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THE IMPACT OF THE FORMULA ON REMOTE AND RURAL AREAS – OPTIONS AND ISSUES FOR RESEARCH
Introduction 
1. This paper offers TAGRA further advice in response to the discussion at the meeting on 29 October 2008 on TAGRA paper (2008)05 “Assessing the Impact of the Formula on Remote and Rural Areas of Scotland”.
2. TAGRA agreed a number of actions with respect to this issue:-

•
It was concluded that initial focus should be on in-house analysis that will inform the external research remit.  The research proposition should be brought back to TAGRA for discussion.

•
ASD and ISD to agree work plan for in-house analysis and report results back to TAGRA (see TAGRA paper (2009)02)
•
ASD to incorporate the Island Boards issue into the remote and rural issue

3. This paper seeks to provide further advice on the proposition for external research, informed by the results of the in-house analysis, and by detailed consideration with Bob Elliot. ASD propose that the project should cover the following aspects:-

-
divide the Health Boards into Remote/Rural, Island and Urban categories

-
identify key challenges (to HBs)

-
desktop analysis of detailed costing information to explore relationships further between unit costs and geography

4. A draft research brief based on this approach is attached at Annex A for consideration and discussion. 

Purpose

5. This paper sets out a proposed approach to commissioning a research project to consider the requirement set out in the response to the Parliamentary debate on remote and rural healthcare “to review the impact of the NRAC report on NHS boards' ability to maintain and develop remote and rural services.”
6. The purpose is to inform a discussion on the proposed approach, and invite TAGRA to agree a way forward.
BackgrounD
What is being asked for?

7. Bearing in mind that the allocation formula is about establishing shares, not absolute amounts, we propose that the task set for TAGRA can be viewed as having two main components:-

· what is the relative impact of the formula in island, remote and rural areas compared to urban and city areas; and

· how sustainable are health services in these areas, and are there greater relative challenges than in other areas?
8. The first of these tasks has been explored in quantitative terms in the in-house analysis (presented in TAGRA Paper(2009)02).   
9. However, health services are not ‘static’ – both the structure by which it delivers services and the demands for those services will change over the ten year period. The sustainability of services depends not only on the share/level of funding available to each Health Board, but also the demands for its services, and the required delivery models.    

discussion

Is this just a ‘remote and rural’ issue?

10. The NRAC formula is based on the principle of providing equity of access to healthcare for all by allocating resources equitably between Health Boards. We suggest that to focus only on the issues which will create pressures for remote, rural and island boards would be inappropriate as these, or other issues, might have relatively equal or greater impacts on other boards. With this in mind, we recommend that any review of the impact of the formula on the sustainability of delivering services, should look at all areas of Scotland, not just remote and rural areas. As such we propose that the project uses the urban rural classification to look at issues from remote and rural, island and urban areas/Health Boards.
Does formula address sustainability of services?

11. The NRAC formula provides Health Boards with funding to deliver Hospital and Community Health Services and GP prescribing services for the following financial year. It includes factors which future proof the formula against changes in population levels, profiles and keys drivers of unavoidable costs, but it does not explicitly take account of planned future developments/changes in services.
12. We therefore recommend that the research examines whether the factors currently included in the formula adequately reflect the impact on resource need of the key changes in delivery models which all Health Boards predict for the years ahead. There a number of other questions which could also be examined in relation to whether the formula takes account of economies of scale and whether there is a minimum viable size for some services.
Can we future proof the NRAC formula?
13. NRAC considered the issue of future proofing in their Final Report (see Chapter 10), although this was largely concerned with ensuring that the formula was kept up to date to reflect new sources of information and data as they became available. Indeed, the establishment of TAGRA was part of their thinking. In terms of this proposed research project, the issue is really one of whether the formula adequately reflects the direction of future travel for the health service, and how far it should do so. A number of aspects of this issue could be explored such as:-

-
look at Better Health Better Care for guidance on likely future developments
-
review projected population changes (levels, mix and dispersion)
-
technological change – what services are likely to be in demand from patients and clinicians

-
staffing – ageing staff profile, labour supply for medical/nursing/AHP/other posts

-
the impact of the Working Times Directive on supply of staff time 

How do we identify what the Health Boards regard as the key issues?

14. When looking at the sustainability of services, we propose that the research should focus on the vulnerable margins – where are Health Boards under pressure to continue providing or start providing services using exiting or new service delivery models. This could involve speaking to a sample of Health Boards (5 or 6) covering rural, urban and island areas, and asking them to identify the main services that they consider will cause financial pressure in their area - or which they would like to provide but are unable to do so for resource reasons. 
15. The aim would be to identify a relatively manageable suite of issues that can be considered, across all types of Health Board. There would also be a need to be able broadly quantify the financial impact of the issues in order that they can be assessed/prioritised, and that TAGRA can determine (in future) to what extent they could be resolved. 
16. It could be the case that once issues have been identified, the formula is adapted in some way such as:-

-
introducing additional factors to the formula which explain any divergent cost impact of unavoidable service delivery changes

-
different services are based on different formulae (or an adapted formula)

-
some sort of safety net provision is made, so that all Health Boards receive a minimum amount of funding for some services (i.e. enough to ensure that they remain ‘viable’)

-
allocate resources for some services to ‘clusters’ of Health Boards (e.g. a regional planning approach).

