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BACKGROUND

1. This paper provides an update on the work of the Remote and Rural Subgroup since the last meeting of TAGRA. The work has covered three areas:
· Scottish Distant Islands Allowance;

· Funding of remote and rural hospitals; and

· GP out of hours.

2. As part of its work, the subgroup intends to consult with the Directors of Finance and the regional planning groups, to explain the rationale behind its approach and its initial conclusions, and to hear their views on the subgroup’s work.
SCOTTISH DISTANT ISLANDS ALLOWANCE (SDIA)
(Ref: Paper TRR12)

3. In the last update to TAGRA (Paper TAGRA(2010)10) the Remote and Rural Subgroup described the work undertaken up to August on the Scottish Distant Islands Allowance (SDIA). The proposals at that time covered the creation of two new urban rural classifications specifically to cover SDIA islands. The following work has been conducted since then:

· Analysis of the impact of removing SDIA costs from formula calculations, to better understand how much of the cost differential between SDIA islands and non-SDIA islands is due to the impact of SDIA itself;

· Rationalizing the number of urban-rural categories, reducing the number from 12 to 8; and

· Applying board-specific adjustments to reflect differential rates of SDIA.

SDIA costs

4. As they are not separately reported in the Costs Book, it is not possible to directly remove SDIA costs from the unavoidable excess cost calculations. The analysis is therefore relatively crude and the results should be taken as indicative only. However, the results show that even after removing SDIA costs, there are differences between the cost of delivery on SDIA versus non‑SDIA islands. This is particularly true for services within small towns on islands. SDIA costs appear to account for not much more than a quarter of the difference between the two types of islands.

Rationalizing the number of urban-rural categories

5. The earlier analysis expanded the current 10-fold urban rural classification used in the unavoidable excess cost adjustment to a 12-fold classification, creating two new SDIA‑specific zones. This meant that some of the categories became extremely small. In particular, the category ‘Non-SDIA islands – very remote small towns’ contained only 0.1% of the Scottish population.

6. In an attempt to eliminate these very small categories, the six categories relating to ‘very remote’ areas of Scotland were aggregated together to form two new categories: ‘SDIA islands’ and ‘Very remote (non-SDIA) areas’. This did not affect the assessment of these areas, although rescaling effects meant that there was a reduction in the target allocations of the affected boards of 0.1%. The simpler structure is therefore considered an improvement on the 12-fold classification that had been created from the analytical perspective.

7. The Subgroup noted a number of concerns over this approach:

· Scaling effects. Although there was no change in the assessed need of the different rural areas, the different rescaling effects meant that there was a slight redistribution effect away from rural areas, benefitting more urban boards such as Greater Glasgow & Clyde. This seemed counter-intuitive to many subgroup members, and there was some discussion as to whether the benefits which accrued to the urban boards could be redistributed to the more rural ones which were seeing a reduction in their share;

· Geographic structure. The subgroup had some concerns over combining very remote mainland and very remote non-SDIA island areas. Some members felt that this approach did not recognize the different needs of the non-SDIA islands. Possible alternative classifications were discussed, although it was noted that they would have little impact on actual allocations.

Board adjustments

8. A key identified difficulty with previous analysis is that it treated all SDIA islands the same, when in reality different NHS Boards are required to pay different levels of SDIA, particularly in NHS Shetland.

Table 1 – Rates of SDIA payable on different islands
	Area
	SDIA rate

	Shetland
	£1,618

	Orkney
	£1,078

	Western Isles, Tira, Jura, and Islay
	£917


9. There were concerns in the subgroup that the cost of SDIA to Shetland was not being accounted for with the current approach.

10. As an alternative, board-level adjustments have been proposed, based upon the difference between a board’s rate of SDIA and the average rate. These adjustments are then applied to a zone’s unavoidable excess cost index depending on which board it belongs to, to produce differential rates among the four affected boards. This adjustment is felt to produce fairer estimates.

