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background
1. In April, TAGRA agreed to the creation of a subgroup to progress issues relating to remote and rural areas of Scotland (see TAGRA(2011)04).
Purpose
2. This paper updates TAGRA on the work under taken so far by the Remote and Rural subgroup, and its future work plan.
work plan of the subgroup
3. TAGRA set the subgroup a broad set of terms of reference, with the intention of allowing the subgroup the opportunity to identify the areas it felt were the highest priority for work.. The subgroup has set the priority areas of work where it will seek to recommend changes to TAGRA as:
· Out of hours services; and

· Establishing an estimate of the de minimis cost of services.

4. The latter to include consideration of the Scottish Distant Islands Allowance.

5. Secondary areas of work will include:

· The treatment of staff and travel costs; and

· The suitability of the use of an adapted Scottish Government urban-rural classification for the unavoidable excess costs adjustment.
6. Within all its work, the subgroup will consider the appropriate treatment of the island boards.
7. The subgroup held its first meeting on 5 May 2011. Since then, the focus of the work has been on the Scottish Distant Islands Allowance, and the de minimis costs of health care provision.
scottish distant island allowance
8. Previous work undertaken for TAGRA (see TAGRA(2009)21) investigated the potential to remove the Scottish Distant Islands Allowance (SDIA) from the NRAC formula. This was found to be analytically challenging as these costs are not separately identified within the Costs Book, and not pursued further. Instead, a separate payment was made to the wholly island NHS Boards to partially cover the cost of paying the SDIA.

9. The analysis undertaken for the subgroup has followed a slightly different approach. Instead of seeking to remove SDIA costs from the formula, it has instead investigated whether it is possible to change the current unavoidable excess cost structure to better reflect the need of islands paying the SDIA. This has been done by introducing two new urban rural categories, as shown in the table below.

Table 1 – Distribution of population between alternative urban rural categories
	Health Board
	Urban rural categories *
	All

	 
	1
	2
	3
	4
	5a
	5c
	5d
	6
	7
	8a
	8c
	8d
	 

	Ayrshire & Arran
	-
	58%
	19%
	3%
	-
	-
	-
	17%
	2%
	-
	1%
	-
	100%

	Borders
	-
	26%
	19%
	5%
	-
	-
	-
	41%
	9%
	-
	-
	-
	100%

	Fife 
	-
	61%
	17%
	-
	-
	-
	-
	22%
	-
	-
	-
	-
	100%

	Greater Glasgow & Clyde
	80%
	13%
	4%
	-
	-
	-
	-
	3%
	-
	-
	-
	-
	100%

	Highland 
	-
	20%
	7%
	7%
	12%
	2%
	
	13%
	9%
	26%
	2%
	1%
	100%

	Lanarkshire
	39%
	39%
	10%
	-
	-
	-
	-
	12%
	0%
	-
	-
	-
	100%

	Grampian
	35%
	11%
	15%
	4%
	-
	-
	-
	25%
	9%
	1%
	-
	-
	100%

	Orkney
	-
	-
	-
	-
	-
	-
	32%
	-
	-
	-
	-
	68%
	100%

	Lothian
	58%
	21%
	10%
	2%
	-
	-
	-
	8%
	1%
	-
	-
	-
	100%

	Tayside
	38%
	26%
	11%
	-
	-
	-
	-
	21%
	4%
	0%
	-
	-
	100%

	Forth Valley 
	-
	70%
	10%
	-
	-
	-
	-
	18%
	1%
	0%
	-
	-
	100%

	Western Isles
	-
	-
	-
	-
	-
	-
	31%
	-
	-
	-
	-
	69%
	100%

	Dumfries & Galloway
	-
	28%
	18%
	5%
	-
	-
	-
	28%
	21%
	-
	-
	-
	100%

	Shetland
	-
	-
	-
	-
	-
	-
	30%
	-
	-
	-
	-
	70%
	100%

	Scotland 
	38%
	29%
	10%
	2%
	1%
	0%
	1%
	14%
	3%
	2%
	0%
	1%
	100%


Note: "-" indicates zero, "0%" indicates less than 0.5%.

* Key to categories
1 = Large urban areas.



5d = Island very remote small towns with SDIA.

2 = Other urban  areas.



6 = Accessible rural areas.

3 = Accessible small towns.


7 = Remote rural areas.

4 = Remote small towns.



8a = Mainland very remote rural areas.

5a = Mainland very remote small towns. 

8c = Island very remote rural areas, no SDIA.

