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Proposal to TAGRA regarding the use of PLICS

1. Introduction
One of the key areas to be considered as part of the remit of the Acute MLC subgroup is to review the costing method and assess the effects of a change in costing method (should that be agreed by TAGRA) on the adjustment factors. TAGRA meets on Thursday 29th May 2014 where it has been agreed that a proposal regarding the use of PLICS will be presented by the Acute MLC subgroup. This paper sets out some of the key issues relevant to the choice of costing method in relation to both the current NRAC costing method and the proposed alternative patient level information costing system (PLICS) method. The paper also sets out four options on the costing methodology in relation to the review of the Acute MLC adjustment. 
The subgroup are asked to discuss the issues and options within this paper before a final proposal on the use of PLICS is drafted for TAGRA. The subgroup are asked in particular to consider the implications for the formula if Option 2 is the preferred option as it is likely that the appropriate indicators will be selected based on the current NRAC costing method and the same indicators adopted for PLICS. The subgroup are also asked to take into account the implications on the timescales of the Acute MLC review for each of the options within this paper. 
2. Summary of Cost Ratio calculations
Current NRAC method

Specialty costs are split into fixed and variable costs, where fixed costs are applied to all episodes equally and the variable costs are applied on the basis of length of stay of the patient.  For every intermediate data zone, cost ratios are created by comparing actual costs (costed at national level) to expected costs for the given age-sex profile of the neighbourhood.

PLICS method

The cost ratios used for the Acute MLC analysis (TAMLC 05 and TAMLC 07) have been calculated using the same approach as the current NRAC methodology i.e. the actual cost divided by the expected cost. Actual costs have been produced by calculating HRGs national unit costs, these HRGs average costs have then been applied to the number of episodes within each intermediate zone. 
Please see TAMLC 04 and TAMLC05 for more information on the costing methodologies.

3. Current NRAC Costing Method vs. PLICS Costing Method

There are several key issues relevant to the choice of costing method in relation to both the current NRAC costing method and the proposed alternative PLICS method. The key strengths and weaknesses of both methods are provided below:
Current NRAC Method

Key strengths:
· The current NRAC method has proved to be stable over the years and is responsive to length of stay.
Key weaknesses:
· Episodes are used as the unit of activity and the acute costs are based on a ‘cost per episode’ measure, using specialty costs from the Costs Book. We know that recording practice varies across NHS Boards. Some hospitals record patient pathways differently to others and some hospitals will record a larger number of episodes than other hospitals for the same course of treatment.  

· Differences in case complexity between episodes is captured only by differences between speciality and differences in length of stay.  
· During the acute costing review some concerns were made about the methodology for the Fixed/Variable percentage split as it doesn’t reflect the cost of treatment in certain specialties.
PLICS Method

Key strengths:

· It enables detailed costing analyses; it is transparent and responsive to length of stay; it covers a range of SMR activity and it can be applied to “real time” activity.  
· The PLICS costed file is episode based with the ability to be grouped in different ways, for example spell within specialty as currently used in the Scottish National Tariffs which would take account of varying recording practices across Scotland.
Key weaknesses:

· One of the main drivers of the PLICS methodology is length of stay. HRG average costs are less sensitive to length of stay which could potentially mean that episodes with different lengths of stay could be allocated the same cost. The IRF team within ISD have advised that using HRGs to calculate national unit costs is adequate as an initial investigative approach but would recommend using selected elements within the PLICS costing process such as price units, which are more responsive to length of stay. However the most effective way of using PLICS in an (average) “pricing” sense has yet to be agreed by the National Costing Group. 

· It can be sensitive to certain factors such as theatre times and very long lengths of stay. The methodology is still developmental and subject to change. The IRF team are currently working to improve the methodology in a wide range of areas such as data completeness/coding (e.g. geriatric long stay), high cost items, average theatre times, etc; as a key concern of boards is that the methodology is able to reflect case-mix complexity. 

The table below provides a more detailed breakdown of the strengths and weaknesses of each costing method.  
	
	Current Costing Method
	PLICS Costing Method

	Case-mix & co-morbidity
	+ Length of stay is currently used as a proxy measure of 

case-mix complexity.
	+  Once fully developed, it has the potential to provide a more accurate indication of case-mix complexity and co-morbidity than that currently available.


	
	-  It doesn’t directly account for 

   co-morbidity.
	-  The PLICS methodology is still developmental and the IRF team are working to improve the methodology in a wide range of areas to ensure that the methodology is able to reflect case-mix complexity. 



