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3 year rolling programme to update indices in The Resource Allocation Formula 
Introduction 
1. This paper presents a proposal for a 3 year rolling programme to maintain the NRAC formula and update the relevant elements of the formula as recommended in the final report “Delivering Fair Shares for Health in Scotland” (Recommendation 10.1, p.110). The report stated that “The allocation formula should continue to be run annually to provide allocations to ensure that NHS funds are being directed to the areas of highest need. To support this, the population, age-sex and some components of the excess costs elements of the formula should be updated annually. The remaining elements of the formula should be updated at a minimum every three years as part of a rolling programme of work to maintain the integrity of the formula”.
Purpose

2. To summarise ISD’s proposal to maintain the formula in line with the NRAC recommendations.
Formula Elements to be updated at least once every 3 years

3. Fixed/variable cost split: Fixed/variable costs split for acute age/sex cost weights for each specialty.
4. Additional needs (MLC): Variables making up needs indices, cost ratios and coefficients measuring relationship between indices and costs.
5. Community travel and Hospital excess costs: Proportions of Board populations living in remote areas and on islands, proportions of population within settlements of particular sizes, travel times to nearest settlements of particular sizes, average within-settlement travel times, base locations and Islands contact times.
FURTHER DETAIL

6. In addition to detailing each task an estimate of the resources required to perform the task is also given.
7. Fixed/variable cost split: Expenditure from the cost book is split into fixed and variable costs.
Fixed costs are costs that are assumed to be the same for all patients treated in a specialty (medical costs, lab costs etc.), while the variable costs (nursing costs, linen costs etc.) are assumed to vary proportionally with the length of stay.

The fixed/variable cost split for each specialty was created based on a percentage split. These splits were based on a regression analysis of the relationship between average length of stay and cost per episode, by specialty, using 2004/05 cost data (carried out by the SG) as detailed in the “Technical Report C: Review of Age-sex weights” during the NRAC Review.

This exercise would need to be repeated using the latest available activity and costs book data.

Moderate resource would be required for ISD/ASD to undertake this update in house.

8. Additional needs (MLC): This is the most significant element to update in terms of resources and complexity.
The original research was previously undertaken by Tribal Secta, associated with the University of York.  Further work was carried out by ISD and ASD to address the major issues raised during the consultations, extend the research in some areas and to turn the recommendations into a final adjustment for morbidity and life circumstances (MLC). Updating the model would include the following:
Studying relevant documents, such as “Technical Report D – Review of the Resource Allocation Adjustment for Healthcare Needs Due to Morbidity and Life Circumstances and Other Factors”, “Addendum to Technical Report D” in order to understand the methodology used by Tribal and the work carried out by ISD and ASD colleagues to create the current indices.
Updating the current elements with the latest available data.

Assessing the impact of these updates on the formula results.

Setting up a process for updating MLC indices such that in 3 years’ time the updates can be done in the most efficient way.
Documentation of the process.
Significant resource would be required by ISD/ASD to undertake these updates in house. 
9. Community travel and Hospital excess costs: A simulation model is used to estimate differences in travel times between urban and rural areas. 

The model estimates how the average travel time required per contact varies according to the geography (e.g. city versus remote rural area). Location matters because community healthcare professionals are assumed to be based in population settlements and to travel to patients’ homes for a proportion of their patient contacts. The time spent travelling is time that cannot be spent seeing patients.
The model is based on four key sets of factors; some of these factors are based on analysis and evidence; others are based on assumptions supported by a survey/questionnaire sent to seek expert advice on validity.
The original research was undertaken by The Health Economics Research Unit (HERU). Updating the model would include sending a fresh survey/questionnaire to NMAHP (Nurse, Midwifery and Allied Health Professions) eHealth Leads to ensure that the assumptions regarding travel times to nearest settlements of particular sizes, average within-settlement travel times, base locations and Islands contact times are still valid.
Investigate the possibility of incorporating the two data sources proposed by the survey’s respondents during the NRAC consultation. These were the Dietetic Association Workforce Survey 2006 and the eHealth Needs Assessment.
Moderate resource would be required for ISD/ASD to undertake these updates in house.
Proposal
10. The maintenance of the formula for the coming year will include annual updates as specified in the NRAC final report “Delivering Fair Shares for Health in Scotland”. Moreover, some significant work is also planned in order to improve the process for running the formula.
11. A rolling programme has the advantage that resources are spread out whilst also avoiding a potentially significant change in target shares due to a simultaneous update of all indices.  In addition, updating indices in a staged manner reduces the complexity of studying the impact of any changes on the target shares. 
12. It should be noted that the rolling programme updates are additional to the annual updates which may impact on the time and resource available to undertake other TAGRA requests, particularly in year 1.
13. It is proposed that a 3 year rolling programme to update the relevant elements in the NRAC formula could be undertaken as follows:
Year 1 of the 3 year rolling programme:
All current, relevant elements of the MLC will be updated by ISD/ASD using the refined methodology developed by ISD and ASD as defined in the report “Addendum to Technical Report D”. This will make use of the current knowledge base regarding activity and costs information and ensure that expertise and knowledge of this update is retained within the current support team.

The identification of new, alternative needs variables would need to be undertaken as part of a wider review of the formula.
In order to update and utilise these elements for inclusion in the 2010/2011 formula, all work on updating the relevant MLC indices would need to be completed by July 2010. 
The work detailed for year 1 would be undertaken in 2010 for inclusion in the 2011/12 resource allocation formula. 
Year 2 of the 3 year rolling programme:
During the year 2011 the fixed/variable cost percentage split will be updated using the latest available activity and costs data.
To seek the expert advice regarding the community travel simulation model assumptions, an updated version of the survey will be sent to NMAHP eHealth Leads Group. 
The work detailed for year 2 would be undertaken in 2011 for inclusion in the 2012/13 resource allocation formula.
Year 3 of the 3 year rolling programme:
The community travel simulation model survey will be analysed and a full update to the model will be undertaken. 
The work detailed for year 3 would be undertaken in 2012 for inclusion in the 2013/14 resource allocation formula.
conclusions

14. TAGRA are invited to discuss and consider the proposal to undertake the 3 year rolling programme.  
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