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Introduction 
1. A previous paper (TAGRA 2009(03 “Remote and Rural Analysis”)) presented at the meeting of 26th February 2009, proposed further analysis to improve understanding of the hospital excess costs adjustments impact on the remote and rural Health Boards’ target allocation shares.  

2. This paper outlines the methods that will be used to undertake sensitivity analyses to check the stability of the excess cost indices, how sensitive it is to changes in cost and the effect these may have on the overall target shares. 

Purpose

3. The sensitivity analysis will aim to aid the understanding of how the costs flow through the excess costs adjustments and also to show the impact that changes in costs may have on the excess costs adjustments in island, remote and rural areas compared to urban areas.

4. The main focus will be on the hospital excess costs component of the formula as this is where the formula shares are adjusted to take account of costs related to geography.  

5. The paper describes the approach we will take to undertake the sensitivity analysis. 

6. The aim is to help TAGRA understand the complexity of the proposed sensitivity analysis to highlight the resource implications of this work.
BackgrounD
7. The NRAC recommendations led to a fall in adjusted target shares for many of the more rural Health Boards, in comparison to Arbuthnott.  As a result of a parliamentary debate on remote and rural healthcare, assessing the impact of the formula on remote and rural areas was identified as a key issue for TAGRA.

8. A main cause of the fall in target shares was the excess costs adjustment:  Borders, Highland, Dumfries & Galloway and the three wholly island boards had a lower overall adjustment for excess costs under the NRAC formula than under the Arbuthnott formula.

9. Further analysis was proposed on TAGRA paper (2009)03 “Remote and Rural Analysis”, to examine the stability of hospital excess costs adjustments over time, also to undertake sensitivity analysis to understand the impact changes in cost may have on SEURC excess costs adjustments and on the target shares.
discussion

How Hospital unavoidable excess costs adjustments are calculated:
10. Hospital unavoidable excess costs adjustments are calculated at data zone level as the ratio of local costs (i.e. activity costed at hospital-specific specialty costs) relative to the costs of the same activity at national average costs. The mean of these cost ratios is calculated for each Scottish Executive Urban-Rural Category (SEURC) and applied to datazones according to its SEURC i.e. all datazones with the same SEURC have the same excess costs hospital adjustment applied. There are separate adjustments for different types of hospital care: Acute; Care of the Elderly, Mental Health & Learning Difficulties and Maternity.  
11. Hospital excess costs adjustments for all care programmes are based on the latest (where possible) combined three years activity and costs data.
12. Total expenditure, discharges, number of cases and occupied bed days by hospital and specialty are obtained from the appropriate Scottish Financial Returns (SFRs) and the care programmes are matched to activity data from the appropriate Scottish Morbidity Records (SMRs). 

13. Cost per case is applied to the number of discharges and length of stay obtained from SMRs at datazone, hospital and specialty level to calculate the local costs. National cost per case is applied to the same activity at datazone, hospital and specialty level to calculate the national costs.

14. The final datazone ratio of local costs relative to national costs is calculated. The mean of these cost ratios is calculated for each Scottish Executive Urban-Rural Category (SEURC) and applied to datazones according to its SEURC.
Sensitivity Analysis Proposal 
15. To assess the sensitivity of the formula to changes in costs, we propose to undertake simulation modelling by inflating the costs for a sample of care programmes (Acute and Mental Health) by a series of percentages (2% and 10%) for certain Health Boards. The effect of these cost changes would then be traced through to the excess costs indices and the impact it may have on the target shares. Initially the results would be reviewed after the first set of simulation results using the largest care programme (Acute) which will determine if this analysis needs to be run for the Mental Health care programme as well.

16. The proposed sensitivity analysis will take three Health Boards as examples. Boards with different urban-rural compositions will be chosen to run the analysis: Lothian (predominantly urban), Highland (mixed urban and rural) and Orkney or Western Isles (wholly remote/island).

17. The sensitivity analysis will be based on 2009/10 results.

proposed next steps

18. This analysis will require the full resource allocation formula to be rerun up to 12 times (3 * NHS Boards, 2 * percentage increases, 2 * care programmes). ISD would estimate 5 working days to complete this work.
19. We invite TAGRA to discuss the specification of this proposal and the validity of the methodology with a view to understanding the impact that changes in cost may have on the remote and rural target shares. TAGRA’s input is welcome if they feel a different modelling approach should also be taken into consideration. 

Health Finance Information Team

Information Services Division (ISD)
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� NRAC Final report, page 84.
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