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Introduction 
1. This note compares the new NRAC formula with the latest resource allocation formula in England. It follows the recent publication of the “Report of the Advisory Committee on Resource Allocation” by Department of Health. This Report outlines the changes to the resource allocation formula in England. We have compared the latest English formula with our NRAC formula for information and to help inform TAGRA’s ongoing work on maintaining and developing the formula in Scotland.
Purpose

2. The comparison raises a number of questions which TAGRA might wish to consider and which may influence the future direction of work on the NRAC formula.
BackgrounD
3. As described in paper TAGRA (2008)02, Scotland has used a weighted capitation formula to allocate resources to Health Boards since 2000. England has used a similar approach since 1980. The basic structure of the two formulae are very similar with the base population share being adjusted for estimated needs and excess costs to arrive at a final formula share.
4. In England the development of the formula is overseen by the Advisory Committee on Resource Allocation (ACRA) and its specialist subgroup, the Technical Advisory Group (TAG). Both of these bodies have a rolling remit to oversee the development of the weighted capitation formula to support the goal of equitable access to healthcare for all and (since 2003/04) to explicitly contribute to the reduction in avoidable health inequalities. This differs from the initial approach taken in Scotland where the Arbuthnott Review was followed by a period of stability in the formula, until NRAC’s review began in 2005. The establishment of TAGRA with its ongoing remit to maintain and develop the formula is similar to that seen in England, and is intended to allow the formula to be kept up to date as new data/information and demands develop.
Summary of English formula (highlighting where there have been changes)
5. The latest DH report describes the English allocation formula and highlights where changes have been made by ACRA.
Population

6. The base on which the formula is founded is the population – in England’s case, the population of Primary Care Trust (PCT) areas. PCTs are responsible for funding the healthcare of all patient registered with GPs in their area plus residents within their areas who are not registered with a GP. The GP registered populations are scaled back to the ONS estimates of resident population by using population projections. A number of other categories are added to the population for each PCT:-

-
Prisoners serving sentences of >6 months

-
armed forces

-
temporary GP registrations (in the prescribing part of the formula)
7. ACRA have recommended a number of changes to the current method of establishing PCT populations:-
- all prisoners should be counted

- prisoners and armed forces should receive a national average needs weighting rather than the needs weighting of their host PCT (recognising that their needs may be different from those of the population in their host PCT)

- asylum seekers should be counted

- migrant workers should be counted (based on ONS estimates)

- temporary GP registrations should be excluded (as this information is no longer collected under the new GP contract)

8. Furthermore, they recommended that GP registered lists should be used as the population base post 2010/11 if they can be proved to be robust and up to date (i.e. the ONS population projections would no longer be used to  scale back the GP lists).
Needs

9. The current needs adjustment comprises two stages – age related need and additional need. The age related need is calculated for seven age bands across 23 different programmes of activity. The additional need element comprise two models – acute and maternity, and mental health. The model for acute and maternity  involves a number of variables such as Standardised Mortality Ratio under 75 years, proportion of low birthweight babies, income and morbidity indices.
10. ACRA have recommended that the two stages are combined into a one stage model covering all needs. They have expanded the number of age bands to 18 and use two years data to aid stability. The reasoning for these changes is that the one stage approach “allows the relationship between age and additional need to vary between different age groups”.
11. ACRA have also recommended that the patient data should include outpatient activity – currently it is based only on inpatient and day cases – as this data is now available.
12. The current model uses a combined model for acute and maternity, but ACRA have recommended a separate maternity needs model based on ‘costs per birth’ to improve transparency.
13. On the prescribing model, ACRA say that the one stage is not possible as no age group data is available at the practice level. As such they recommend “That there will be a new need formula for prescribing”.
14. No changes are recommended to the mental health formula as ACRA could not find an alternative that improves on the current approach
15. For Community health services, ACRA recommend using the acute index for allocating resources. For Learning Disabilities ACRA recommend using the acute and mental health indices.
16. ACRA also recommend dropping the English Language Difficulty Adjustment as “it has no material effect on the target allocations” and data difficulties make it difficult to update.
17. ACRA examined, but rejected the use of morbidity indices as they were found to be “opaque”. They also considered but rejected the use of Quality Outcomes framework (QOF) or Hospital Episodes Statistics (HES) data due to concerns about whether they could be influenced by practices (QOF) or reflected unobserved supply (HES).
Health Inequalities

18. ACRA examined the case for including an unmet needs adjustment, but concluded that there was no clear evidence of unmet need in one stage models. They feel that the new one stage needs model better captures need than the previous two stage model.
19. ACRA also felt that it was difficult to achieve the aims of equal access for equal need and reducing health inequalities within one formula. After examining a number of options they decided that a separate health inequalities formula should be developed based on Disability Free Life expectancy (DFLE). They also concluded that “due to a lack of evidence …it is not currently possible to determine the costs of reducing health inequalities between PCTs”. As such they recommended that “the weight to be given to the health inequalities formula should be a Ministerial decision”. They further recommended that this separate formula should be regarded as a temporary solution and that the issue of health inequalities should be part of ACRA’s future work programme.
Market Forces Factor (MFF)

20. The current formula includes market forces factor adjustments for staff, land and buildings costs. The MFF is subject to a number of criticisms regarding its perceived lack of transparency, the impact of ‘cliff edges’ between PCTs and the wide range of MFFs. ACRA reviewed the MFF via two research projects – one looking at the (current) General Labour Market (GLM) approach and the other looking at the (alternative) Specific Costs (SC) approach.

