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Background

This report presents the findings of analysis and research into the impact of the NHSScotland Resource Allocation Committee (NRAC) formula on delivering services in remote and rural areas conducted on behalf of the Technical Advisory Group on Resource Allocation (TAGRA).

The NRAC formula is complex suite of analytical algorithms used by the Scottish Government to share resources for hospital services, community services, and GP prescribing services between the 14 territorial NHS Boards. It was used to inform the allocation of £7.4 billion in financial year 2010‑11.
The NHSScotland Resource Allocation Committee (NRAC) was appointed in 2005 with a remit to consider and make recommendations on how improvements could be made on the Aburthnott formula
 that was then in place to share resources to NHS Boards.  Fair shares of the budget are sought to enable every person in Scotland to have equal access to high quality health services according to their need. It submitted its report to the Cabinet Secretary for Health and Wellbeing Nicola Sturgeon MSP in September 2007. The recommendations of NRAC were accepted in February 2008 and the NRAC formula has been used to inform the allocations of the territorial NHS Boards from financial year 2009/10. 
Alongside the adoption of the new formula, the Cabinet Secretary established the Technical Advisory Group on Resource Allocation (TAGRA), whose remit is to:

1. Advise on the future maintenance and development of the NRAC formula for allocating resources to NHS Boards;

2. Advise when the individual elements of the formula should be refined and improved as new methods and data become available;
3. Consider issues raised in NRAC’s Final Report and by stakeholders, as required by the Scottish Government, to prioritise and commission the investigation of these issues; and
4. Ensure that the formula continues to allocate funds between NHS Boards on a fair and equitable basis. 

In response to a debate on Remote and Rural Health Care in the Scottish Parliament on 5th June 2008, one of the first areas that TAGRA was asked to review was the impact of the NRAC formula on remote and rural areas of Scotland. TAGRA accepted this task at its first meeting on 18th August 2008. This document reports the research and findings of TAGRA in this area.
Executive Summary
The Technical Advisory Group on Resource Allocation (TAGRA) agreed to undertake a review of the impact of the NHSScotland Resource Allocation Committee (NRAC) formula on remote and rural areas of Scotland at its first meeting on 18th August 2008. The NRAC formula is based on the principle of providing equity of access to healthcare for all according to need, by allocating resources fairly between the NHS Boards. Hence when looking at rural issues, it is helpful to consider how any change to the formula which affects NHS Boards with remote and rural areas impacts on NHS Boards with more mixed geographies or predominantly urban populations. 
TAGRA determined that the task had two main components; to identify:
· What is the relative impact of the formula in island, remote and rural areas compared to urban and city areas? and

· How sustainable are health services in these areas, and are there greater relative challenges than in other areas?

The first of these tasks has been explored in quantitative terms in the in-house analysis summarised in the first part of this report.  The second of these tasks has been addressed via research on the costs pressures facing NHS Boards which is reported in the second part of this report.

The NRAC formula is a weighted capitation formula. This means that it adjusts an NHS Board’s share of the population (capitation) to take account of the healthcare needs of that population and any additional costs associated with supplying services in that area. This provides a measure of that NHS Board’s fair share of funding.

Figure E.1 - Diagrammatic representation of the NRAC formula
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The analysis and research has focussed on the unavoidable excess costs adjustment within the NRAC formula as it is this element which aims to take account of the unavoidable costs of supplying health services in different geographical areas. This adjustment is split into unavoidable excess costs associated with 

Hospital services

Community travel-based services

Community clinic-based services.
Analyses have reviewed impacts of the formula on specific boards and by regions defined by the Scottish Government Urban and Regional Classification, as modified by NRAC to differentiate mainland and island very remote areas.

Relative impact of the formula in the different geographies of Scotland
The initial analysis of the funding allocations of remote and rural areas confirmed that the unavoidable excess costs adjustment is a key determinant of these areas’ funding, although they also tended to have higher adjustments for age and sex than urban areas, due to their relatively older population.

The unavoidable excess costs indices are highest for the islands and the very remote mainland areas, with little difference among the other categories, although remote small towns and primary cities are also slightly above the national average 
Analysis of three years of unavoidable excess costs data by urban-rural category and by different care programmes within hospital and community services demonstrated that the adjustment within the NRAC formula  was stable over time. TAGRA was re-assured by the overall stability shown in this analysis.
An issue of concern was the use of national weights for different care programmes, and specifically that it may disadvantage those NHS Boards with greater expenditure on community services. TAGRA noted that there were differences in the patterns of spending between NHS Boards, which may in part reflect data quality issues at the NHS Board level. The use of national weights was accepted as being a standard methodological approach as used in the Arbuthnott Formula, and at the national level the weights appeared stable. TAGRA accepted that methodologically it would be difficult to use Boards’ own expenditure as care programme weights, although they added that such expenditure analysis could be useful for Boards to help with planning. 
Sensitivity analysis was conducted to test the hospital unavoidable excess costs adjustment impact on the target allocation shares of island, remote and rural NHS Boards compared to urban NHS Boards. Costs were inflated (by 2% and 10%) for two sample care programmes (acute and mental health) in three NHS Boards (NHS Greater Glasgow & Clyde, NHS Highland and NHS Western Isles). The effect of these cost changes were then traced through to the unavoidable excess costs indices and the impact on target shares. 

The results of the sensitivity analysis show that changes in care programme costs of an NHS Board has a fairly limited effect on the overall target shares of each NHS Board and urban-rural category, with most changes only identifiable at four decimal places. Any change to the target share of the NHS Board with inflated costs is also reflected in NHS Boards of similar size or geography; however, the island boards on the whole gained for the majority of scenarios. 

TAGRA acknowledged that this analysis showed that cost changes had a limited impact on the stability of the NHS Board and urban-rural category level target shares for the scenarios that were selected; although some results were surprising. Overall TAGRA was reassured by the small scale of the changes and they agreed that this reaffirmed the robustness of the formula. As such they concluded that no further analysis was required.

Results of interview with NHS Boards
In December 2009, a series of interviews were conducted with a group of NHS Boards. The aim of the interviews was to:

· Identify any unavoidable costs which are not captured in the existing resource allocation formula, either because they are recently emerged or because the data available to NRAC at the time it developed the current formula did not record these cost pressures;
· Explain how they are distinguished from generalised cost pressures; that is they have a differential impact on their NHS Board; and
· Identify/provide evidence that supports their case and which might be used to update the NRAC formula

Thus the criteria TAGRA used in the evaluation were to seek evidence of the following:

· Unavoidable cost pressures

· Differential impact

· Data to quantify differential Impact

· Data available since NRAC

· New sources of differential impact since NRAC review

In addition to the interviews all NHS Boards were offered the opportunity to submit evidence to TAGRA in line with these criteria. The final evidence covered a range of areas, some of which NHS Boards identified as potential sources of differential costs which may need to be addressed through the NRAC formula, and others where the NHS Boards agreed that no adjustment would be required, either because there was felt to be no differential impact or the costs fell outside the NRAC formula.

The issues raised by the NHS Boards have been placed into three broad groups:

· Staff costs;

· Service design; and

· Other issues.

On the issue of staff costs, TAGRA judged that it would not be appropriate to undertake analysis of the impact of Agenda for Change at this time. This should be reviewed once data are available. However, it is proposed that desktop research be undertaken to identify research completed with regard to medical staff and specifically modernising medical careers (MMC) and the European Working Time Directive (EWTD), either within Scotland or the UK more widely.

