%
	44.1
	

	Dumfries & Galloway 
	221.2
	3.24%
	222.6
	3.07%
	210.6
	

	Shetland 
	33.9
	0.46%
	31.5
	0.45%
	30.7
	

	Total
	6870.4
	100.00%
	6870.4
	100.00%
	6870.4
	

	
	
	
	
	
	
	

	Note: Since the Arbuthnott Formula was implemented, Health Boards’ allocations have been moving 
	

	towards their target Arbuthnott shares, which are updated on an annual basis.
	
	


17. The key messages relating to the potential impact of moving from the Arbuthnott target shares to the NRAC target shares are:

· If all NRAC’s proposed changes to the Formula had been implemented in 2007/08 then this would result in the redistribution of £81.9m (or 1.2%) of the total HCHS budget.

· This relatively small percentage figure includes some significant changes for individual Health boards. For example, Western Isles would see its target Formula share decline by 13.2% (£6.7m) and Borders would see its target Formula share decline by 7.6% (£11.7m). In contrast, Lothian would see its target Formula share rise by 5% (£47.4m) and Forth Valley would see its target share rise by 1.8% (£6.8m).

18. The revised formula will be run in full for the first time for the 2009/10 allocations. Certain elements of the formula are updated annually (e.g. population, age-sex cost weights, care programme weights). However, not all elements of the formula need to be updated every year (e.g. urban-rural categories of Health Boards, data and coefficients from the Morbidity and Life Circumstances (MLC) adjustment) some elements will not change a great deal from year to year and NRAC recommended that updating them on a rolling programme every three years is sufficient.

Implementation and parity

19. When accepting NRAC’s proposals for changing the Arbuthnott formula, the Cabinet Secretary made clear the importance of financial stability for Boards:-
"I place high importance on the need to avoid turbulence in NHS board funding and can confirm that no board will receive less funding than it does at present and any changes will be phased in over a number of years.
20. This implied a continuation of the ‘parity’ process which had operated under both SHARE and Arbuthnott. Under Arbuthnott the results of running the formula give ‘target shares’ which are used only as a guide to the actual share of funds allocated to each of the 14 Health Boards. The budgets that the Health Boards receive are subject to a ‘parity’ process which was introduced to ensure that the movement from the previous allocation formula (known as the SHARE formula), to the then ‘new’ Arbuthnott Formula, did not result in any Health Board receiving a reduction in their funding while moving towards their new shares over a period of years.

21. In practice, this means that the revised formula will be phased in by way of ‘differential growth’ whereby all Boards will receive a minimum resource uplift, with additional funding being allocated to those Boards who are below their NRAC share. 
22. In 2008-09 all Heath Boards received a standard increase of 3.15 per cent. In addition, the Scottish Government has provided additional resources to those Boards who were below both their current formula and NRAC target allocations in 2008-09 in advance of NRAC’s implementation in 2009-10. These Boards are NHS Lothian, NHS Fife, NHS Forth Valley, NHS Grampian, NHS Lanarkshire and NHS Orkney. 

23. For future years the exact amounts received by each Health Board will depend on the overall funding available and their changing relative position when the formula is calculated. Uplift levels, including parity uplifts, will be considered and announced each financial year in line with the Parliamentary process and taking into account funding earmarked for Scottish health priorities within the overall Scottish Government financial settlement. This reflects the practice established under the previous SHARE and Arbuthnott formulae. It means that each Health Board will receive a standard uplift each year to meet inflationary pressures whilst those Boards whose actual funding remains below their target level, as indicated by the NRAC formula, would receive an additional parity uplift from within the remaining resources available. 

Conclusion
24. This paper is primarily intended as background for TAGRA’s discussion. TAGRA is invited to note the points made in this paper. Further details on the formula and NRAC’s work can be found in:-

· NRAC Q+A http://www.nrac.scot.nhs.uk/faq.htm
· Arbuthnott history paper–
 http://www.nrac.scot.nhs.uk/docs/consultation/Technical%20report%20A%20-%20History%20of%20the%20AF.pdf 

· NRAC Final Report – http://www.nrac.scot.nhs.uk/research.htm
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