	Activity Unit
	+ None.
	+ Is episode based, but there is the ability to group the PLICS costed file in different ways, for example spell within specialty.

.

	
	-  Episodes are currently used
   which do not take into   account the varying recording practices across NHS Boards. 
	-  None.

	Length of stay
	+ Method has proved to be 

   stable over the years. 
+ More responsive to the length 
   of stay.


	+ The PLICS costed file uses direct 
   direct cost unit tariffs and is applied 
   to individual patient records using 
   the appropriate activity measure, 
   e.g. length of stay. Initially length of 
   stay is accounted for.

	
	-  Fixed and Variable split
   method needs reviewing.
	-  HRGs are less sensitive to length of stay and potentially episodes with different lengths of stay could be allocated the same cost


Analysis comparing the current NRAC and PLICS costing methods

Paper TAMLC07 includes the results of the analysis comparing the current NRAC and PLICS costing methods. The analysis consists of comparisons of cost ratios and regression outputs using the two methods.
The key points from the analysis showed that:

· There were significant strong positive correlations between the two sets of cost ratios, which provide some indication that there are no major differences between the two methods.
· Intermediate data zone linear regression and residual plots suggested that the PLICS method gives a slightly better fit.

· There is a high level of skewness associated with both cost ratios produced by the two methods; both methods also produce a large range of cost ratios.
4. TAGRA’s Core Criteria
The subgroup has adopted 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 costing method, the group must judge how alternative options perform against the core criteria. 

The following paragraphs represent an initial attempt to compare the costing methods against the core criteria.  
Equity

It is unclear whether the NRAC (length of stay element) or the HRG classification would better capture differences in case-mix complexity and co-morbidities.  It is likely that the relative efficacy would vary between diagnostic groups. 
Practicality

There are unlikely to be any substantial differences between the methods.

Transparency

There are unlikely to be any substantial differences between the methods.

Objectivity 

There are unlikely to be any substantial differences between the methods.

Avoiding perverse incentives

There has been some concern expressed that using the patient level approach might provide an incentive for an increased length of stay.  In fact, differences in length of stay affect the NRAC method more than the PLICS method.  However, one issue to consider would be whether there might be any implications for coding behaviour.
Relevance

There are unlikely to be any substantial differences between the methods.

Stability
PLICS is still being developed and may change over time.  
Responsiveness

The PLICS method may be more responsive to changes in the use of specific procedures due to more patient specific estimation of cost.

Face validity

The NRAC costing methodology is not used for other costing purposes such as benchmarking or charging for cross-boundary patient flows.  Face validity might be improved if a more widely used costing method were to be adopted. 

5. Options for the Acute MLC review – recommendation to TAGRA
There appear to be four options for the Acute MLC subgroup to consider for recommending to TAGRA.  These options are:

1. Retain the current NRAC Costing Method for the Acute MLC review; reviewing the Fixed/Variable percentage split methodology and selecting the most appropriate indicators based on this method.  The formula acute costing method would continue unchanged until the next Acute MLC review.  
2. Use the current NRAC Costing Method at the outset of the Acute MLC review with a view to implementing the PLICS method at a later date once the most accurate way to calculate the cost ratios has been determined; and once the IRF team have completed their work on improving the methodology (mainly to reflect case-mix complexity). NOTE - If this option was selected, it would likely mean that the appropriate indicators would be selected based on the current NRAC costing method and adopted for the PLICS method. 

3. Move directly to the PLICS Costing Method for the Acute MLC review.  The PLICS method would then become the formula acute costing method. 

4. Identify additional analysis which would inform the choice between the costing methods, undertake that analysis over the next 3 months and make a proposal on the costing methodology to the TAGRA meeting the 28th August.  The additional work could include: testing for any systematic difference between the costing methods with respect to indicators of need; making an assessment of the relative efficacy of HRGs and length of stay as a means of capturing differences in case complexity – across different diagnostic groups; and, the potential for adjusting the PLICS approach to enhance its usefulness.  
5.  Decision required from subgroup

The subgroup is asked to consider all four options taking into account the strengths and weaknesses of both costing methods and TAGRA’s core criteria.
The key issues to consider are: 
· how each method handles case complexity and which is deemed superior;
· if we were to opt to retain the NRAC costing methodology for the work of the sub-group, would the analysis be seen as robust to a subsequent shift to PLICS;

· the relative benefit of further analysis versus any potential slippage of the timetable.
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