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Background

The TAGRA remote and rural subgroup asked for further analysis to be carried out on the treatment of costs related to the Scottish Distant Island’s Allowance (SDIA) in the NRAC formula. This paper looks at this issue in more detail, and presents suggestions for how it could be changed in the future.

Key points

· This analysis has looked at creating two new categories within the unavoidable excess costs adjustment, focussing specifically on islands which are entitled to the Scottish Distant Island’s Allowance;

· Splitting islands into those entitled to SDIA and those which are not suggests that the SDIA islands have significantly higher costs than other islands;

· If this were to be incorporated into allocations, the wholly island boards would gain, whilst NHS Highland and NHS Ayrshire & Arran would lose out, as these boards currently benefit from having all their islands assessed alongside SDIA islands. The other boards would be largely unaffected;

· The creation of the two new categories would raise issues around the number, size, and content of the urban-rural categories used in the unavoidable excess cost adjustment;

· If the new adjustment were to be adopted, there would be issues around double funding the cost of SDIA, as island boards currently receive additional funding for this cost on top of their NRAC allocation. In order to avoid this, it may be fairer to stop the additional SDIA allowance. The final position of the affected boards if this were done is shown in the table below.

	NHS Board
	Final target financial position

	Orkney
	+£0.45m

	Shetland
	+£0.35m

	Western Isles
	+£0.73m

	Highland
	-£2.52m

	Ayrshire & Arran
	-£0.73m


Full details of the analysis are presented in Annex A.

Decision

The subgroup is asked to discuss the paper and consider whether:

· To accept the recommended approach;

· To pursue further analysis for the proposed approach; or

· To pursue alternative approaches to SDIA funding.
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ANNEX A - Analysis

History

The issue of Scottish Distant Islands Allowance (SDIA) costs was first investigated in 2009 by TAGRA (see TAGRA(2009)21 for a summary of work done). Analysis at this time attempted to remove the Scottish Distant Island Allowance costs from the formula, and considered the impact on board allocations. At that time, due to complexity in identifying and removing SDIA costs, and as additional funding had been introduced for the island boards, it was decided not to change the treatment of these costs within the formula.

The analysis here takes a slightly different approach. Rather than attempting to remove SDIA costs from the formula, it seeks to consider whether adjusting the urban-rural classification within the unavoidable excess costs adjustment could lead to better reflecting these costs within the formula.

Costs of islands

Within the hospital element of unavoidable excess costs calculations in the NRAC formula, Scotland is currently divided into 10 urban rural categories, as shown in the table below.

Percentage of each NHS Board’s population in each urban-rural category as at 2005
	Health Board
	Urban rural categories *
	All

	 
	1
	2
	3
	4
	5a
	5b
	6
	7
	8a
	8b
	 

	Ayrshire & Arran
	-
	58%
	19%
	3%
	-
	-
	17%
	2%
	-
	1%
	100%

	Borders
	-
	26%
	19%
	5%
	-
	-
	41%
	9%
	-
	-
	100%

	Fife
	-
	61%
	17%
	-
	-
	-
	22%
	-
	-
	-
	100%

	Greater Glasgow & Clyde
	80%
	13%
	4%
	-
	-
	-
	3%
	-
	-
	-
	100%

	Highland
	-
	20%
	7%
	7%
	12%
	2%
	13%
	9%
	26%
	3%
	100%

	Lanarkshire
	39%
	39%
	10%
	-
	-
	-
	12%
	0%
	-
	-
	100%

	Grampian
	35%
	11%
	15%
	4%
	-
	-
	25%
	9%
	1%
	-
	100%

	Orkney
	-
	-
	-
	-
	-
	32%
	-
	-
	-
	68%
	100%

	Lothian
	58%
	21%
	10%
	2%
	-
	-
	8%
	1%
	-
	-
	100%

	Tayside
	38%
	26%
	11%
	-
	-
	-
	21%
	4%
	0%
	-
	100%

	Forth Valley
	-
	70%
	10%
	-
	-
	-
	18%
	1%
	0%
	-
	100%

	Western Isles
	-
	-
	-
	-
	-
	31%
	-
	-
	-
	69%
	100%

	Dumfries & Galloway
	-
	28%
	18%
	5%
	-
	-
	28%
	21%
	-
	-
	100%

	Shetland
	-
	-
	-
	-
	-
	30%
	-
	-
	-
	70%
	100%

	Scotland
	38%
	29%
	10%
	2%
	1%
	1%
	14%
	3%
	2%
	1%
	100%


Note: "-" indicates zero, "0%" indicates less than 0.5%.