On the issue of service design, TAGRA emphasised that it was important to remember that the NRAC formula is not about ‘cost reimbursement’, but rather about allocating resources fairly according to need. TAGRA concluded that whilst each Board had unique circumstances governing their service design and delivery, the case had not been conclusively made that these differences were both unavoidable and the source of quantifiable differential impacts that could be taken into account in the NRAC formula. A potential area of future work would therefore be to examine further the relationship between the cost data and differences in service design and delivery, working with individual Boards to better understand the reasons behind their different costs.

The other issues discussed above fell into two groups. A first group comprising issues which respondents felt should not be taken forward and a second  which TAGRA agreed could either not be regarded as having arisen ‘post’ NRAC’s work and/or where there was a lack of the availability of sufficient evidence to inform amendment to the formula. As a result no further work is proposed on these ‘other’ issues.

Conclusions and recommendations for future research

TAGRA has concluded that although in general the current treatment of remote and rural areas in the NRAC formula is appropriate, there is at least one area where the formula could be improved. This leads to our first recommendation.

Recommendation 1:

The treatment of GP out of hours services in the NRAC formula should be reviewed. At the time of the NRAC Report, a nationally consistent set of cost data for these services was not available and it was not possible to provide an explicit adjustment for these services in the NRAC formula. Recent improvements in reporting of these costs in the Scottish Health Service Costs book means that there is the opportunity to revisit this area.

In addition to this, there are areas where there may be scope to develop the formula in the future, particularly if new evidence becomes available. These are reflected in our remaining recommendations.

Recommendation 2:
The possibility for an adjustment relating to the Cost of Dispensing at GP Pharmacies should be explored. This should initially focus on understanding why dispensing costs are felt to be higher at GP pharmacies, and the degree to which any such higher costs are unavoidable.
Recommendation 3:
The  impact of centrally agreed service restrictions such as, for staff, the European Working Time Directive and Modernising Medical Careers, and, for service design, Rural General Hospitals, should be reviewed. 

Recommendation 4:

The availability of data relating staff changes caused by Agenda for Change should be kept under review, with the potential to undertake research jointly with other UK health departments.

Outside of these areas, TAGRA has concluded that a fair allowance for the cost of providing services in remote and rural areas is made through the existing adjustment for unavoidable excess costs of supply. The methodology used is considered appropriate and robust, and this approach to the funding for services in remote and rural areas should therefore continue to be used in the future.

Subject to the approval of the Cabinet Secretary for Health and Wellbeing, TAGRA will consider these items when setting its priorities for future work in 2011/12. The work plan for 2011/12 will be decided at its next meeting in November.
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2. MAIN REPORT
3. Introduction and Background

3.1.1 Introduction

This report summarises the work that has been undertaken on behalf of Technical Advisory Group on Resource Allocation (TAGRA) to investigate the impact of the NHSScotland Resource Allocation Committee (NRAC) formula on the delivery of services in remote and rural areas. The report is based on a series of papers that were presented to TAGRA in 2008/09, a survey of cost pressures in 2010 and the conclusions that they have reached as a result of this work.

3.1.2 Background

The NRAC formula is based on the principle of providing equity of access to healthcare for all by allocating resources equitably between NHS Boards. It is used to allocate resources to NHS Boards for Hospital and Community Health Services. This covers over £7 billion (or around 70% of the total Health budget) of funding to the 14 territorial NHS Boards. The formula was introduced in 2009/10 following a review of the previous Arbuthnott Formula by the NHSScotland Resource Allocation Committee.
 The committee made a series of recommendations to improve and refine the formula based on a programme of research and analysis during the period of the life of the committee (2005 to 2007). The Cabinet Secretary for Health and Wellbeing subsequently accepted NRAC’s recommended formula with the proviso that in moving towards the new target shares, no NHS Board should see its funding cut as a result of changes to the formula.
Like the Arbuthnott formula before it, the NRAC formula consists of four elements. These are shown in Figure ‎1.1 below. The starting point for the formula is an NHS Board’s share of the Scottish population. This is then adjusted to account for the age and sex profile of its population, additional needs due to social factors, and the cost of providing services in different geographical areas. The final result is NRAC’s measure of an NHS Board’s fair share of funding.
Figure ‎1.1 - Diagrammatic representation of the NRAC formula
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One of NRAC’s recommendations was to set up TAGRA to maintain and develop the NRAC formula. TAGRA’s work programme has been influenced by the views of NHS Boards, the Health and Sport Committee and other stakeholders who provided comments and feedback on NRAC’s Final Report. In addition to this, in the Parliamentary Debate on Remote and Rural Healthcare in June 2008 Ross Finnie successfully proposed an amendment which called on the Scottish Government “to review the impact of the NRAC report on NHS Boards’ ability to maintain and develop remote and rural services”.

The Cabinet Secretary for Health and Wellbeing subsequently wrote to the Health and Sport Committee advising them that TAGRA had been established and that one of the issues it would look at in the first year was “The impact of the formula on delivering services in remote and rural areas”.

TAGRA determined that the task had two main components:

· What is the relative impact of the formula in island, remote and rural areas compared to urban and city areas? and
· How sustainable are health services in these areas, and are there greater relative challenges than in other areas?

The first of these tasks has been explored in quantitative terms in the in-house analysis summarised in the first part of this report.  All analyses were considered according to TAGRA’s core criteria, which are:

Equity
The primary consideration should be to achieve the greatest possible accuracy in capturing the cost implications of variations in need across the country, in order to develop a formula that delivers the greatest possible equity of access to health services.

Practicality
Use should be made of good-quality, routinely-collected data, in order to produce an administratively feasible formula that can be readily updated.

Transparency
The rationale informing the formula’s methodology should be explicable and any judgements should be made explicit, although this should not lead to over-simplification of details which might add precision to the methods.

Objectivity
The formula should as far as possible be evidence-based, using as necessary the full range of available robust data. 

Avoiding perverse 
The formula should guard against perverse incentives and 
incentives
any negative consequences which might threaten the integrity of the data.

Relevance
There is a need to avoid the dangers of extrapolation and to make explicit where hard information is being used about one aspect of a service to make some assumption about an area where information is less good or absent.

Stability
There should be a reasonable degree of year-to-year stability in the data sources feeding in to the formula.

Responsiveness
The formula should result in shifts in the allocation of resources in response to changes in the need for healthcare services.

Face validity
The outcome of any changes to the formula should be subjected to a 'common-sense' check.

These are based on the core criteria of NRAC.
3.1.3 The unavoidable excess costs adjustment in the NRAC formula

The analysis and research has focussed on the unavoidable excess costs adjustment within the NRAC formula as it is this element which aims to take account of the unavoidable costs of supplying health services in different geographical areas. As shown in Figure ‎1.1, this is the final adjustment in the NRAC formula, and takes place after adjustments have been made for an NHS Board’s age-sex and additional needs.

The unavoidable excess costs adjustment covers costs associated with:

Hospital services

Community travel based services

Community clinic based services.
GP prescribing services are not covered by this adjustment. This is because the cost of services are covered by a national agreement which should mean that there is no variation across the country. This assumption was raised by some NHS Boards as part of the review of cost pressures that they are facing.

An NHS Board’s final adjustment is a weighted average of these areas, with the weights based on national expenditure. In the 2009/10 NRAC formula these weights were as follows:

Hospital services – 82%

Community travel based services – 12%

Community clinic based services – 6%.
Further information on expenditure weights is provided in Section ‎4.