Summary of the Subgroup’s position on SDIA
11. The subgroup’s believes that significant work has been achieved, setting out a proposal to move to a fairer approach to SDIA funding within the current formula structure. There are some concerns over the negative impacts on some boards, particularly NHS Highland. However, it is not proposed to progress SDIA work further at this time. Rather, the subgroup proposes to wait until other areas of work, such as that relating to de minimis costs, have also reached firmer recommendations, so that the overall impact of the basket of recommended changes can be considered. The impact of all the changes discussed above on NHS Boards’ targets is shown in the table below.

Table 2 – Summary of changes to board allocations 
	NHS Board
	% Change in 2010/11 target  allocation
	£m Change in 2010/11 target allocation

	Orkney 
	2.19%
	£0.69m

	Western Isles
	1.97%
	£0.93m

	Shetland
	2.82%
	£0.94m

	Wholly island summary
	2.28%
	£2.56m

	Highland
	-0.63%
	-£2.94m

	Ayrshire & Arran
	-0.13%
	-£0.74m

	Wholly mainland summary
	0.02%
	£1.13m

	Scotland
	0.00%
	£0.00m


12. An assessment of these changes in terms of TAGRA’s core criteria is attached in Annex A.

Actions for TAGRA
13. TAGRA is asked to:

· Provide its views on the analysis undertaken to date;

· Identify any other issues relating to SDIA it would like the subgroup to consider.

DE MINIMIS COSTS
(Ref: Paper TRR 13, 14, 15)
International comparison
14. As part of the de minimis cost work, an international comparison has been carried out, updating the comparison work conducted as part of the NRAC review. This has considered specifically whether other countries which use a resource allocation formula combine this with a top-sliced adjustment to reflect rural costs. This has been found to be the case in New Zealand, Australia (New South Wales) and Northern Ireland. The results of this work are reported more fully in TAGRA(2011)12.

Hospital cost model

15. The previous paper (TAGRA(2011)10) presented the results of a ‘top-down’ assessment of de minimis costs, and noted that it was felt to be unsatisfactory. Instead, the subgroup proposed to develop a ‘bottom-up’ costing approach.

16. The approach developed to date has been based around that set out in Delivering for Remote and Rural Healthcare. This developed a basic model for core services that had to be delivered in a Rural General Hospital. In order to reflect de minimis costs, hospital costs have been calculated assuming that there are no patients.

Table 3 – Assumptions underpinning de minimis cost calculations
	Cost item
	Unit cost (£)
	Units
	Total cost (£000s)

	Medical consultant
	£145,400
	3
	£436.2

	Specialist general surgeon
	£145,400
	3
	£436.2

	Anaesthetist consultant
	£145,400
	3
	£436.2

	Supervisory nurse
	£49,200
	1
	£49.2

	General nursing staff
	£31,340 to £36,100
	16.8
	£526.5 to £606.5

	Midwifery staff
	£42,300
	11.2
	£490.7

	Beds
	£66,832
	14
	£935.6

	Theatre
	£394,479
	1
	£394.5

	TOTAL
	
	
	£3,705.1 to £3,785.0


17. The estimated de minimis cost of providing a hospital, regardless of whether there are patients, is therefore in the region of £3.75m.

18. The subgroup has currently reached no firm conclusions as to how or whether this approach could be translated into funding allocations. Two approaches have been considered, one based on a simple premise that each NHS Board requires at least one hospital, the other based on the Australian approach of looking at the variation in the number of hospitals across the country. The two result in different allocations. The former, rather than necessarily reflecting higher costs in rural and remote areas, in effect acts to redistribute funding toward smaller boards. The latter approach redistributes a smaller amount of funding overall, but is more favourable to rural areas.