Source: NRAC Final Report, Table 6.3.
* Key to categories
1 = Large urban areas.



5b = Island very remote small towns.

2 = Other urban  areas.



6 = Accessible rural areas.

3 = Accessible small towns.


7 = Remote rural areas.

4 = Remote small towns.



8a = Mainland very remote rural areas.

5a = Mainland very remote small towns.

8b = Island very remote rural areas.

Two of these categories, 5b and 8b, relate to islands.

These two categories can be further subdivided into:

· 5c: Island very remote small towns without SDIA

· 5d: Island very remote small towns with SDIA

· 8c: Island very remote rural areas without SDIA

· 8d: Island very remote rural areas with SDIA

As shown in the table below, this change essentially creates separate categories for the wholly island boards, although for NHS Highland Islay, Jura& Colonsay
, and Tiree are also included in 8d.

	Health Board
	Urban rural categories *
	All

	 
	1
	2
	3
	4
	5a
	5c
	5d
	6
	7
	8a
	8c
	8d
	 

	Ayrshire & Arran
	-
	58%
	19%
	3%
	-
	
	-
	17%
	2%
	-
	1%
	-
	100%

	Borders
	-
	26%
	19%
	5%
	-
	
	-
	41%
	9%
	-
	
	-
	100%

	Fife 
	-
	61%
	17%
	-
	-
	
	-
	22%
	-
	-
	
	-
	100%

	Greater Glasgow & Clyde
	80%
	13%
	4%
	-
	-
	
	-
	3%
	-
	-
	
	-
	100%

	Highland 
	-
	20%
	7%
	7%
	12%
	2%
	
	13%
	9%
	26%
	2%
	1%
	100%

	Lanarkshire
	39%
	39%
	10%
	-
	-
	
	-
	12%
	0%
	-
	
	-
	100%

	Grampian
	35%
	11%
	15%
	4%
	-
	
	-
	25%
	9%
	1%
	
	-
	100%

	Orkney
	-
	-
	-
	-
	-
	
	32%
	-
	-
	-
	
	68%
	100%

	Lothian
	58%
	21%
	10%
	2%
	-
	
	-
	8%
	1%
	-
	
	-
	100%

	Tayside
	38%
	26%
	11%
	-
	-
	
	-
	21%
	4%
	0%
	
	-
	100%

	Forth Valley 
	-
	70%
	10%
	-
	-
	
	-
	18%
	1%
	0%
	
	-
	100%

	Western Isles
	-
	-
	-
	-
	-
	
	31%
	-
	-
	-
	
	69%
	100%

	Dumfries & Galloway
	-
	28%
	18%
	5%
	-
	
	-
	28%
	21%
	-
	
	-
	100%

	Shetland
	-
	-
	-
	-
	-
	
	30%
	-
	-
	-
	
	70%
	100%

	Scotland 
	38%
	29%
	10%
	2%
	1%
	
	1%
	14%
	3%
	2%
	
	1%
	100%


In making this change it is worth considering whether there is sufficient difference between these areas to justify splitting the zones. The following graphs show the difference in costs between the SDIA data zones and the non-SDIA data zones. In both cases, SDIA data zones have significantly
 higher costs than non-SDIA data zones.
[image: image1.emf]Comparison of acute costs for SDIA and non-SDIA datazones in category 5b
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[image: image2.emf]Comparison of acute costs for SDIA and non SDIA data zones for category 8b
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Given that it seems that SDIA costs are higher than those for non-SDIA islands, it may be worthwhile investigating the impact of splitting the urban-rural geography as discussed above.
These results on the target shares and implied allocations of the NHS Boards are shown in the table below for 2010/11.