3.1.4 Is this just a ‘remote and rural’ issue?
The NRAC formula is based on the principle of providing equity of access to healthcare for all by allocating resources equitably between NHS Boards; it is designed to calculate the share of total funding each NHS Board requires. As such it would be inappropriate to focus only on the issues which will create pressures for remote, rural, and island boards for two reasons. Firstly, these, or other issues, might have relatively equal or greater impacts on other boards; and secondly, any increase to the shares of remote, rural, and island boards means a corresponding reduction to the shares of the other NHS Boards, and the fairness of such a change would need to be considered. With this in mind, TAGRA recommended that this work should look at all areas of Scotland, not just remote and rural areas. To do this we have used the Scottish Government Urban and Rural Classification as modified by NRAC. The modification by NRAC expanded the category of very remote into mainland and island, to allow greater sensitivity of the formula in capturing the issues related to island boards and the analyses show that this refinement was important. The categories are shown below, with the modifications made by NRAC marked with an asterix:

· Primary cities

· Urban settlements

· Small towns: accessible
· Small towns: remote

· Small towns very remote: mainland*

· Small towns very remote: island*

· Rural areas: accessible

· Rural areas: remote

· Rural areas very remote: mainland*
· Rural areas very remote: island*

3.1.5 Does formula address sustainability of services?
Health services are not ‘static’ – both the structure by which services are delivered and the demands for those services will change over time. The sustainability of services depends not only on the share/level of funding available to each NHS Board, but also the demands for its services, and the required delivery models. This led to TAGRA asking for research to be conducted looking at the costs pressures facing NHS Boards. This research has involved asking NHS Boards for their views on cost pressures that they consider to have differential impact on their areas and to provide evidence that could be used to inform the formula. The results of this research are covered in the second part of this report.

The NRAC formula assists in providing NHS Boards with funding to deliver hospital and community health services and GP prescribing services for the following financial year. It includes factors which future proof the formula against changes in population levels, profiles and keys drivers of unavoidable costs, but it does not explicitly take account of planned future developments/changes in services.

We therefore recommended that the research examines whether the factors currently included in the formula adequately reflect the impact on resource need of the key changes in delivery models which all NHS Boards predict for the years ahead. There are a number of other questions which could also be examined in relation to whether the formula takes account of economies of scale and whether there is a minimum viable size for some services.

3.1.6 Structure of this report

This report is divided into 11 sections. This first section sets out the background to the report and provides an introduction to the work of the Technical Advisory Group on Resource Allocation. The following 9 sections each deal with a piece of analysis which has been presented to TAGRA as part of the research. The first four of these sections relate to the analysis of the existing unavoidable excess costs indices; the next section deals with the issue of GP out of hours services; and the following three sections deal with the results of TAGRA’s consultation with the NHS Boards as to new issues that may have arisen since these indices were designed. The final section presents TAGRA’s conclusions and recommendations.
4. ANALYSIS
5. Impact of the Different Components of the Unavoidable Excess Costs Adjustment on NHS Boards’ Target Allocations

Reference: Paper TAGRA(2009)03
5.1.1 Introduction

This analysis examined the relative impact of the NRAC formula on island, remote, and rural areas compared to urban areas. Three NHS Boards were examined with differing urban-rural compositions – NHS Greater Glasgow & Clyde (predominantly urban), NHS Highland (mainly rural although with some urban areas) and NHS Orkney (wholly remote/island).The analysis sought to make clear which components of the unavoidable excess costs adjustment were most important for different categories of NHS Boards.

5.1.2 Summary of findings

The Arbuthnott formula used a crude index to determine the unavoidable excess costs of hospital services, namely kilometres of road per 1,000 people. NRAC showed that this was not a stable estimate over time, so a new index was derived based on patients’ use of services in each data zone in Scotland. This led to many of the more rural NHS Boards having lower adjustments for hospital services under NRAC than had been the case under Arbuthnott. Because of the expenditure weighting for hospital services this adjustment has the most impact on the overall unavoidable excess costs adjustment. The combined community adjustment is however higher for NHS Highland and the three wholly Islands Boards for the new formula.  

Urban-rural categories are used in the NRAC formula adjustments for both hospital and community travel services (see Annex B). Table ‎2.1 below shows the indices (adjustments) by urban-rural category.  For hospital services all data zones with the same urban-rural category receive the same adjustment; for community these adjustments can vary between data zones within the same urban-rural category. Areas with an adjustment above 1 receive relatively more funding due to geographical factors, whilst areas with an adjustment below 1 receive relatively less.

Table ‎2.1 - NRAC unavoidable excess costs adjustments by urban-rural category (shadow run 2008/09)

	Category of residence
	Hospital
	Community (Travel)
	Community (Clinic)

	Primary cities
	1.005
	0.985
	0.920

	Urban settlements
	0.982
	0.985
	0.952

	Small towns:
	
	
	

	- Accessible 
	1.002
	0.946
	1.021

	- Remote
	0.988
	1.009
	1.132

	- Very remote:
	
	
	

	- Mainland
	1.030
	1.222
	1.341

	- Island
	1.120
	1.227
	1.121

	Rural areas:
	
	
	

	- Accessible 
	0.999
	0.982
	1.083

	- Remote
	0.998
	1.064
	1.340

	- Very remote:
	
	
	

	- Mainland
	1.024
	1.481
	1.915

	- Island
	1.162
	1.502
	1.522

	Scotland
	1.000
	1.000
	1.000


The ‘very remote–Island’ categories (in both small towns and rural areas) have the greatest adjustments for hospital services (12% and 16% above average respectively).  There is less variability in the hospital adjustments compared to those for community services (both travel- and clinic-based) which for the ‘rural areas‑very remote–mainland’ category, is almost double the average.

The formula produces target allocation shares at NHS Board level showing how the crude population share is in turn adjusted by the age-sex, additional needs (MLC) and unavoidable excess costs indices.  These indices are built up from data zones (and practices for GP prescribing).  Table ‎2.2 below shows a similar summary but aggregated to urban-rural category level instead of NHS Board. 
Table ‎2.2 - Final shares and indices of NRAC formula by urban-rural category (shadow run 2008/09)

	Category of residence
	Population share
	Age-sex index
	Additional needs (MLC) index
	Unavoidable excess costs index
	Overall share

	Primary cities
	38.99%
	0.972
	1.066
	0.998
	40.31%

	Urban settlements
	29.56%
	1.002
	1.003
	0.984
	29.20%

	Small towns:
	
	
	
	
	

	    - Accessible 
	10.61%
	1.023
	0.955
	0.997
	10.32%

	    - Remote
	1.71%
	1.119
	0.963
	1.000
	1.84%

	    - Very remote:
	
	
	
	
	

	         - Mainland
	0.73%
	1.045
	0.994
	1.061
	0.80%

	         - Island
	0.55%
	1.100
	0.989
	1.112
	0.65%

	Rural areas:
	
	
	
	
	

	    - Accessible
	12.40%
	1.007
	0.894
	1.002
	11.13%

	    - Remote
	2.64%
	1.091
	0.867
	1.022
	2.54%

	    - Very remote:
	
	
	
	
	

	         - Mainland
	1.56%
	1.098
	0.900
	1.111
	1.71%

	         - Island
	1.26%
	1.091
	0.905
	1.190
	1.49%

	Scotland
	100.00%
	1.000
	1.000
	1.000
	100.00%


The unavoidable excess costs indices are highest for the islands and the very remote mainland areas, with little difference among the other categories.  The table also shows that the NRAC formula gives primary cities, remote small towns (i.e. remote, very remote-mainland and very remote-island) and very remote rural areas (i.e. very remote-mainland and very remote-island) a larger share of resources than would be expected given their population size (if there were no adjustments for needs or supply).

The table also shows that the MLC adjustment drives the primary cities target share, while the unavoidable excess costs index drives the remote and rural areas’ shares.  Rural and remote areas tend to have higher adjustments for age-sex compared to the urban areas.