Table 4 – Amount of redistribution under different de minimis approaches
	NHS Board
	Change in NRAC 2011/12 target share (£m)

	
	1 hospital per board
	Based on distribution of LGT hospitals

	A&A
	-£0.10
	-£1.00

	Borders
	£2.70
	£0.10

	D&G
	£2.20
	£2.60

	Fife 
	£0.10
	-£2.00

	Forth V.
	£0.90
	-£1.60

	Grampian
	-£1.30
	-£2.80

	GrG&C
	-£9.10
	-£7.10

	Highland 
	£0.40
	£8.50

	Lanark.
	-£2.00
	-£3.20

	Lothian
	-£4.00
	-£4.30

	Orkney
	£3.60
	£3.10

	Shetand
	£3.50
	£3.00

	Tayside
	-£0.40
	£1.80

	W. Isles
	£3.50
	£2.90

	Scotland 
	£0.00
	£0.00

	Total funding redistributed
	£53.00
	£29.20


19. Here, the hospital distribution is based on large, general, and teaching hospitals only. An alternative approach, which would include all hospitals (the remainder being primarily community hospitals) has also been considered by the subgroup. However, there were concerns that the definition of community hospitals is not stable, and that these more strongly reflected historical service delivery patterns. The types of services delivered in these hospitals also varies widely, so the cost calculations are unlikely to be appropriate, and these were viewed as being more within the control of the NHS Boards.

20. An assessment of this approach against TAGRA’s core criteria is attached in Annex B.

Cost function approach

21. Following the international review, an initial attempt to pursue a similar approach to that used in Northern Ireland, where economy of scale relationships have been estimated for hospitals, has also been conducted. It has proved possible to identify an economy of scale relationship in hospital costs, as shown in the figure below. 

Figure 1 – relationship between average gross cost per case across all specialties and output

[image: image1.emf]Relationship between average gross cost per case across all specialties and scale of output

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

0 4000 8000 12000 16000 20000 24000 28000 32000 36000 40000 44000 48000 52000 56000 60000 64000 68000 72000 76000

Hospital discharges per year

Cost per case (£)


22. At this stage, the analysis is very simplistic, and does not take into account important factors such as case-mix or complexity, which will likely contribute to the higher costs of the larger hospitals. The subgroup intends to attempt to pursue this approach further. The analysis may complement or replace previous work on the hospital cost.

23. Following discussion amongst the members of the subgroup, it is clear that, as well as different approaches to estimating de minimis costs, there are different views on the scope of these costs. For example, should the emphasis be upon estimating de minimis costs specifically for the six Rural General Hospitals, or should it take a wider view, recognizing that all NHS Boards have some element of cost that is beyond their control. The subgroup would welcome TAGRA’s views on this issue.

Actions for TAGRA

24. TAGRA is asked to:

· Provide its views on the analysis undertaken to date;

· Provide its view on whether de minimis costs should be treated as an issue across all boards or specific to those with Rural General Hospitals; and

· Identify any other issues relating to de minimis it would like the subgroup to consider.

GP OUT OF HOURS
(Ref: Paper TRR16)
25. The subgroup is still at an early stage on its work on GP out of hours, having previously focussed on producing analysis on the Scottish Distant Islands Allowance and de minimis cost. To date, the subgroup has considered the data available on GP out of hours services from the Costs Book, activity data collected in a one-off exercise by health ASD (both at board level), and information on the number of practices that are providing out of hours services through the GP contract. The subgroup has also had input from policy representatives from the Primary Care Directorate, and received an overview of the work being undertaken by Healthcare Improvement Scotland to develop quality indicators for out of hours services.

26. No firm decisions have been made on GP out of hours at this stage. Currently, the subgroup has expressed its preference to retain GP out of hours funding within boards’ core allocation, rather than creating a ring fenced budget. The subgroup is also keen to explore other potential data sources, as it prefers not to base any potential allocation on reported cost or activity levels.