5c = Island very remote small towns, no SDIA.
8d = Island very remote rural areas with SDIA.
10. This approach effectively redistributes resources from islands which are not entitled to SDIA to those islands which are. Previously, both types of island had been treated the same.
11. The results of this change on the NRAC target allocations is shown in the table below for all boards. As might be expected, there would be almost no change for boards without islands, whilst the wholly island boards would gain at the expense of those boards with a mixture of SDIA and non-SDIA islands, namely NHS Ayrshire & Arran and NHS Highland.
Table 2 – Impact of alternative urban rural categories on board target shares
	NHS Board
	Original target share
	Revised target share
	Change in 2010/11 target allocation (%)
	Change in 2010/11 target allocation (£k)

	Ayrshire & Arran
	7.41%
	7.40%
	-0.1%
	-£726

	Borders
	2.08%
	2.08%
	0.0%
	£15

	Fife 
	6.89%
	6.89%
	0.0%
	£49

	GG&C
	24.38%
	24.39%
	0.0%
	£172

	Highland 
	6.32%
	6.28%
	-0.5%
	-£2,516

	Lanarkshire
	10.99%
	10.99%
	0.0%
	£78

	Grampian
	9.48%
	9.48%
	0.0%
	£67

	Orkney
	0.42%
	0.43%
	2.4%
	£749

	Lothian
	14.62%
	14.62%
	0.0%
	£104

	Tayside
	7.84%
	7.84%
	0.0%
	£56

	Forth Valley 
	5.49%
	5.49%
	0.0%
	£39

	Western Isles
	0.63%
	0.65%
	2.3%
	£1,098

	D&G
	3.01%
	3.01%
	0.0%
	£21

	Shetland
	0.45%
	0.46%
	2.4%
	£796


Difficulties with this approach
12. It should be noted that changing the NRAC target share to better reflect the unavoidable excess costs of SDIA, would mean that there is the potential for double funding these costs if the current extra-NRAC SDIA funding were to be continued.
13. The above approach creates four new zones, with the result that there are now two urban rural categories only populated by NHS Highland, of which one has an extremely small population; and another small category with population from Ayrshire & Arran and Highland. There may need to be some further reconfiguration of boundaries if the approach were to be adopted.

Future work

14. The subgroup has requested further analysis to investigate whether a cost differential remains between the SDIA and non-SDIA islands when SDIA costs are removed. This will improve the understanding of what is driving the difference in costs, and how much the changes to allocations reflect SDIA as opposed to any wider costs that may be incurred from delivering services on distant islands..

de minimis costs

15. The subgroup has undertaken initial work looking at potential ways of identifying the de minimis costs of delivering health care services. The rationale for this being that there are significant costs of providing a minimal service, such as a Rural General Hospital, which are not related to the size of the resident population.

16. Initial analysis attempted a top-down approach to identifying possible de minimis costs, looking at allocated and staff costs within the Costs Book. This found a significant variation between hospitals, but some weak evidence that fixed costs may be higher in Rural General Hospitals. A potential approach, based on allocating additional funding to boards with Rural General Hospitals in line with their activity, was outlined. The results of this by NHS Board is shown in the table below.
Table 3 – Impact of fixed cost allocation on board target shares

	NHS Board
	Change in target allocation

	
	£m
	%

	Ayrshire & Arran
	-0.5
	-0.1%

	Borders
	-0.1
	-0.1%

	Fife
	-0.4
	-0.1%

	Greater Glasgow & Clyde
	-1.5
	-0.1%

	Highland
	0.9
	0.2%

	Lanarkshire
	-0.7
	-0.1%

	Grampian
	-0.6
	-0.1%

	Orkney
	1.7
	5.3%

	Lothian
	-0.9
	-0.1%

	Tayside
	-0.5
	-0.1%

	Forth Valley
	-0.3
	-0.1%

	Western Isles
	2.0
	4.3%

	Dumfries & Galloway
	-0.2
	-0.1%

	Shetland
	1.3
	4.0%


17. However, Cost Book data disaggregated to such a small level appeared unstable and unsuitable for any adjustment. It is also not clear how well the proposed adjustment actually reflected the de minimis costs of healthcare services, or how it could be generalized to other hospitals in rural areas.
Future work
18. The subgroup has begun an alternative approach to attempt to estimate a bottom up approach to de minimis costs. The subgroup will seek to build on work reported previously in Delivering Remote & Rural Healthcare. The subgroup will begin by looking solely at general hospitals, with the intention of investigation whether a viable approach can be identified. This approach could then be applied to other areas such as GP out of hours services.
19. The subgroup is aware that this is a challenging approach, and have recognized possible difficulties that would need to be overcome, including:

· Definition of the minimal service;

· Defining boundaries between staff, supplies, and infrastructure costs; and

· Avoiding double-counting of the existing unavoidable excess costs adjustment in the formula.