5.1.3 Conclusion
TAGRA concluded that more work should be undertaken to provide a more detailed analysis of the urban-rural category hospital unavoidable excess costs adjustment covering the three years of NRAC formula data that is available. It also felt that there should be an examination of the sensitivity of expenditure by care programme by NHS Board. This is set out in the following section.
6. Analysis of Unavoidable Excess Costs Indices by Urban-Rural Category

Reference: Paper TAGRA(2009)09
6.1.1 Introduction

This work analysed three years of unavoidable excess costs data by urban-rural category and care programme. It expands on the analysis provided in NRAC’s Final Report in Table 6.1 (page 59). The aim was to inform TAGRA as to the stability of the unavoidable excess costs indices over time with particular reference to the results for individual urban-rural categories.   

The analysis looked at whether there had been any major shift between the urban‑rural categories over the three years for which NRAC formula data was available. This covered the final version of the 2007/08 formula from NRAC’s Final Report, the 2008/09 shadow run and the 2009/10 results

6.1.2 Stability of target allocations by urban-rural category

Table ‎3.1 summarises how the target allocation would be divided if we were to allocate via urban-rural category.

Table ‎3.1 - urban-rural category’s target shares allocation for hospital and community health services - comparison between 2007/08, 2008/09 and 2009/10 NRAC results
	Category of residence
	2007/08 target shares
	2008/09 target shares
	2009/10 target shares

	Primary cities
	40.11%
	40.20%
	39.90%

	Urban settlements
	28.92%
	28.67%
	28.83%

	Small towns:
	
	
	

	    - Accessible 
	10.03%
	10.07%
	10.09%

	    - Remote
	1.79%
	1.74%
	1.75%

	    - Very remote:
	
	
	

	         - Mainland
	0.82%
	0.81%
	0.82%

	         - Island
	0.64%
	0.63%
	0.62%

	Rural areas:
	
	
	

	    - Accessible
	11.69%
	11.88%
	11.93%

	    - Remote
	2.72%
	2.69%
	2.73%

	    - Very remote:
	
	
	

	         - Mainland
	1.71%
	1.73%
	1.78%

	         - Island
	1.57%
	1.57%
	1.57%

	Scotland
	100%
	100%
	100%


Overall there has been relatively little shift between the urban-rural categories over this period. This indicates that the NRAC formula has been stable at this level. There has been a slight shift from urban to rural, of about 0.3 percentage points, but the balance has remained around 79% urban to 21% remote and rural. 

Within these figures it appears to be the primary cities category that has declined the most (-0.21 percentage points) whilst rural accessible areas have risen the most (0.24 percentage points).
6.1.3 Stability of target allocations by urban-rural category and care programme

The following six charts seek to illustrate the changes over the three year analysis period by looking at the indices by urban-rural category and care programme.

Chart ‎3.1 - Overall unavoidable excess costs indices for hospital and community health services (HCHS) - comparison between 07/08, 08/09, and 09/10 NRAC results
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Chart ‎3.1 sets out the overall hospital and community health services (HCHS) excess cost indices by urban-rural category. It is clear from the chart that the indices have been very stable over the three years for which we have data. The main visible trends are for slight growth in the rural very remote mainland category and slight decline in the very remote island small towns category.

Chart ‎3.2 - Overall unavoidable excess costs indices for hospital services - comparison between 07/08, 08/09, and 09/10 NRAC results
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Chart ‎3.2 sets out the unavoidable excess costs indices for hospital services. The results show a similar pattern to the previous chart, with stability over the three years but slight upward trend for the rural very remote mainland category and slight downward trend in the very remote island small towns category. 

The following four charts set out the results by care programme. The four hospital care programmes covered account for around 80% of the total expenditure on hospital and community healthcare services (based on 2009/10 NRAC formula figures) with the remaining 20% being accounted for by community services. The relative size of the care programmes in the charts is as follows:
Table ‎3.2 - Relative size of the hospital services care programmes
	Care programme
	Percentage of expenditure

	Acute
	59%

	Care of the elderly (COTE)
	5%

	Mental health & learning difficulties
	15%

	Maternity
	4%


Chart ‎3.3 sets out the acute excess cost index by urban-rural category over the three years

Chart ‎3.3 – Hospital acute unavoidable excess costs indices
 – comparison between 07/08, 08/09 and 09/10 NRAC results
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Again, it is clear that the results are stable over time with the main visible changes being a slight growth in the index for small towns-very remote-islands and slight declines for small towns–remote, and rural remote. The stability of these results is important given that acute services account for almost half of the expenditure under the NRAC formula. 

Chart ‎3.4 sets out the COTE excess cost index by urban-rural category over the three years.

Chart ‎3.4 – Hospital care of the elderly unavoidable excess costs indices – comparison between 07/08, 08/09 and 09/10 NRAC results
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The results from the COTE analysis show a fair degree of movement, although no index moves by more than 0.1 in any year. In general, the indices for rural areas have risen between 2007/08 and 2009/10 at the expense of those in urban areas. It is worth remembering that COTE accounts for around 5% of expenditure on hospital and community health services.
Chart ‎3.5 sets out the mental health and learning difficulties excess cost index by urban-rural category over the three years.

Chart ‎3.5 – Hospital mental health & learning difficulties unavoidable excess costs indices
 – comparison between 07/08, 08/09 and 09/10 NRAC results
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The results show a reasonable amount of stability except for fairly steep declines in the two island categories. There is also a general trend towards convergence between the urban-rural categories – i.e. they are becoming more concentrated around “1”, suggesting that expenditure is becoming more uniform. Mental health and learning difficulties account for around 15% of expenditure on hospital and community health services.

Chart ‎3.6 sets out the maternity excess cost index by urban-rural category over the three years.

Chart ‎3.6 – Hospital maternity unavoidable excess costs indices – comparison between 07/08, 08/09 and 09/10 NRAC results
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The results show noticeable rises in most of the remote and rural categories, with the primary cities category declining. However, in a number of the categories the indices have gone down (or up) and then up (or down) – suggesting that there is no consistent trend over time. It should be noted that maternity accounts for around 4% of expenditure on hospital and community health services.

6.1.4 Conclusion

TAGRA was re-assured by the overall stability shown in this analysis. They expressed an interest in the potential policy context for some of the results (e.g. care of the elderly and maternity), although they acknowledged that because of small numbers the remote and rural categories indices can be very sensitive to small changes in number of cases and/or costs.
7. Care Programme Expenditure

Reference: Paper TAGRA(2009)10

7.1.1 Introduction

In the NRAC formula the final adjustments for age/sex, additional needs and unavoidable excess cost at data zone level are produced by using national care programme expenditure weights from Scottish Health Services Costs (the Costs Book) to combine all the different care programme indices.

The method of using national care programme expenditure weights to produce each component is inherited from the Arbuthnott formula. This is a standard approach in weighted capitation formulae.  The use of such national average percentages, however, does not imply that the split between expenditure on care programmes will be identical across Boards.

The aim of this work was to compare each NHS Board’s expenditure with other boards and the national average, to identify any outliers. The analysis examined care programme expenditure over time, both nationally and at NHS Board level. The main focus was on the national care programme expenditure shares as these are used to produce the overall NRAC formula component adjustments and hence target shares.  

7.1.2 Analysis of national care programme expenditure weights

Expenditure was examined by hospital and community care programme: acute, care of the elderly, mental health and learning difficulties, maternity and community for the 14 territorial NHS Boards. The analysis covered 3 years of Costs Book data, as used in the 2007/08, 2008/09, and 2009/10 formula allocations.

Three data zones were chosen as examples in Flowchart ‎4.1 and Flowchart ‎4.2 below. Flowchart ‎4.1 demonstrates how each component of the NRAC formula is combined using the care programme expenditure weights. 