How would the research be structured? 

17. A proposed approach to the research project is set out below:-

-
Desktop analysis to examine the detailed costing data to see if there is a visible/quantifiable variation in any area between island, rural and remote Health Boards, and other Health Boards

-
Establish script for conversation with Health Boards

-
Sample survey (interviews) of a small representative number of Health Boards to identify vulnerable margins (i.e. the areas where sustainability due to resources is an issue).

-
Assessing full suite of issues identified, and developing script for conversation with each type of Health Board on their assessment of the potential impact of each issue

-
Production of a report setting out analysis of findings, assessment of the key issues which boards expect to impact financially on sustainability of services, for the different types of Health Boards, proposing any approaches to reflecting these equitably within the allocation formula and setting out proposals for further work.

Who would be possible candidates for this work?

18. There are a number of resource allocation experts in the UK who may be interested in a project of this nature such as:-

-
Steve Morris (LSE)

-
Centre for Health Economics at York University – for instance Pete Smith

-
Matt Sutton (University of Manchester)

-
HERU at Aberdeen University (but not Bob Elliott)

-
University of Plymouth 

What would the likely costs and timescales be for this work?

19. Based on discussions with Bob Elliott, we feel that the project could cost in the region of £100k given it includes a mixture of analysis and interviews. In terms of timescales we think it would potentially take 9 months from the point of commissioning.
CONCLUSION

20. We recommend that TAGRA discuss the proposed approach to establishing a project to investigate the issues which Health Boards expect to result in differential resource pressures between island, remote and rural Health Boards and other Health Boards over the next ten years, and examine the relationship with expected changes in the level and distribution of funding.
21. We further propose that the research should focus on the key vulnerable margins for all types of Health Board – i.e. where Health Boards are under pressure to continue providing or start providing services using existing or new delivery models which will have disproportionate resource implications -or which they would like to provide but are unable to do so. 
22. The aim would be to identify issues that can be dealt with by TAGRA by proposing adjustments to the NRAC formula. There would also be a need to be able to broadly financially quantify the issues/their impact in order that they can be assessed and prioritise and so that TAGRA can determine to what extent they could be resolved.
23. A draft Research Specification, based on this proposed approach, is attached at Annex A. Subject to the discussion about the approach, and to agreement on the availability of funding, TAGRA are further invited to agree that the specification should be finalised, and tenders should be invited.
24. In order to support the process, TAGRA are further invited to consider the proposal to establish a sub-group which would oversee the process of selecting the research contractors, and steering the project. Project management would be provided by ASD, and TAGRA would be provided with regular updates, and products for discussion and sign off. A full proposal for governance would be developed for the next TAGRA meeting.
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ANNEX A - TEXT FOR DRAFT RESEARCH BRIEF

Introduction

The Scottish Government Health and Wellbeing Directorate is commissioning research on behalf of the Technical Advisory Group on Resource Allocation (TAGRA) to review the differential impact of the Arbuthnott/NRAC formula for distributing funds for hospital and community health services and GP prescribing in remote, rural and island areas of Scotland. It wishes to commission research to identify the extent to which the changes to the formula as set out in the NHSScotland Resource Allocation Committee (NRAC) Final Report will impact differently upon the delivery of health services in remote, rural and island areas compared to those in urban and city areas. This work should take account of current policy direction, as set out in Better Health Better Care and proposed changes in service delivery (e.g. Shifting the Balance of Care).
Tenders are invited for the review outlined in this specification which sets out the Scottish Government’s requirements.

Background

The Arbuthnott/NRAC Formula distributes over £7bn (or around 70% of total funding) to the fourteen territorial Health Boards. This covers funding for Hospital and Community Health Services and GP prescribing. The Arbuthnott Formula was implemented in 2000 and was subsequently reviewed by NRAC 2005-07. The NRAC report recommended a number of changes to the formula to improve and refine the Arbuthnott Formula. [Refer to documentation on Formula and NRAC report]

Following receipt of the NRAC Report, the Cabinet Secretary consulted with Health Boards and the Health and Sport Committee of the Scottish Parliament before deciding to accept the proposed changes to the formula. The Cabinet Secretary also accepted the recommendation for an ongoing group to be established to maintain and develop the formula. This led to the establishment of TAGRA in August 2008.

TAGRA’s first task has been to review and prioritise the issues that NRAC raised about the formula and also those subsequently raised by other stakeholders. Parliamentary debate on Remote and Rural Health Care (5 June 2008) “calls on the Scottish Government to review the impact of the NRAC report on NHS boards’ ability to maintain and develop remote and rural services.”

TAGRA subsequently decided to take their amendment as one of the issues that they will look at in their first year.