Actions for TAGRA
27. No action is required from TAGRA at this time, however, TAGRA is invited to provide any comments it may have on GP out of hours services which may prove useful to the future work of the subgroup.
Health Analytical Services
Health Finance and Information Directorate
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ANNEX A –SDIA assessment against the core criteria
As part of making any changes to the NRAC formula, it is important to assess the impact of the change against TAGRA’s core criteria. This is set out below, assuming that (a) SDIA costs are retained within the analysis, (b) the simplified 8-fold urban rural classification is used, and (c) board-specific adjustments are included to account for the different rates of SDIA in place in the different boards.

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. The slight rationalization of the number of urban rural categories used in the unavoidable excess costs adjustment may help improve the transparency of the formula; however, the introduction of board adjustments for SDIA on top of the urban rural classifications may be seen as making the formula too complex and less comprehensible.

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

Avoiding perverse incentives

The reduction in the number of urban rural categories under the proposed 8-fold adjustment means that there is no longer any zone solely populated by one NHS Board, although NHS Highland continues to dominate the new ‘very remote (non-SDIA) areas’ category. There may therefore be some small reduction in potential perverse incentives.

Relevance

The new 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 – De minimis cost assessment against the core criteria
As part of making any changes to the NRAC formula, it is important to assess the impact of the change against TAGRA’s core criteria. This is set out below.

Equity

Any assessment of this change is to a degree subjective. The potential adjustment discussed above treats each NHS Board equally in terms of its de minimis costs, and whilst it is assumed that these costs do not vary directly with population, it is plausible that they would be higher, in the absolute if not relative sense, in larger boards or those with very rural populations. The adjustment based on distribution of hospitals, which redistributes a smaller amount of money but with greater variations, between boards, may therefore be considered more equitable. However, either adjustment overall may be considered an improvement on the current allocations, which are wholly population based, given the objective of the work.

Practicality

The potential adjustment is based on readily available and regularly updated data, and therefore can be considered practical.

Transparency

The calculation of overall de minimis costs is transparent, built up in a clear manner from a small number of assumptions. The primary difficulty is in limiting the choice of assumptions, and deciding which costs should be included or excluded.

Objectivity
The calculation of de minimis cost is based on routinely collected data. However, the decision over how to allocate this cost to the NHS Boards is more subjective. This is particularly true with the ‘one hospital per board’ approach, whilst the index approach is methodologically more similar to the approaches applied in the NRAC formula. 

Avoiding perverse incentives

Although based directly on  NHS Boards’ costs, the potential adjustment set out here makes use of national averages for the unit costs. It is therefore felt that there are no increased perverse incentives regarding costs. The adjustment which makes use of hospital numbers may reduce the incentives for NHS Boards to close hospitals or undertake restructuring of services.

Relevance

The potential adjustment is based directly on hospital and staff cost data, and therefore seems directly relevant.

Stability

Staff cost data is based on Agenda for Change pay scales and consultant fees, and therefore should be reasonably stable over time, although this has not yet been formally investigated. Allocated cost per bed day and allocated cost per theatre are taken from the Costs Book, and display less stability. Both have grown significantly over the last five years. This is particularly true of allocated costs per theatre, although costs appear more stable over the last three years. It is not clear what has driven the increase in allocated theatre costs whilst theatre staff and supplies and overall theatre costs have been more stable. Allocated cost per bed day has also risen at a faster rate than general costs; this is less due to high increases in allocated costs, and more due to declines in the average number of bed days. The number and distribution of large, general, or teaching hospitals in Scotland appears stable over time, having been at 38 for the three years since 2007/08. However, it is not perfectly stable, as newly released data (29th November, not included in the analysis) shows a fall to 37, due to Arbroath Infirmary being reclassified from a General Hospital to a Community Hospital.

Responsiveness

Assuming that the approach modelled accurately reflects de minimis costs, the formula should be properly responsive. However, there remains an issue around deciding how the de minimis cost estimate is used to adjust board allocations.
Face validity

The general approach to the potential adjustment is the straightforward in principle. However, there is an issues around deciding which costs should and should not be included within the adjustment, and how to convert a de minimis cost into funding allocations.
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