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1. Background

The NRAC Committee made recommendations  for the on-going maintenance and development of the formula (see NRAC report, Annex 10
).  They recommended that the Morbidity and Life Circumstances (MLC) element of the formula should be updated at least every 3 years – the updating to include the variables making up the needs indices and the coefficients measuring the relationship between indices and costs. The programme of updating the MLC is being taken forward by TAGRA on a rolling basis through the work of the MLC sub-group.

TAGRA agreed that the detailed analysis to review the MLC adjustment,undertaken by the  technical sub-group, should begin by examining the Mental Health and Learning Difficulties care programme and then continue with the other care programmes.  At the April 2013 meeting TAGRA agreed that the next care programme to be reviewed would be acute.
The acute care programme accounts for around £4 billion within the total of £7.8 billion allocated via the NRAC formula for the year 2012/13. 

2. Remit and terms of reference 

Having regard to TAGRA’s core criteria; to recommend to TAGRA changes to the Acute MLC indices, which will improve the ability of the formula to allocate funds between the territorial NHS Boards on a fair and equitable basis.

In particular, the group is asked to consider:

· Geography - the appropriate geographical level at which to specify any adjustment factors;

· Time - the degree to which observations should be aggregated over time, in order to provide stable adjustment factors;

· Structure – the form, the age grouping and clinical scope, specified for the adjustment factors;

· Indicators – the most appropriate indicators to use within any adjustment, including but not limited to indicators of need and indicators of supply, rurality, and urbanity; and,

· Costing method – to assess the effects of a change in costing method (should that be agreed by TAGRA) on the adjustment factors.

3. Timescales and membership
TAGRA agreed (at the April 2013 meeting) that the work of the MLC Acute sub-group should take around 2 years (2014-2015): in the absence of unanticipated issues  which merit further in-depth investigation. 

The sub-group is designed to have a wide membership to reflect the diversity of stakeholder interests in the Acute Morbidity and Life Circumstances (MLC) adjustment. A full list of members can be found in Annex 1.

4. THE MLC adjustment in the NRAC formula
The MLC adjustment takes account of additional needs over and above those based on age and sex. Areas where residents have greater levels of ill health, or are subject to life circumstances that result in ill health, will impose higher costs on health boards in meeting the increased volume of healthcare activity needed by those populations. 

The adjustment is calculated by looking for the factors that best explain the variation in actual costs of healthcare between small areas for each care programme, using statistical regression analysis. The utilisation of healthcare is represented by the ratio of actual costs (taking into account activity type and length of stay in that specific neighbourhood) to the expected costs (based on the neighbourhood’s population and national age/sex average cost per head) and the analysis looks for the indicators which best predict this cost ratio, across small areas, in a regression analysis. 

The data currently used for the Acute hospital programme are :-

·  Costs calculated by specialty;
· Activity data for Acute inpatients and outpatients, taken from SMR01 and SMR00;
· Cost information sourced from Cost Book;
· Population estimates sourced from National Records of Scotland (NRS);
And the indictors within the current needs index for this care programme are :-

· all-cause standardised mortality rate ages 0-74;
· limiting long term illness (LLTI) rate (age/sex standardised);
Measures of supply are:-

· Inpatient access

· Outpatient access

· NHS Board dummies

The basis of the current MLC adjustment is :-

· Geography: intermediate geographies (1,235 within Scotland)

· Age: one factor for all ages

· Cost ratios: cost ratios are created by comparing actual costs to costs expected for the given age/sex profile of the neighbourhood. To obtain these ratios activity is costed at national level. The aim of the regression analysis is to predict these cost ratios.
· Aggregation: data from the following the diagnostic groups (Circulatory Diseases, Cancer, Respiratory Diseases, Digestive, Injuries & Poisoning, Acute outpatients and Other Acute) is aggregated and evaluated together across all ages: 

· Time span: one year’s data 

The original work undertaken for the NRAC Committee, which resulted in the current MLC adjustment, is outlined in Chapter 5 of the NRAC report, and set out in detail in Technical Report D and the Addendum to Technical Report D
.

5. The work of the sub-group

 Core Criteria

The sub-group will adopt the same set of Core Criteria as used by TAGRA. This means that when any decisions are being taken about particular aspects of the technical work, e.g. the choice of needs variables within the regression models, the group will judge alternative options against the following core criteria. 
	Equity
	The primary consideration should be to achieve the greatest possible accuracy in capturing the cost implications of variations in need across the country, in order to develop a formula that delivers the greatest possible equity of access to health services.

	Practicality
	Use should be made of good-quality, routinely-collected data, in order to produce an administratively feasible formula that can be readily updated.

	Transparency
	The rationale informing the formula’s methodology should be explicable and any judgements should be made explicit, although this should not lead to over-simplification of details which might add precision to the methods.

	Objectivity
	The formula should as far as possible be evidence-based, using as necessary the full range of available robust data. 

	Avoiding perverse incentives
	The formula should guard against perverse incentives and any negative consequences which might threaten the integrity of the data.

	Relevance
	There is a need to avoid the dangers of extrapolation and to make explicit where hard information is being used about one aspect of a service to make some assumption about an area where information is less good or absent.

	Stability
	There should be a reasonable degree of year-to-year stability in the data sources feeding in to the formula.

	Responsiveness
	The formula should result in shifts in the allocation of resources in response to changes in the need for healthcare services.

	Face validity
	The outcome of any changes to the formula should be subjected to a 'common-sense' check.


Reporting and links with TAGRA

The group will report on its progress at each meeting of TAGRA and seek views on all aspects of the analysis as it progresses. The papers for this TAGRA sub-group, will be available on the TAGRA website at http://www.tagra.scot.nhs.uk/. 

ACTION: TAGRA are asked to agree the remit and terms of reference for the technical MLC Acute sub-group.

Annex 1: Membership
Karen Facey (Chair)

Diane Skåtun (University of Aberdeen)

Sarah Barry (University of Glasgow)

Matt Sutton (University of Manchester)

Frances Elliot (Scottish Government)

David Garden (NHS Highland)

Fiona Ramsay (NHS Forth Valley)

Paul James (NHS Greater Glasgow &Clyde)

Harry Purser (NHS Lothian)

Angela Campbell (Scottish Government)

Paudric Osborne (Scottish Government)

Ellen Lynch (Scottish Government)

Roger Black (National Services Scotland)

Judith Stark (National Services Scotland)

Donna Mikolajczak (National Services Scotland)

Ahmed Mahmoud (National Services Scotland)

Suzy Whoriskey (National Services Scotland)
� �HYPERLINK "http://www.nrac.scot.nhs.uk/research.htm"�http://www.nrac.scot.nhs.uk/research.htm� 


� �HYPERLINK "http://www.tagra.scot.nhs.uk/research.html"�http://www.tagra.scot.nhs.uk/research.html�






