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Background

Paper TRR08, presented to the TAGRA remote and rural subgroup in July, set out a possible change to the urban rural categories used within the unavoidable excess cost adjustment in order to better account for costs related to the Scottish Distant Islands Allowance (SDIA). The analysis demonstrated that islands which were required to pay SDIA to staff had significantly higher costs than those which were not. Further analysis was requested from the subgroup to understand whether this was purely due to the influence of SDIA costs, or whether there were other factors influencing the results.
Summary
This paper addresses three areas relating to the SDIA:

· Impact of removing SDIA costs from the previous analysis;

· Rationalizing urban rural categories: reducing the number from 12 to 8; and

· Incorporating board-specific adjustments to reflect differential rates of SDIA.

Impact of removing SDIA costs 

Annex A reports the results of removing completely the costs of SDIA from the NRAC formula. Due to difficulties in obtaining disaggregate SDIA, the analysis is relatively crude and the results should be taken as indicative only. However, the results show that even after removing SDIA costs, there are differences between the cost of delivery on SDIA versus non‑SDIA islands. This is particularly true for services within small towns on islands. SDIA costs appear to account for not much more than a quarter of the difference between the two types of islands.

Rationalizing urban rural categories
The earlier analysis expanded the current 10-fold urban rural classification used in the unavoidable excess cost adjustment to a 12-fold classification, creating two new SDIA‑specific zones. This meant that some of the categories became extremely small. In particular, the category ‘Non-SDIA islands – very remote small towns’ contained only 0.1% of the Scottish population.
In an attempt to eliminate these very small categories, the six categories relating to ‘very remote’ areas of Scotland were aggregated together to form two new categories: ‘SDIA islands’ and ‘Very remote (non-SDIA) areas’. This did not affect the assessment of these areas, although rescaling effects meant that there was a reduction in the target allocations of the affected boards of 0.1%. The simpler structure is therefore considered an improvement on the 12-fold classification that had been created. The detail of the adjustment is reported in Annex B.
Incorporating board-specific SDIA rates

The previous analysis treated SDIA as a common factor across the island boards. However, in reality the rate of SDIA differs across the different boards, meaning they face different costs. An adjustment has therefore been made to SDIA boards’ allocations, increasing or decreasing their allocation depending on whether their rate of SDIA is above or below average. This is reported fully in Annex C.
Overall impact 
The final impact of all these changes is summarised in the table below: This continues to include SDIA costs.

Table E1 – Summary of changes to the target allocations of the NHS Boards
	NHS Board
	% Change in 2010/11 target  allocation
	£m Change in 2010/11 target allocation

	R
	2.19%
	£0.69m

	W
	1.97%
	£0.93m

	Z
	2.82%
	£0.94m

	Wholly island summary
	2.28%
	£2.56m

	H
	-0.63%
	-£2.94m

	A
	-0.13%
	-£0.74m

	Wholly mainland summary
	0.02%
	£1.13m

	Scotland
	0.00%
	£0.00m


Annex D contains an assessment of the potential new approach against the TAGRA Core Criteria.
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.

Health Analytical Services

September  2011
ANNEX A - Analysis

Expectations

Before describing the analysis, it is worth setting out some of the context of the SDIA, and some of the expectations of the analysis.

SDIA is paid to staff on particular islands in order to assist in maintaining staff levels in the remote areas of Scotland. The level of SDIA varies, but is in the region of £1,000 to £1,500 per staff member. It therefore represents a relatively small amount of total staff costs, and a necessarily smaller amount of total costs.

By way of context, total payroll, SDIA costs, and board expenditure is shown in the table below for the SDIA Boards.

Table A1 – Allocations, staff costs, and SDIA costs for year 2007/08

	Board
	General revenue allocation (£m)
	Staff costs
 (£m)
	SDIA costs (£m)
	SDIA costs as % total
	SDIA costs as % staff

	Orkney
	
£28.7
	
£19.3
	£0.57
	2.0%
	3.0%

	Shetland
	
£33.9
	
£19.2
	£0.84
	2.5%
	4.3%

	Western Isles
	
£53.6
	
£30.3
	£0.74
	1.4%
	2.4%

	Highland
	
£445.8
	Tbc
	£0.50
	0.1%
	tbc


SDIA costs were therefore equivalent to between 1.4% and 2.5% of the general revenue allocation to the three wholly island boards in 2007/08. The cost are there not negligible; however, a reasonable a priori expectation would be that the results of the previous analysis, which suggested a difference between the costs of SDIA and non-SDIA islands of at least 10%, will not see a large change following the removal of SDIA costs.
Methodology 
A relatively crude methodology has been applied. This reflects the fact that SDIA cost data cannot be easily broken down to different services or treatment types. The stages used to remove SDIA costs are set out below.
1. For each NHS Board, SDIA costs have been allocated to hospital care programmes using national care programme weights
;

2. Within each care programme, SDIA costs have been allocated to individual data zones based on the distribution of local cost.

This approach is shown below for NHS Highland, which has the simplest calculations as the SDIA islands within NHS Highland, Islay, Tira, and Jura, are represented by only four data zones.

Table A2 - Example of allocation of SDIA costs to zones

	Step
	Data

	NHS Highland SDIA
	£56,000
	

	Care programme weights
	Acute
	

	National weights for hospitals
	72%
	

	Assumed SDIA in acute services in Highland
	£40,572


	(= £56,000 x 72%)


	Data zones
	Acute expenditure
	Acute expenditure (%)
	Allocated SDIA
	Acute expenditure with SDIA removed

	S01000723
	£1,033,310
	15%
	£6,035
	£1,027,276

	S01000726
	£2,122,663
	31%
	£12,398
	£2,110,265

	S01000755
	£1,727,277
	25%
	£10,088
	£1,717,189

	S01000831
	£2,063,215
	30%
	£12,051
	£2,051,165

	Highland total
	£6,946,467
	100%
	£40,572
	£6,905,896


The above process has been carried out for each of the affected NHS Boards, and for each of the hospital care programmes. Once new costs have been calculated for each data zone, the previous analysis has been repeated.
It should be noted that there is a slight inconsistency in the calculations, as technically SDIA costs should be removed from the calculation of national average costs as well as from the costs of the islands. However, as at the total SDIA spend in Scotland of £2.7m represents less than 0.05% of total general revenue expenditure, this is not expected to significantly affect the results.

Results
As expected, the result of removing SDIA costs from the previous analysis is to reduce the difference in costs between the SDIA and non-SDIA islands. This is shown in Table A3 below, for the average across all care programmes.
The change in costs for the SDIA islands is, as was expected, small, at 3% for both very remote small towns and very remote rural areas. The gap between SDIA and non-SDIA islands therefore remains broadly the same size, at least 9%
Table A3 – Change in cost differential between SDIA and non-SDIA islands with removal of SDIA costs
	
	Very remote small towns
	Very remote rural areas

	Category
	SDIA islands
	Non-SDIA islands
	Gap (abs)
	Gap (%)
	SDIA islands
	Non-SDIA islands
	Gap (abs)
	Gap (%)

	With SDIA cost ratio
	1.18
	0.88
	0.30
	34%
	1.19
	1.06
	0.13
	12%

	Without SDIA cost ratio
	1.15
	0.88
	0.26
	30%
	1.15
	1.06
	0.09
	9%

	Change (abs)
	-0.04
	None
	-0.04
	
	-0.03
	None
	-0.03
	

	Change (%)
	-3%
	None
	-12%
	
	-3%
	None
	-27%
	


For allocation purposes, if SDIA costs were to be removed from the NRAC formula, there would need to be some changes to other allocations to ensure that SDIA costs were fairly treated. Table A4 below shows how NHS Board allocations may be affected under a range of analytical scenarios considered so far.
Table A4 – Percentage change in NRAC target share

	Board
	No SDIA
	No SDIA, 12-fold URC
	Incl SDIA, 12-fold URC
	Change due to 12-fold URC
	Change due to SDIA

	Column no.
	1
	2
	3
	4
	5

	A
	0.0%
	-0.1%
	-0.1%
	73%
	27%

	H
	-0.1%
	-0.5%
	-0.5%
	98%
	2%

	R
	-1.6%
	0.2%
	2.4%
	47%
	53%

	W
	-1.6%
	0.2%
	2.3%
	47%
	53%

	Z
	-1.6%
	0.2%
	2.4%
	47%
	53%


Removing SDIA costs from the NRAC formula (column 1) understandably reduces the target shares of the island boards. There is no impact on NHS Ayrshire & Arran, and the impact on NHS Highland is small.

The changes to the urban rural classifications, creating SDIA island zones, increases the allocations to the wholly island boards at the expense of NHS Highland and Ayrshire & Arran (column 2). This is because there remains a cost differential between SDIA and non‑SDIA islands even after SDIA costs are removed, as discussed above.

Column 3 shows the impact of reintroducing SDIA costs with the new urban-rural classification, and so restates the final results of the earlier analysis. Columns 4 and 5 compare the importance of the changes to the urban rural classification and the inclusion/exclusion of SDIA costs to the different boards. For NHS Ayrshire & Arran and Highland, the changes to the urban rural classification structure is the key driver of changes accounting for approximately three‑quarters of the overall change for Ayrshire & Arran and almost all the change in NHS Highland. In comparison, the two are almost equally important for the wholly island boards.
Summary

The analysis has demonstrated that there remains a clear cost difference between SDIA and non-SDIA islands that persists even when SDIA costs are excluded. Not much more than a quarter of the cost difference can be attributed to SDIA. The issue of whether or not SDIA costs are included is important to the affected boards’ allocations, but for the wholly island boards the move to the more disaggregate urban rural classification is found to be equally important. For NHS Highland and NHS Ayrshire & Arran, the adoption of the alternative urban rural classification is the more influential issue.
ANNEX B – Simplification of the urban rural categories
It has been noted previously that creating two new urban rural categories to reflect the costs of SDIA islands will increase the number of categories from 10 to 12, making the formula more complex, making existing categories smaller and therefore likely to be less stable, and increasing the number of categories containing only a single NHS Board, increasing the risk of perverse incentives.
The size of the affected categories is shown in the table below, as proportion of the Scottish population. The new SDIA subdivisions of the existing categories are shown shaded and italicized.

Table B1 – Size of different urban rural categories
	Urban rural category
	Share of Scottish population

	Mainland – very remote rural areas
	0.7%

	Mainland – very remote small towns
	1.6%

	Island – very remote rural areas
	1.3%

	Of which, SDIA islands
	1.0%

	Of which, non-SDIA islands
	0.3%

	Island – very remote small towns
	0.5%

	Of which, SDIA islands
	0.4%

	Of which, non-SDIA islands
	0.1%


One alternative approach would be to combine some of the different categories to reduce the number. For example:
The categories:
Mainland – very remote small towns



Mainland – very remote rural areas




Non-SDIA islands – very remote small towns 



Non-SDIA islands – very remote rural areas 

Can be combined to create a new category, ‘5e – Very remote (non-SDIA) areas’

The categories:
Very remote small towns – SDIA islands




Very remote rural areas – SDIA islands

Can be combined to create a new category, ‘8e – SDIA islands’.

This reduces the numbers of categories to 8. The sizes of these new categories are shown in the table below.

Table B2 – Size of rationalized urban rural categories
	Urban rural category
	Share of Scottish population

	Very remote (non-SDIA) areas
	2.7%

	SDIA islands
	1.4%


The revised distribution of population across the categories by board is shown in the table below. 
Table B3 - Distribution of population in new urban rural categories

	NHS Board
	Urban rural categories *

	 
	1
	2
	3
	4
	5e
	6
	7
	8e
	ALL

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

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

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

	GG&C
	80%
	13%
	4%
	-
	-
	3%
	-
	-
	100%

	Highland
	-
	20%
	7%
	7%
	40%
	13%
	9%
	3%
	100%

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

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

	Orkney
	-
	-
	-
	-
	-
	-
	-
	100%
	100%

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

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

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

	Western Isles
	-
	-
	-
	-
	-
	-
	-
	100%
	100%

	D&G
	-
	28%
	18%
	5%
	-
	28%
	21%
	-
	100%

	Shetland
	-
	-
	-
	-
	-
	-
	-
	100%
	100%

	Scotland
	39%
	29%
	10%
	2%
	3%
	14%
	3%
	1%
	100%


The categories shown here are:

1. Large urban areas

2. Other urban areas

3. Accessible small towns

4. Remote small towns

5e. Very remote mainland areas and non-SDIA islands

5. Accessible rural areas

6. Remote rural areas

8e.
SDIA islands
Under this approach, there is no longer any urban rural category with all its population from a single NHS Board, although NHS Highland continues to dominate the ‘very remote mainland’ category, with slightly over 90% of zones coming from this board.

The distribution of zones within category 5e is shown in the graph below, showing which previous category they came from. There is no clear pattern of zones coming from a given category being particularly higher or lower. Although those from 5a (island very remote small towns) are perhaps slightly below the others, the very small number of these zones makes drawing firm conclusions difficult. This in itself is an argument for aggregating these zones within a larger urban-rural category.
Figure B1 - Ratio of local to national cost for zones within category 5e, split by previous category to which the zone belonged
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8a: Very remote rural areas – mainland

8b: Very remote rural areas – island
Impact on target allocations
The impact of the new urban rural categories on target allocations is shown in the table below.
Table B4 – Difference in target shares under the 8- and 12-fold urban rural categories
	
	Current NRAC target share
	NRAC target share – 12 URC
	NRAC target share – 8 URC
	Change (%)

	A
	7.41%
	7.40%
	7.40%
	0.0%

	B
	2.08%
	2.08%
	2.08%
	0.0%

	F
	6.89%
	6.89%
	6.89%
	0.0%

	G
	24.37%
	24.37%
	24.38%
	0.0%

	H
	6.32%
	6.29%
	6.28%
	-0.1%

	L
	10.99%
	10.99%
	10.99%
	0.0%

	N
	9.48%
	9.48%
	9.48%
	0.0%

	R
	0.42%
	0.43%
	0.43%
	-0.1%

	S
	14.61%
	14.61%
	14.62%
	0.0%

	T
	7.84%
	7.84%
	7.84%
	0.0%

	V
	5.49%
	5.49%
	5.49%
	0.0%

	W
	0.63%
	0.65%
	0.65%
	-0.1%

	Y
	3.01%
	3.01%
	3.01%
	0.0%

	Z
	0.45%
	0.46%
	0.46%
	-0.1%


There is very little difference in board allocations under the potential expanded 12-fold urban rural classification and the simplified revised 8-fold urban rural classification. As a result of this change, the affected boards all see a reduction in their allocations of 0.1%. This is due to rescaling effects that arise when the two SDIA categories are combined. 
ANNEX C – Further complicating factors – variation in SDIA between boards
The approach discussed thus far has been to treat the SDIA as a common factor across the island boards which increases  their unavoidable excess costs. However, whilst these islands have no choice but to pay the SDIA, the rates of SDIA are not common to all areas. The more remote islands are required to pay a higher rate, as shown in the table below.
Table C1 – Rates of SDIA in the different islands

	Area
	SDIA rate

	Shetland
	£1,618

	Orkney
	£1,078

	Western Isles, Tira, Jura, and Islay
	£917


This means that, even if all the SDIA islands were to provide services in the same manner, using the same number of staff, there would still be differential costs between the different islands. These would not be reflected in the current approach, which assumes that SDIA islands can be treated as a homogenous group.

This is difficult to adjust for within the formula approach. One possible method would be to apply an uplift factor to the specific boards, based on their relative rates of SDIA. A methodology for this is shown below:

Average rate of SDIA: £1,152 
(average of affected boards weighted by SDIA staff spend)

Rates of SDIA relative to the average:




· Orkney


-6%

· Western Isles

-20%

· Shetland


+40%

· Highland

-20%
SDIA costs as a percentage of total costs:
1.8%

Uplift factor for each NHS Board (Relative rate of SDIA * 1.8%)
· Orkney


-0.1%

· Western Isles

-0.4%

· Shetland


+0.7%

· Highland

-0.4%
The relevant uplift factor is then applied to the unavoidable excess cost index for the zones within the new SDIA category.