Flowchart ‎4.1 - showing that for each formula component the final indices
 is calculated using the individual care programme indices and weights
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The process shown in Flowchart ‎4.1 is undertaken for each of the age-sex, additional needs (MLC), and unavoidable excess cost indices. Flowchart ‎4.2 shows how these are then multiplied together to calculate the the overall index. The formula adjusted population is calculated by multiplying the data zone’s crude population by the overall index. These data zone adjusted populations are then aggregated to NHS Board (and Scotland) level to obtain the target share for each NHS Board.

Flowchart ‎4.2 - showing that adjusted population is calculated by multiplying the final indices for three formula components by crude population
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The national care programme expenditure weights are calculated each year by Scottish Government Finance based on the Costs Book; i.e. they are based on historical data.
 Chart ‎4.1 below shows the different care programme expenditure weights for the 2007/08, 2008/09, and 2009/10 NRAC formulae.
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7.1.3 Variation in care programme expenditure weights in the NHS Boards

The analysis also compared expenditure weights for the different care programmes across the 14 NHS Boards to determine which (if any) were significantly different from the national average position. 
The results are summarized below. More detailed results are available in ANNEX G – Graphs Showing the Differences in Care Programme Expenditure Weights Between the NHS.
Table ‎4.1 - Comparison of care programme weights (2009/10 NRAC formula) at NHS Board level
	Care Programme
	Proportion of national expenditure
	Result

	Acute
	59%
	Expenditure weights are comparable across the NHS Boards and stable over the 3 years with the exception of NHS Western Isles

	Care of the elderly
	5%
	NHS Western Isles and NHS Highland expenditure across the three years were significantly low compared to other NHS Boards and Scotland; NHS Shetland, NHS Dumfries & Galloway and NHS Orkney expenditure across the three years were high compared to other Boards and Scotland.

	Mental health and learning difficulties
	15%
	The three Islands Boards’ expenditure across the three years was very low compared to other NHS Boards and the national weights, while NHS Shetland 4% expenditure represents an extreme outlier.

	Maternity
	4%
	NHS Shetland maternity expenditure is higher than other Boards and Scotland, especially in 2007

	Community
	18%
	NHS Western Isles community expenditure is higher than other Boards and Scotland, especially in 2005. Community programme expenditure weights for Scotland and all NHS Boards (except NHS Western Isles and to some extent NHS Borders) are reasonably comparable and stable over the three-year period.


The results of this analysis showed that Scotland-level care programme expenditure weights do not necessarily represent the actual expenditure behaviour of individual boards. 
7.1.4 Conclusion

TAGRA noted that there were differences in the patterns of spending between NHS Boards. It was acknowledged that this may in part reflect data quality issues at the NHS Board level. The use of national weights was accepted as being a standard methodological approach as used in the Arbuthnott Formula, and that at the national level the weights appeared stable. TAGRA accepted that methodologically it would be difficult to use NHS Boards’ own expenditure as care programme weights, although they added that such expenditure analysis could be useful for NHS Boards to help with planning. 
8. Unavoidable Excess Costs Adjustment – Sensitivity Analysis

Reference: Papers TAGRA(2009)11 and 19
8.1.1 Introduction

Sensitivity analysis was conducted to improve our understanding of how the hospital unavoidable excess costs adjustment impacts on the target allocations of the island, remote and rural NHS Boards compared to the urban NHS Boards. 

The analysis involved inflating the costs for a sample of care programmes (acute and mental health) by a series of percentages (2% and 10%) for a sample of NHS Boards. The effect of these cost changes were then traced through to the unavoidable excess costs indices and the impact on target shares. 

Three NHS Boards were chosen as examples to give a spread of urban-rural compositions: NHS Greater Glasgow & Clyde (predominantly urban), NHS Highland (mainly rural although with some urban areas) and NHS Western Isles (wholly remote/island). The sensitivity analysis was based on 2009/10 NRAC formula results.

TAGRA decided that that the inflation should be calculated in a way that ensured the Board’s total budget allocation remained unchanged. This was achieved by inflating the individual care programme costs by the specified amount and then removing the amount gained by the inflation from the other care programmes proportionally within each NHS Board. However, a consequence of this method was a reduction of costs per case in the other care programmes. Since the increase of cost in a particular programme may trigger different reactions in terms of frequency and costs per case in different NHS Boards, the modelling of a realistic scenario is a very complex task. The results of this analysis should not be mistaken as a full simulation of the real world.

The key result is that the changes in the percentage shares for each Board/urban-rural category are very small and for the most part only evident at 3-4 decimal points.  Although the differences may seem very minor, e.g. 0.001%, in financial terms this may be significant. From a total budget of £7.5 billion a change of 0.001% relates to a change of £75,000 in absolute figures.

8.1.2 An illustration of the effects of inflation 

The methodology results in an increase in absolute costs per case in one programme triggering a decrease in absolute costs per case in the other three care programmes. Whether a certain NHS Board gains or loses target shares in the end depends on the composition of the inflated NHS Board.

For example, although NHS Greater Glasgow & Clyde contains a significant proportion of urban settlements, the index for the acute programme actually drops. This is due to the fact that while the average costs per acute case in primary cities is above national average, the average costs per acute case in urban settlements is below national average. Given the higher proportion of primary city population in NHS Greater Glasgow & Clyde, the difference between the national average cost and the average cost in urban settlements increases. This leads to a smaller acute index for urban settlements in spite of an absolute increase in costs per acute case. The other scenarios follow a similar pattern and are omitted here for the sake of conciseness. The results of the analysis are summarized below. Charts showing the results in detail are provided in ANNEX F – Graphs Showing the Impact of Inflation on NHS Boards’ Target Shares.
8.1.3 Summary of the acute care programme results

The key finding of the acute care programme analysis is that an increase in the proportion of an NHS Board’s cost within the acute care programme results in a decrease in the overall target share received by that board. A similar decrease is seen in the target shares of other boards of similar size and geographical diversity. It is worth remembering that due to the methodology an increase of costs per case in the acute programme leads to a decrease in costs per case in other programmes.

The impact of the acute care programme cost inflation on different urban-rural categories is less clear. In general, the gains and losses for each category tie in with the trends of NHS Boards they have a significant share in. However, not all urban-rural category components of a given NHS Board follow the NHS Board’s trend, and the results are sensitive to the scale of the cost inflation. Some areas which see a decrease in their target share when costs are inflated by 2% see an increase when costs are inflated by 10%.

In nearly all cases, the changes in target shares as a result of the inflation in acute care programme costs are very small. The results for the three NHS Boards analyzed are summarized below.
NHS Greater Glasgow & Clyde
Inflating the acute care programme costs for NHS Greater Glasgow & Clyde has a small detrimental effect on the board’s own target share, as well as some of the other, bigger boards. It also seems that the size of the inflation has a differing effect on other boards; for example, NHS Fife sees a slight reduction in its share with a 2% inflation of NHS Greater Glasgow & Clyde’s acute costs, but gains slightly when NHS Greater Glasgow & Clyde’s acute costs are inflated by 10%.

The results by urban-rural category show that increasing NHS Greater Glasgow & Clyde’s acute care programme costs by 2% has a positive effect on the target shares of all categories except urban settlements.  A 10% increase has a positive effect on the target shares of all categories except urban settlements and primary cities, although the decrease in urban settlements is small than in the 2% scenario.

NHS Highland
As seen in the case of NHS Greater Glasgow & Clyde, inflating the acute costs for NHS Highland sees a reduction in the board’s overall target share. This also has a negative effect on the boards of similar size and geographic diversity, although again some NHS Boards see a decrease when NHS Highland’s costs are inflated by 2% inflation but an increase when they are inflated by 10%. 