	NHS Board
	Original target share
	Revised target share
	Change in 2010/11 target allocation (%)
	Change in 2010/11 target allocation (£k)

	A
	7.41%
	7.40%
	-0.1%
	-£726

	B
	2.08%
	2.08%
	0.0%
	£15

	F
	6.89%
	6.89%
	0.0%
	£49

	G
	24.38%
	24.39%
	0.0%
	£172

	H
	6.32%
	6.28%
	-0.5%
	-£2,516

	L
	10.99%
	10.99%
	0.0%
	£78

	N
	9.48%
	9.48%
	0.0%
	£67

	R
	0.42%
	0.43%
	2.4%
	£749

	S
	14.62%
	14.62%
	0.0%
	£104

	T
	7.84%
	7.84%
	0.0%
	£56

	V
	5.49%
	5.49%
	0.0%
	£39

	W
	0.63%
	0.65%
	2.3%
	£1,098

	Y
	3.01%
	3.01%
	0.0%
	£21

	Z
	0.45%
	0.46%
	2.4%
	£796


As might be expected, the main changes are seen in for the boards containing island geographies, with little change seen for the other NHS Boards. NHS Ayrshire & Arran loses out as Arran does not receive the distant islands’ allowance, and therefore is moved into the lower cost category. NHS Highland loses out as its islands tend not to receive SDIA. The wholly island boards all gain. This finding is not surprising, as it is part of the reason that they were granted an additional allowance for SDIA in the first place.

Implications and assessment against the core criteria

As part of making any changes to the NRAC formula, it is important to assess the impact of the change against TAGRA’s core criteria. This is set out below.
Equity

The change would appear to be more equitable. There is reasonable evidence to support the view that the current urban-rural classification does not fairly distinguish between the costs of islands which incur the SDIA and those that do not.

Practicality

The new adjustment is based on the same data as the current adjustment, and so is equally practical.
Transparency

Use of the SDIA to differentiate between islands is a clearly explicable approach.

Objectivity
The new adjustment is based on the same data as the current adjustment, and so is equally objective.

Avoiding perverse incentives

The new adjustment increases the number of urban-rural categories to 12. Of these new categories, one (mainland very remote small towns) is exclusively NHS Highland; one is a mix of NHS Highland and NHS Ayrshire & Arran (island very remote rural areas without SDIA); one is exclusive to the wholly island boards (island very remote small towns with SDIA); and the last remains a mixture of NHS Highland and the wholly island boards. There is therefore arguably an increase in perverse incentives for, in particular, NHS Highland and NHS Ayrshire & Arran. Given that category 5a is already exclusively NHS Highland, and that only 1% of Ayrshire & Arran’s costs fall within the new category, this is assessed as small.

Relevance
The new adjustment is based on the same data as the current adjustment, and so is equally relevant.

Stability

Data are based on three year averages at data zone level, and so should be reasonably stable. However, relative stability of the new smaller geographies versus the larger ones has not yet been tested.

Responsiveness

The new adjustment is based on the same data as the current adjustment, and so is equally responsive.

Face validity

The general approach to the new adjustment is the same as the current one, and so should have equally face validity. The change introduced, distinguishing between islands which do and do not incur the SDIA, should also be readily understandable.
Implications for allocations

As noted above, the result of the change is to increase the NRAC target allocations to the island boards. However, there may be some concern over this change, given that the island boards currently receive an additional allowance for SDIA, and if their NRAC target allocation is increased to reflect SDIA costs then there would be an element of double counting in their costs.
One possible approach would be to incorporate the SDIA allocation within the general allocation of the NHS Boards, whilst re-baselining the current allocations to ensure that island boards do not lose out through this change.
	NHS Board
	2010/11 NRAC target allocation
	2010/11 SDIA allocation
	Revised 2010/11 NRAC target allocation
	Final target financial position

	Orkney
	31.57
	£0.30m
	32.32
	+£0.45m

	Shetland
	33.34
	£0.44m
	34.13
	+£0.35m

	Western Isles
	47.03
	£0.36m
	48.12
	+£0.73m


� Within the GROS population counts, Jura and Colonsay are treated as a single area.


� Significance has been tested using a simple comparison of population means and variance (ANOVA). This assumes that the observations are independent from one another, which is likely not to be the case with costs from the same NHS Boards. The conclusions therefore need to be treated with some caution, although the scale of the difference between the population means suggest that the findings will be robust to more sophisticated statistical analysis.
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