The advantage of this approach is that it avoids a cost reimbursement to the island boards for SDIA. Essentially, the approach attempts to identify what staff costs would be under a notional ‘common’ approach to service delivery across the different islands, and then apply differential uplifts depending on how SDIA costs vary within the islands. It does not try to reflect boards’ choices about staffing models.
This change to the adjustment only affects NHS Highland and the island boards. 
Table C2 – Impact of board-specific SDIA adjustments on target shares of SDIA boards
	NHS Board
	NRAC target share: 8-fold URC
	NRAC target share: board specific SDIA adjustments
	Difference (%)

	Highland
	6.28%
	6.28%
	0.00%

	Orkney
	0.43%
	0.43%
	-0.08%

	Western Isles
	0.65%
	0.64%
	-0.26%

	Shetland
	0.46%
	0.46%
	0.52%


The effect of the change, as can be expected, is to redistribute funding toward NHS Shetland, which has the highest rate of SDIA. The final impact on NHS Board target allocations is shown in the table below.
Table C3 – Impact of board-specific SDIA adjustments on target shares of all boards
	NHS Board
	Current NRAC target share
	NRAC target share – new 8-fold URC – SDIA board adjustments
	Difference (%)
	Difference £m (2010/11 target allocation)

	A
	7.41%
	7.40%
	-0.13%
	-£0.74

	B
	2.08%
	2.08%
	0.02%
	£0.03

	F
	6.89%
	6.89%
	0.02%
	£0.10

	G
	24.37%
	24.38%
	0.02%
	£0.33

	H
	6.32%
	6.28%
	-0.63%
	-£2.94

	L
	10.99%
	10.99%
	0.02%
	£0.16

	N
	9.48%
	9.48%
	0.01%
	£0.08

	R
	0.42%
	0.43%
	2.19%
	£0.69

	S
	14.61%
	14.62%
	0.02%
	£0.21

	T
	7.84%
	7.84%
	0.02%
	£0.09

	V
	5.49%
	5.49%
	0.02%
	£0.08

	W
	0.63%
	0.65%
	1.97%
	£0.93

	Y
	3.01%
	3.01%
	0.02%
	£0.05

	Z
	0.45%
	0.46%
	2.82%
	£0.94


Further points

The initial work of the subgroup was presented to TAGRA at their last meeting in August. TAGRA welcomed the work, but noted some concern over the implications within the disaggregation of the current ‘island – very remote small towns’ category. This suggests that the costs of delivering services on non-SDIA islands in these categories is some 10% to 20% lower than the Scottish national average.

Part of this results may simply be caused by the fact that there is a very small number of areas within this category, just eight data zones. This problem is perhaps overcome by moving these zones into the new category of ‘very remote mainland and non-SDIA areas’, which would have an average cost higher than the Scottish national average.
Finally, there may be some concern over the above approach, 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 allocations. 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 financially through this change. 

ANNEX D – 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, assuming that (a) SDIA costs are retained within the analysis, (b) the simplified 8-fold urban rural classification is used, and (c) board-specific adjustments are included to account for the different rates of SDIA in place in the different boards.
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 potential 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. The slight rationalization of the number of urban rural categories used in the unavoidable excess costs adjustment may help improve the transparency of the formula; however, the introduction of board adjustments for SDIA on top of the urban rural classifications may be seen as making the formula too complex and less comprehensible.
Objectivity
The potential adjustment is based on the same data as the current adjustment, and so is equally objective.

Avoiding perverse incentives

The reduction in the number of urban rural categories under the proposed 8-fold adjustment means that there is no longer any zone solely populated by one NHS Board, although NHS Highland continues to dominate the new ‘very remote (non-SDIA) areas’ category. There may therefore be some small reduction in potential perverse incentives.
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 potential adjustment is based on the same data as the current adjustment, and so is equally responsive.

Face validity

The general approach to the potential 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.
� SWISS payroll data. Total cost, all NHSScotland staff, minus exclusions.


� As the adjustment is being applied to the unavoidable excess costs of services, it is not possible to remove SDIA costs from Community services. These services are based on a separate piece of analysis which looks at variation in either travel times, for travel-based services, or the cost of maintaining GP clinics, for clinic-based services. Direct cost information is not available for these.


� Note that, as the unavoidable excess cost adjustment is based on three years of data, expenditure data represent cumulative costs over three years, rather than a singe year’s spend.


� Source: NHS Circular: PCS(SDIA)2009/1
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