Fair Shares for Health in Scotland

TAGRA(2011)05

TAGRA(2011)05
ACUTE COSTS REVIEW
BACKGROUND

1. Following discussion with TAGRA in December and January, it was agreed that a review of the Acute Costing methodology should be undertaken during 2011/2012, as set out in TAGRA(2010)24.
PURPOSE

2. This paper notifies TAGRA of the intended approach and timescales for the acute costs review.

KEY POINTS
3. Currently, acute costs are based on a ‘cost per episode’ measure, using specialty costs taken from the Costs Book. There was some concern that, due to differences between boards in defining episodes, this approach may introduce variation in acute costs between boards which are not due to need, and therefore make it more difficult to identify the genuine cost associated with increased need.

4. Consequently, it was proposed to move toward a measure based on ‘spells within specialty’, where episodes are grouped together where they occur within the same specialty. This is the approach used within the Scottish National Tariff, and is intended to give a more consistent measure of costs across the NHS Boards.

5. However, since this proposal was made, an alternative approach to calculating acute costs is being considered by the Scottish National Tariff team. This is the ‘patient level costings’ approach being developed by the Integrated Resources Framework (IRF) and will be investigated in April and May. Like the existing approach used in the formula, it is based on episodes, but it is far more detailed than the current measure, with costs built up from smaller units of activity.

6. Further details on the different approaches to costing is provided in Annex A.

LINKS TO THE THREE YEAR ROLLING PROGRAMME

7. The acute costs review is also linked to the work planned for the second year of the three year rolling programme; this was to review the split between the fixed and variable cost in the acute costs.

8. The treatment of fixed and variables costs is dependent upon the final approach to calculating costs. The current methodology used in the Scottish National Tariff does not directly account for these different costs, although the Analytical Support Team were considering a variant of the tariff costing approach for the NRAC formula which may allow these costs to still be included under a methodology based on spells within specialty. The new patient level costing being developed by the IRF team does consider fixed and variable costs, and at a more detailed level than the current NRAC calculation.

IMPLICATIONS FOR TAGRA’S WORK

9. In the view of the Analytical Support Team, it would not be a sensible use of resources to move the NRAC formula to using the current tariff approach while the tariff team is considering changing the way in which its costs are calculated. Nor would it be sensible to update the fixed and variable costs of in a calculation that may shortly be superseded.

10. It is therefore recommended that work on the acute costs review and the three year rolling programme be delayed until the IRF approach has been fully investigated. This will allow the impact analysis for tariffs and IRF to be completed and a decision to be made on the future direction of the tariff methodology before the impact analysis on the resource allocation formula is carried out.  

11. If the decision for tariffs is to move towards the IRF costing methodology, the resource allocation analysis should focus on moving to this directly and not on moving to the tariffs spells within specialty methodology.

12. Work on the acute costs review and the three year rolling programme will therefore remain on the 2011/12 work plan, but will take place later than previously planned. It is expected to commence in summer 2011.

ACTION REQUIRED FROM TAGRA

13. TAGRA is asked to note that work on acute cost review and three year rolling programme will commence later in 2011/12 than previously planned.

Health Finance Information Team, 

ISD
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ANNEX A – DETAILS OF COSTING METHODOLOGY
Current acute cost
For resource allocation, the costing of acute hospital records (SMR01) is carried out at episode level using average specialty costs taken directly from the Costs Book.  Fixed and variable (per day) costs are allocated to each episode.  In addition, costs data is for financial years and activity data is taken in calendar years.

Scottish National Tariff 
For the Scottish National tariff, total net specialty costs from the Costs Book are distributed across episodes within each specialty, using HRG codes and English reference costs as weights. In addition, episodes are grouped together where they occur within the same specialty (spells within specialty) in order to nullify the impact of differing recording practices between NHS Boards for the same levels of patient care.  Dominant HRG costs are calculated for the ‘spell within specialty’ which is the unit of activity for the tariff.

IRF costing methodology

The IRF costing methodology has been developed in NHS Highland. It represents a limited version of a full patient level costing approach. The basis of the approach is to map Costs Book data to small units of activity, allocating specific costs to each episode depending on the procedure, time in theatre, high cost items, medical time and length of stay in hospital.  This detailed costing data can then be aggregated to HRG, hospital, NHS Board or national level as appropriate.
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