If we look at the anaysis by urban-rural category there is no clear pattern to the results. Increasing NHS Highland’s acute costs by 2% decreases the target shares of urban settlements and remote rural areas on the mainland; however, there is an increase for remote small towns. This finding is reversed when costs are inflated by 10%, with a decrease in the target share of remote small towns but an increase in that of remote rural areas. However, the differences between these results are very small. 
NHS Western Isles
As previously shown in both the NHS Greater Glasgow & Clyde and NHS Highland’s acute costs inflation analysis, inflating the acute costs has a negative effect on the board’s own target share.  There is also a decrease in target shares for the other Island NHS Boards, as well as the smaller Boards.  Increasing NHS Western Isles’ acute care programme costs by 2% seems to only benefit the bigger, teaching boards. Applying the 10% inflation to acute costs produces an increase in some of the smaller NHS Boards’ shares, but reduces the Island NHS Boards’ shares and some others much more.

The same data split by urban-rural category shows that primary cities would gain the most with a 2% inflation and urban settlements would experience the highest reduction in target shares. A 10% inflation in NHS Western Isles’ acute costs would increase target shares for primary cities, with urban settlements and very remote rural island areas experiencing the largest decrease in target shares.

8.1.4 Summary of the mental health care programme results

Unlike the results seen with acute care programme inflation, inflating a board’s mental health care programme costs does appear to have a positive effect on the board’s own target share.  The effect is also mirrored in boards of similar size and geographical composition.

Again, the changes seen in urban-rural categories are on the whole dependent on the composition of the NHS Board experiencing the inflation. It should be noted that the mental health care programme is very small in NHS Highland and NHS Western Isles compared to the acute care programme and may explain the difference seen in the results comparing the two care programmes.

In nearly all cases, the changes in target shares as a result of the inflation in mental health care programme costs are very small. The results for the three NHS Boards analyzed are summarized below.
NHS Greater Glasgow & Clyde
Inflating the mental health care programme costs by 2% benefits NHS Greater Glasgow & Clyde, as well as the other teaching boards and the Island NHS Boards.  Inflating the costs by 10% however, only benefits the biggest boards. This pattern is very different to that seen when the acute care programme costs are inflated

The results by urban-rural category show that primary cities gain the most in both scenarios. Very remote small island towns gain a little, while the remaining categories experience either a loss in both scenarios, or a small gain for the 2% scenario and a loss for the 10% scenario.

NHS Highland
The results of inflating NHS Highland’s mental health care programme costs by 2% are similar to that of NHS Greater Glasgow & Clyde’s, in that the board itself along with the biggest boards and the island boards all benefit. A 10% inflation reduces the gains to the bigger boards and increases the losses in other boards, but increases the target shares for NHS Highland and the island boards’ further.

If we look at the results by urban-rural category, then we see that urban settlements and remote rural areas experience a loss in both scenarios. With a 2% inflation in NHS Highland’s mental health care programme costs accessible small towns gain a little, while with a 10% inflation they experience a loss. The other urban‑rural categories increase their share in both scenarios regardless of the magnitude of the inflation.

NHS Western Isles
The results of inflating NHS Western Isles’ mental health care programme costs are very similar to those presented for NHS Highland. However, inflating the costs by 10% has a much greater effect on the target share of the island boards and reduces the gains seen at 2% inflation in the bigger boards to a greater extent.

As previously, urban settlements experience the largest falls for both the 2% inflation and the 10% inflation. Very remote mainland areas and remote rural areas experience small losses in both scenarios. The only area with a change in trend is accessible small towns, moving from a gain to a loss with increasing inflation. The other areas gain in both scenarios, where the very remote rural areas on the islands benefit most from a high inflation.

8.1.5 Conclusion

The results of the sensitivity analysis show that any changes in care programme costs of a board has a fairly limited effect on the overall target shares of each NHS Board and urban-rural category, with most changes only identifiable at four decimal places. Also, any change to the inflated board is also reflected in similar boards, but the island boards on the whole gain for the majority of scenarios.  

However, it is worth noting that although the changes to the target shares on the surface may seem very inconsequential, the financial implications of a 0.001% (about £75.000) reduction or increase may well be more significant than the results may suggest.

TAGRA acknowledged that this analysis showed that costs changes had a limited impact on the stability of the NHS Board and urban-rural category level target shares for the scenarios that were selected; although some results were surprising. Overall TAGRA was reassured by the small scale of the changes and they agreed that this reaffirmed the robustness of the NRAC formula. As such they concluded that no further analysis was required.
9. GP Out of Hours

Reference: Papers TAGRA(2008)06, and TAGRA(2009)06 and 14
9.1.1 Introduction

As a result of the Primary Medical Services Act (2004) GP practices can choose to opt out of providing out of hours care, thereby transferring responsibility to NHS Boards. Where GP practices choose to opt out of providing these services, their funding is reduced by 6%.

In 2007, the Audit Scotland report on out of hours (OOH) services concluded that most GP practices had chosen to opt out of providing these services, and that the funds they forego as a result do not cover the costs of providing OOH care under the new system. As such, NHS Boards have had to meet extra costs from their general allocation. These additional costs are directly linked to remoteness, with higher costs in rural and remote areas, and these NHS Boards having to find a greater percentage of out of hours costs from their general allocation.  

9.1.2 Summary of analysis

In response to the Audit Scotland report the Health and Sport Committee asked if NRAC had considered the issue of out of hours.  The initial answer was that it had not been expressly considered but if the associated costs were included in the Community section of the Costs Book then it would be taken account of in the NRAC formula. 
The first stage was therefore to investigate the recording of out of hours costs in the Costs Book. This is an area where there has been recent changes to Costs Book guidance. In 2006/07, out of hours costs were not separately identified within the Costs Book, and were often recorded under Primary Medical Services; therefore would not have been included within the NRAC formula. In 2007/08, the guidance changed so that out of hours costs were recorded under ‘Community – Other’, and therefore these costs would have been included within the NRAC formula, but could still not be separately identified. Finally, from 2008/09, the guidance changed so that out of hours costs are reported under ‘Community – GP out of hours’, meaning that out of hours costs can be separately identified.

As out of hours costs were not available for 2006/07 from the Costs Book, they were requested directly from the NHS Boards via the ISD Costs Book team. These costs are compared with the 2006/07 out of hours costs per head figures in the Audit Scotland report in Chart ‎6.1 below. Note that the Audit Scotland figures are projected costs whilst the figures from NHS Boards represent actual spend. The Audit Scotland figures also refer to Primary Care out of hours services, whilst the NHS Board figures refer specifically to GP out of hours services. There may therefore be some definitional differences between the two.

Chart 6.1 - Comparison of Audit Scotland out of hours Primary Care projected costs per head with NHS Boards’ expenditure on GP out of hours
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Although historically there has been some inconsistency in the recording of OOH costs in the Costs Book the figures were broadly comparable between the two sources (allowing for definitional differences). However, it is clear that where there are differences these tended to relate to the costs of NHS Highland and the island boards.
The variability between NHS Boards' OOH is greater than that in the NRAC formula community unavoidable excess costs adjustments, although it should be noted that here costs have not been adjusted to take into account differences in age-sex and morbidity and life circumstances.

The OOH costs recorded in the Costs Book will feed into the community age-sex component of the formula; however, for the Costs Book data does not feed into the community unavoidable excess costs adjustments. This is because the Scottish Allocation Formula remoteness adjustment is used for community clinic-based services, and a simulation model is used for community travel-based services.

9.1.3 Conclusions
TAGRA concluded that out of hours should not be treated outwith the formula; it would be better to examine how to improve the existing formula. It noted that, since new data had become available since the time of the NRAC report, and since there was a clear indication that there may be differential impacts between NHS Boards, there was a strong case to review the treatment of GP out of hours services within the formula. Any such review should also consider relevant findings from the related SAF review. 
10. RESEARCH ON COST PRESSURES FACED BY NHS BOARDS
11. Approach to Costs Pressures Research
Reference: Papers TAGRA(2009) 04,12 and 18

11.1.1 Introduction

In addition to the analysis of the NRAC formula, TAGRA also sought to investigate NHS Boards’ perceptions of whether the NRAC formula adequately addresses cost pressures that they currently face.  