Aims of the research 

The aim of this research is to assess the differential impact of the revised Arbuthnott/NRAC formula on the delivery of services in remote, rural and island areas compared to other board areas. TAGRA view this task as having two main components:-

· what is the relative impact of the changes to the formula in island, remote and rural areas compared to urban and city areas; and

· what are the key issues of concern around the future resourcing of health services in island, remote and rural areas, and are there greater relative challenges related to these issues than in other areas?
The first of these tasks has been examined by TAGRA (see TAGRA paper 2009(03))….
(describe analysis to date and set out any further work that is agreed by TAGRA)
This project relates chiefly to the second of the tasks. The health service is not ‘static’ – the structure by which it delivers services, the unavoidable costs of delivery and the demands for those services will change over time. The aim of this research is to provide TAGRA with evidence and analysis to enable them to take a view on any differential impact of the NRAC formula on the services delivered in remote, rural and island boards, and to consider options for more equitably addressing this in the allocation formula.

Future-proofing the NHS Scotland Allocation formula

The premise behind the NRAC formula (and the Arbuthnott formula) is that it uses population size and characteristics plus data on service use and costs coupled with proxies for health need for the current year (or past years, depending on the speed with which data is made available) to predict the shares of funding need for the coming financial year. Thus, the formula takes a short term view of funding needs – this is justifiable as its purpose is to distribute the available funds to Health Boards for the coming year, based on longer term decisions about the overall health budget made in the Spending Review. 

TAGRA require research work to be undertaken to produce evidence to support them in the consideration of the view that, as the patterns and technology used to deliver services change, the NRAC formula will not appropriately reflect the differential impact of the resource implications of these changes on island, remote and rural Health Boards. For the purpose of this research, TAGRA has concluded that the issue relates to whether the NRAC formula adequately takes account of the variation in size and characteristics in the fourteen territorial Health Boards. In Scotland, the Health Boards range from Orkney with a population of around 19,800 to GG&C with a population of 1.18 million. The provision of services is also affected by the variation in the geography of the Health Boards from large urban centres to small distant settlements. The NRAC formula explicitly seeks to take account of these factors via the unavoidable excess costs of supply adjustment. It is important to bear in mind that the purpose of the formula is to distribute funds to Health Boards on an equitable basis according to need and unavoidable costs of service delivery

Paper TAGRA(2008)05 explains that, based on the SEURC classification system, all Health Boards have some remote and rural areas. For the purposes of this work we propose to classify the fourteen Health Boards into three groups based on the proportion of their population that are in remote and rural areas. Thus, any Health Board who have above or around the national average of people living in remote and/or rural areas are classed as “remote and rural”, unless they are based wholly on islands (in which case they are and “island” Health Board). The remainder are regarded as “urban” Health Boards. The results of this approach are as follows:-

	TABLE 1 - HEALTH BOARDS BY URBAN-RURAL CATEGORY (% of remote and/or rural population shown in brackets – national average = 22%)

	Remote and rural
	Island
	Urban

	Highland (73%)
	Orkney (100%)
	Fife (21%)

	Borders (56%)
	Shetland (100%)
	Forth Valley (19%)

	Dumfries and Galloway (53%)
	Western Isles (100%)
	Lanarkshire (12%)

	Grampian (38%)
	
	Lothian (10%)

	Tayside (25%)
	
	Greater Glasgow and Clyde (2%)

	Ayrshire and Arran (23%)
	
	

	
	
	


Source: Shadow run rebased population 2008/09
Expected tasks – a staged piece of work

TAGRA are looking for the researchers to investigate the drivers for any variation in the relative scale of Health Board’s expected key resource pressures over the next ten years and examine the relationship of any such variation with expected changes in the level and distribution of funding

The research should focus on the key vulnerable margins – where are Health Boards under pressure to continue providing or start providing services under existing or new service delivery models. This is expected to involve sampling a number of Health Boards (5 or 6) covering remote, rural, urban and island areas, and asking them (each) to nominate the two or three main existing or planned services where they expect experience significant financial pressure in their area.

The aim would be to identify issues that can be dealt with by TAGRA and the NRAC formula. There would also be a need to be able financially quantify the issues/their impact in order that they can be assessed and prioritised and that TAGRA can consider the extent to which they can be resolved. 

How would the research be structured?

A possible approach to the research project is set out below:-

· Desktop analysis to examine the detailed costing data to see if there is a visible/quantifiable variation in any area between island, rural and remote Health Boards, and other Health Boards

· Establish script for conversation with Health Boards

· Sample survey (interviews) of a small representative number of Health Boards to identify vulnerable margins (i.e. the areas where sustainability due to resources is an issue).

· Assessing full suite of issues identified, and developing script for conversation with each type of Health Board (all Health Boards?) on their assessment of the potential impact of each issue

· Production of a report setting out analysis of findings, assessment of the key issues which boards expect to impact financially on sustainability of services, for the different types of Health Boards, proposing any approaches to reflecting these equitably within the allocation formula and setting out proposals for further work. 

Next Steps

You are invited to express your interest in developing a tender for this work. 

Timing

Contact

Keith MacKenzie, Etc.
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