20. The subgroup will attempt to address these issues in its work.

action required from tagra
21. TAGRA is asked to:
· Approve the changes to the subgroup’s terms of reference; and

· Provide its views on the current and future work.

Iain Pearce

Analytical Services Division

Health Finance and Information

Health and Social Care Directorate
ANNEX A – Remote and rural subgroup’s assessment of the SDIA adjustment against TAGRA’s core criteria
Equity

The change would appear to be more equitable. There is reasonable evidence to support the view that the current urban-rural classification does not fairly distinguish between the costs of islands which incur the SDIA and those that do not.

Practicality

The potential adjustment is based on the same data as the current adjustment, and so is equally practical.

Transparency

Use of the SDIA to differentiate between islands is a clearly explicable approach.

Objectivity
The potential adjustment is based on the same data as the current adjustment, and so is equally objective.

Avoiding perverse incentives

The potential adjustment increases the number of urban-rural categories to 12. Of these new categories, one (mainland very remote small towns) is exclusively NHS Highland; one is a mix of NHS Highland and NHS Ayrshire & Arran (island very remote rural areas without SDIA); one is exclusive to the wholly island boards (island very remote small towns with SDIA); and the last remains a mixture of NHS Highland and the wholly island boards. There is therefore arguably an increase in perverse incentives for, in particular, NHS Highland and NHS Ayrshire & Arran. Given that category 5a is already exclusively NHS Highland, and that only 1% of Ayrshire & Arran’s costs fall within the new category, this is assessed as small.

Relevance

The potential adjustment is based on the same data as the current adjustment, and so is equally relevant.

Stability

Data are based on three year averages at data zone level, and so should be reasonably stable. However, relative stability of the new smaller geographies versus the larger ones has not yet been tested.

Responsiveness

The potential adjustment is based on the same data as the current adjustment, and so is equally responsive.

Face validity

The general approach to the potential adjustment is the same as the current one, and so should have equally face validity. The change introduced, distinguishing between islands which do and do not incur the SDIA, should also be readily understandable.

ANNEX B – Remote and rural subgroup’s assessment of the fixed cost adjustment against TAGRA’s core criteria

Equity

The potential changes generate large increases in target shares for island boards. It is difficult to provide an objective assessment of how this reflects need rather than cost, although to some degree this can be argued to be the case for other elements of the unavoidable excess cost adjustment, such as the current community clinic adjustment. The lack of symmetry of the adjustment, with boards with above average fixed costs receiving additional funds, but all other boards taking an equal loss regardless of their level of fixed costs, could also be criticized.

Practicality

All data comes from published Costs Book data, and so is readily available for use.

Transparency

The adjustment is aimed at reflecting the higher fixed costs of Rural General Hospitals, and therefore utilizes data on fixed costs rather than overall costs. Choice of data is therefore transparent, although in practice it is limited by the classifications of costs used in the Costs Book.

Objectivity

Adjustments are based on data suggesting Rural General Hospitals have higher fixed costs; although translating the data into allocations is a more subjective process.

Avoiding perverse incentives

As the change allocates more funds to Rural General Hospitals on the basis that they have high allocated costs within the Costs Book, over and above their higher levels of cost per se, then it arguably creates a perverse incentives for boards to reclassify reported costs as allocated rather than fixed, as this would result in funding increases even if total costs remained unchanged. This is particularly true given the small number of hospitals for which data are considered.

Relevance
Data is based directly on hospital costs. The use of allocated costs from the Cost Book, whilst in theory appropriate, may be problematic due to data quality concerns and definitions. For example, some hospitals report no allocated costs, whilst in others fixed costs are more than 70% of total costs.

Stability
Data does not exhibit great stability over time, although currently only three years of data have been analyzed. There may be some evidence that allocated costs reported for some of the island boards in the Costs Book appear to be trending up over time, and if so this would result in increasing adjustments year on year, which may not reflect changes in underlying need.

Responsiveness
As above, currently only three years of data have been analyzed, so it may be difficult to make firm judgements. However, as noted above allocated costs reported for some of the island boards in the Costs Book appear to be trending up over time, which may not reflect changes in underlying need.

Face validity

There is a clear perception that Rural General Hospitals can have higher fixed costs due to their small size. Using data on fixed costs to adjust for this appears to be a ‘common sense’ approach. As noted above, the lack of symmetry of the adjustment could also be criticized as lacking face validity.
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