11.1.2 Summary of Approach

TAGRA was keen to understand and seek evidence behind cost pressures facing NHS Boards now and in the future. In particular TAGRA sought to identify and evidence recently emerging differences in cost pressures between remote and rural and other NHS Boards that may not be recognised in the present NRAC formula, either because the pressures have arisen since NRAC’s review or because new evidence has emerged since the review.

The key task was to identify the evidence for the cost pressures. The NRAC formula is evidence based and as such if we are to take account of any costs pressures then a pre-requisite is that there is sufficient robust evidence to allow this to take place.

Representatives of TAGRA decided to interview Directors of Finance from a sample of six NHS Boards to ascertain their views on the cost pressures facing their Boards. The sample included Boards that cover a range of urban and rural areas with the intention of ensuring that a wide range of potential cost pressures was covered. The six NHS Boards provided good coverage of the different urban and rural categories – primary cities (NHS Greater Glasgow & Clyde), urban (NHS Lanarkshire), mainland predominantly rural (NHS Highland), island (NHS Shetland and NHS Highland) and mixed urban/rural (NHS Ayrshire & Arran and NHS Tayside). The remaining eight NHS Boards were invited to submit their views on costs pressures in writing so that TAGRA could take them into account alongside the results of the interviews.

The interviews were structured to focus on the information that would be required to inform the NRAC formula The formula is evidence driven and as such we were looking for Boards to:

· Identify any unavoidable costs which are not captured in the existing resource allocation formula, either because they are recently emerged or because the data available to NRAC at the time it developed the current formula did not record these cost pressures;
· Explain how they are distinguished from general cost pressures; that is, they have a differential impact on their NHS Board; and
· Identify/provide evidence that supports their case and which might be used to update the NRAC formula

This is crucial in determining whether the NRAC formula reflects these cost pressures and if not whether the formula is capable of addressing them in future. 

The health service is not ‘static’ – the structures by which it delivers services, the unavoidable costs of delivery, and the demands for those services will change over time. The aim of this research was to provide TAGRA with evidence and analysis to enable it to take a view on any differential impact of the NRAC formula on the services delivered in remote, rural and island boards, and to consider potential options for ensuring that we continue to this in the allocation formula.
The results of the interviews and the evidence submitted by the remaining NHS Boards are reported in Sections ‎8 and ‎9.
12.  Cost Pressures Interviews – Summary of Responses
Reference: Papers TAGRA(2010)01
12.1.1 Introduction

The interviews examined a number of issues as agreed with TAGRA and also gave respondents the opportunity to raise any additional points that they felt were valid. Issues discussed have been grouped into five categories:

· Staff costs;

· Other costs;

· Demand;

· Service design; and

· Other issues.
12.1.2 Staff costs

A number of issues were raised relating to staff costs. These are shown by board in Table ‎8.1 below.

Table ‎8.1 – Areas mentioned as cost pressured by NHS Boards for staff costs
	NHS Board
	NHS Greater Glasgow & Clyde
	NHS Lanarkshire
	NHS Ayrshire & Arran
	NHS Shetland
	NHS Tayside
	NHS Highland

	Agenda for Change
	No
	Yes
	x
	Yes
	Yes
	Yes

	MMC
	x
	Yes
	Yes
	x
	No
	Yes

	Recruitment and retention
	x
	Yes
	x
	x
	x
	Yes

	EWTD
	No
	Yes
	Yes
	Yes
	No
	Yes

	Temporary staff
	No
	No
	No
	No
	No
	Yes

	Ageing staff
	No
	No
	No
	No
	No
	Yes

	Other
	Distinction awards
	
	
	
	
	OOH

	Key:
	Yes:
	Issue raised as a potential differential cost pressure
	

	
	No:
	Issue noted as not being a differential cost pressure
	

	
	x:
	Issue not raised
	

	
	MMC:
	Modernising medical careers
	

	
	EWTD:
	European Working Time Directive
	

	
	OOH:
	GP Out of Hours services
	


Agenda for Change 
Four respondents raised concerns over the impact of Agenda for Change (AfC). Their view was that as AfC pay scales had ‘longer tails’ than under the previous Whitley agreements, this was proving to be a cost burden on NHS Boards with relatively low turnover rates. It meant that staff were reaching the top end of their pay scales. A point was also raised about the assimilation to AfC resulting in additional costs. NHS Lanarkshire quantified this cost as being £4m per year. NHS Highland noted that there was an issue about how AfC bands were applied across the country as staff in rural communities tended to have a higher skill mix and hence a higher AfC banding.

However, NHS Greater Glasgow & Clyde reported that they had analysed staff costs for 19,000 staff and could not find any significant differences when compared to other areas of Scotland. They acknowledged that they had a higher staff turnover rate and hence their staff often did not reach the top of their scale, but noted that they had greater recruitment costs.
Modernising Medical Careers

This issue was raised by three respondents both in the context of making it more difficult to recruit to posts and also resulting in NHS Boards having to recruit additional staff to sustain services. NHS Lanarkshire also raised the issue of having to pay for the travelling costs of speciality trainee doctors who count as being ‘based in’ Glasgow. NHS Ayrshire & Arran quantified the costs to them of Modernising Medical Careers and the European Working Time Directive (see below) as £2.5m in lost junior doctors hours. 

European Working Time Directive
Four NHS Boards raised this issue in the same context as Modernising Medical Careers – in  terms of increasing the costs of delivering services. In contrast, NHS Tayside felt that Modernising Medical Careers and the European Working Time Directive offered no particular differential financial impact – except perhaps for teaching boards’ provision of supra regional specialities.

Temporary staff
This issue was raised by NHS Highland. They noted that remote and rural areas had a smaller pool of qualified staff to draw from and that smaller hospitals had less flexibility to cover for absences. They added that Audit Scotland had looked at the costs of the use of locums in Scotland. 

Ageing staff
Most respondents did not feel that ageing staff had a differential impact on particular NHS Boards, although NHS Highland noted that this issues was relevant to them as rural Scotland already had an older workforce. 

Other
Finally, NHS Greater Glasgow & Clyde raised the issue of the costs of distinction awards, which they estimated at £1.2m per year. They noted that this was probably a feature of all teaching Boards. NHS Highland also noted that there were other staff related issues such as out of hours.

12.1.3 Other costs
A number of issues were raised relating to other costs. These are shown by board in Table ‎8.2 below.

Table ‎8.2 - Areas mentioned as cost pressured by NHS Boards for other costs
	NHS Board
	NHS Greater Glasgow & Clyde
	NHS Lanarkshire
	NHS Ayrshire & Arran
	NHS Shetland
	NHS Tayside
	NHS Highland

	Capital charges
	No
	No
	No
	No
	Unclear as yet
	No

	Property maintenance
	Yes
	No
	No
	No
	No
	Yes

	Fuel and energy costs
	No
	No
	No
	No
	No
	Yes

	Other 
	x
	x
	x
	Disp. GPs
	x
	

	Key:
	Yes:
	Issue raised as a potential differential cost pressure
	

	
	No:
	Issue noted as not being a differential cost pressure
	

	
	x:
	Issue not raised
	

	
	Disp. GPs
	Dispensing prescriptions by GP pharmacists
	


Capital charges
In general, respondents did not feel that capital charges would have a differential impact, although they noted that changes in how capital charges are treated in the accounts are in progress. NHS Tayside felt that rather than dismiss this as an issue it might be prudent to wait and see how the new arrangements worked.