21. ACRA concluded that there was still a need for the MFF and the GLM approach was still their preferred method. They additionally recommended a number of technical improvements:-

-
using Annual Survey of Hours and Earnings data rather than New Earnings Survey data

-
pooling three years of data

-
including part time workers

-
including City of London workers (who were previously excluded as they were felt to be too ‘different’ from workers elsewhere in the country)

-
a job responsibility adjustment should be added to recognise that the same job titles can reflect different jobs in different parts of the country

-
doctors should be excluded from the MFF as their costs do not vary across the country in the way that they do for other staff groups.

-
MFFs should be smoothed by taking account of the distance from all other PCTs and also to take account of the distance of provider sites from the centre of each PCT

22. ACRA also considered whether there was a need or a rurality adjustment. They rejected this approach – citing the fact that they had included a job responsibility adjustment. The formula also continues to include an Emergency Ambulance Cost Adjustment.
Future work

23. ACRA identify four key areas in which they recommend further work be undertaken:-

-
Population – use GP registrations without any reference to ONS population projections from 2010/11

-
Health inequalities – undertake further work following the introduction a separate formula for health inequalities

-
Person based allocation – ACRA will take forward a longer term programme aimed at supporting practice based commissioning

-
Availability and quality of data – ACRA will work with the Information Centre for Health and Social Care to help “specify data requirements for resource allocation” – especially for community, mental health and learning disabilities.

Alternative approaches

24. The needs researchers working for ACRA examined two alternative approaches
	Approach
	ACRA conclusion

	Epidemiological
	Not viable at present due to lack of suitable data. But a “dedicated and more comprehensive review” should be undertaken in the future

	Individual level allocation
	They found “encouraging evidence for future use of this approach” and hence recommended further research on feasibility for the future


Comparison of England and Scotland (highlighting differences)
MFF vs rural
25. A key difference between the Scottish and English formulae is the manner in which they take account of excess costs. In Scotland, the Arbuthnott formula specifically sought to compensate Health Boards which covered remote and rural areas for excess costs of supplying services to these areas by using road kilometres per 1,000 people as the basis of the adjustment. This adjustment has been refined by NRAC to better reflect all ‘unavoidable’ excess costs of supply, but it still tends to give the highest adjustment to the most rural/remote areas.
26. In contrast in England has not included any form of ‘rural’ based adjustment. The main costs based adjustments have been  market forces factors (MFFs) for staff, land and buildings costs. These adjustments are designed to  compensate Trusts for costs that they incur when competing for resources in areas where there is strong private sector competition - for example, in recruiting and retaining staff in areas where there are many private sector employers also looking for staff. The practical effect of this adjustment is to favour the large urban areas (e.g. London) where competition for resources is strongest.
27. The two adjustments are not mutually exclusive, and both the Arbuthnott committee and NRAC have looked at whether Scotland should have MFFs, although they ultimately decided against including them in the formula.
Health inequalities adjustment
28. ACRA have a specific remit to address health inequalities which neither the Arbuthnott or NRAC formula has had. In Scotland the health inequalities agenda is pursued by other means than the formula. However, both Arbuthnott and NRAC have examined the issue of unmet health needs with the result that the NRAC formula includes a small adjustment for unmet needs in acute services for circulatory disease. It is worth noting that the latest ACRA report concedes that the English formula has not (and they feel cannot) successfully tackle health inequalities, and hence they recommend that a separate mechanism is used to allocate funding for this objective.  
One stage need model
29. ACRA’s latest report recommends that the English formula moves to a one stage approach in which age/sex and needs are combined. The NRAC formula has separate stages for age sex and additional needs (plus also unavoidable excess costs). The issue of combining age sex and needs was not discussed by NRAC, but they did talk about the possibility of any future review seeking to combine the needs and costs elements into one adjustment.
Population  
30. At present both formulae rely mainly on population projections as the basis for their calculations. However, ACRA have recommended that the English formula moves to using GP registered lists from 2010/11. This change is dependent on further work being undertaken to investigate why GP registered lists differ (in general they are higher) than population projections and to assure ACRA that the new approach is robust. In Scotland NRAC’s review of the population base concluded that rebased population projections were the best method of estimating the population base.
Future research
31. ACRA are taking forward work on developing a ‘person based’ formula that could replace the current formula. This is intended to support the move to practice based commissioning of services.
32. NRAC made a series of recommendations for future work – including establishing TAGRA. Whilst a number of the recommendations concern development of data sources (e.g. community data), they also proposed that the epidemiological and proximity to death approaches be looked at in the longer term as potential alternatives to the current weighted capitation formula.
Implications for future work of TAGRA
33. There are a number of potential questions which TAGRA may wish to consider based on the latest ACRA report:-

•
Do we want to consider health inequalities adjustment? Or a separate formula in this way that ACRA have proposed? The latest ACRA report makes clear the difficulties in reconciling the twin objectives of equity of access and reducing health inequalities.

•
England has MFFs but no rural adjustment – does this have any bearing on our rural work? In Scotland a larger proportion of its population and land mass can be classed as ‘rural’ and we also do not have the concentration of economic resources that is seen in London/South East England.

•
Population – England planning to move to GP registrations – something for TAGRA to explore in future?

•
Needs – England combine age/sex and additional needs – should TAGRA look at the pros and cons of this approach?
Health Analytical Services Division
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� The GLM method is based on comparing the market for NHS staff to the whole labour market. The SC approach attempts to match different NHS professional groups to similar groups elsewhere in the labour market. 
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