Property maintenance
NHS Greater Glasgow & Clyde raised the issue of property maintenance costs in terms of their discussion of the costs of service design (see below). NHS Tayside felt that this cost was linked to the issue of how capital charges are treated. NHS Highland noted that they covered an area accounting for 40% of Scotland and that they incurred higher maintenance charges due to having smaller units. Other respondents did not feel that there were differential impacts from property maintenance and/or the situation had not changed since the introduction of the NRAC formula.

Fuel and energy costs
NHS Highland identified fuel and energy costs as being higher in the north of Scotland. They have advocated a climate allowance to reflect the different climate in the north of Scotland. NHS Ayrshire & Arran noted that rural areas have smaller units and longer distances to travel, both of which could affect fuel and energy costs. However, in general most respondents noted that there were national agreements for fuel and energy prices and that as such this was not an issue for the NRAC formula.

Other
NHS Shetland raised the issue of the costs of dispensing prescriptions by GP pharmacists.

12.1.4 Demand
The respondents felt that unpredictable demands, such as pandemic flu, would be dealt with outside the NRAC formula as they occurred. However, they did offer some demand related issues for consideration. 

NHS Shetland raised the issue of the costs of buying in services from NHS Grampian which they said was paid for on an average cost per case basis rather than the marginal cost. NHS Tayside cited the effects on demand of the location of community hospitals compared to District General Hospitals and also argued that Keep Well, by seeking to reduce unmet needs, would lead to future increases in demand that would not be reflected in the NRAC formula.

NHS Highland noted that access to services may be a determinant of demand – with a lack of supply resulting in unmet need. They also noted that they face higher travel costs than the rest of Scotland and that the board are liable for the first £10 of patients travel costs.  

NHS Greater Glasgow & Clyde regarded demand as a major issue as they felt they faced a unique set of circumstances. They outlined a series of issues such as violent crime, deprivation, vulnerable families, ethnicity/immigration and the prevalence of drugs and alcohol problems. They acknowledged that these issues also related to the needs element of the NRAC formula.

12.1.5 Service design

There were no common themes raised relating to service design, with each board raising different issues.

NHS Greater Glasgow & Clyde raised the issue of the infrastructure costs relating to service configuration. They estimated that they were incurring costs of £10m per annum to continue to operate a number of services until their new strategy is implemented in 2014-16. This also had an effect on their property maintenance costs.

NHS Lanarkshire felt that although there were costs from changes in service design it was not clear how they could be claimed to be an unavoidable influence on NHS Boards’ costs. They did, however, also point out that they were incurring additional costs from having to run three full Accident & Emergency services as a result of the Scottish Government decision to reject their plans to downgrade one of the sites.

NHS Ayrshire & Arran made a similar point about the Scottish government decision that they should retain 2 full A&E services having resulted in additional costs to the board. 

NHS Highland noted that they had three of the six Rural General Hospitals that operate in Scotland. These Rural General Hospitals have to deliver certain services, thus limiting their scope for service redesign when compared to other NHS Boards.

NHS Tayside raised the issue that services for mentally disordered offenders had been devolved from Carstairs to three regional medium secure facilities and that they were the host for the north of Scotland Boards. Although there would be a service level agreement with the other NHS Boards they argued that the actual costs would be ‘lost’ in mainstream funding.

12.1.6 Other issues

Four of the boards raised other issues during the interviews.

NHS Ayrshire & Arran raised the issue of the needs element of the NRAC formula, in that it has dropped unemployment as an indicator but uses self-reported data from the 2001 Census.

NHS Shetland argued that there should be a fixed cost element to the NRAC formula. and that the impact of the sea should also be taken into account. 

NHS Tayside noted that there were a number of supplementary allocations made during the year which do not follow the principles of NRAC or the Scottish Allocation Formula. 

NHS Highland raised the issue of unplanned activities services in the context that their area attracts a large number of tourists. They also queried whether NHS Boards should be able to claim A&E costs. Finally, they expressed the view that the NRAC formula is based on all Scotland averages, which they felt disadvantaged those towards the upper end of the distribution.
13. Responses to Interviews from Other NHS Boards

References: Papers TAGRA(2010)01

13.1.1 Introduction

The results of the interviews were circulated to the remaining eight NHS Boards in February 2010, who were asked to provide any comments they felt appropriate. They were not limited to responding to the issues that had been raised during the interviews, but were asked to bear in mind the objectives of the work, which was to:

· Identify any unavoidable costs which are not captured in the existing resource allocation formula, either because they are recently emerged or because the data available to NRAC at the time it developed the current formula did not record these cost pressures;

· Explain how they are distinguished from general cost pressures; that is, they have a differential impact on their NHS Board; and

· Identify/provide evidence that supports their case and which might be used to update the NRAC formula

The responses received are summarised below.

13.1.2 Evidence from NHS Western Isles 

NHS Western Isles submitted a letter when the interviews were being arranged (i.e. before they had seen the reports of the six interviews). They tended to raise additional issues which had not been covered in the interviews. The points they raised were as follows:

Distant Islands Allowance - They noted that although they had received a contribution towards the Distant Islands Allowance, it did not cover all of their costs for paying this allowance;

Cost of meeting access targets - They noted that all of the recent changes to access times have led to stepped increases in cost. Also they noted the growing risk that mainland boards may not able to cope with the growing demand from NHS Western Isles as they have their own access targets to meet.

Contracts with mainland providers – These were a mix of block, cost per case and three year rolling contracts. This makes switching activity to achieve greater efficiency  very difficult.

Cost of construction - This was estimated to be 30-40% higher in NHS Western Isles, thus resulting in higher capital charges. 

Costs in attending mainland meetings – These were viewed as significant, and although they have invested in videoconference facilities, other stakeholders often do not have reciprocal facilities. 

Higher travel distances and costs relative to the mainland, and higher relocation costs for staff.

Western Isles Hospital’s designation as a Rural General Hospital also has cost implications in terms of the level of staffing required to deliver services.

13.1.3 Evidence from NHS Dumfries & Galloway
The issues raised by NHS Dumfries & Galloway corresponded quite closely with those covered in the interviews. The points they raised were as follows:

Agenda for Change – In common with other remote and rural boards, they have a less transient workforce and as such have higher numbers of staff getting to the top of their pay scales. They also noted that an ageing workforce was an issue with 30% due to retire in the next ten years.

Modernising Medical Careers and the European Working Time Directive – This was viewed as the largest cost pressure in the past year, having led to additional expenditure for the board and the use of very expensive locums to cover junior doctor’s roles. They also noted that the quality of locums is questionable. They added that the Audit Scotland were conducting a review of locums.

Property maintenance – They stated that that NHS Dumfries & Galloway has the highest per capita cost for estates of all mainland Boards, reflecting their dispersed geography and cottage hospital base. The number of small units also leads to high fuel and energy costs.

Travel costs - They noted that they face disproportionate costs from reimbursing patients for travel to Edinburgh and Glasgow.
Service design - They noted that they are consulting on their Clinical Services Strategy which focuses on rationalising the cottage hospital network. If they have to maintain their current configuration then this will result in excessive fixed costs. They noted that support from GPs is required to support the cottage hospital infrastructure and also for Accident & Emergency in Dumfries & Galloway Royal Infirmary and Stranraer.

Cost of dispensing prescriptions at GP pharmacies - They noted that they have a higher proportion of dispensing GPs and have to fund the cost of visiting consultants. 

13.1.4 Evidence from NHS Orkney

NHS Orkney also raised issues broadly in line with those from the interviews. The points they raised were as follows:

Agenda for Change - They concurred with the view that Agenda for Change had increased cost base for all Boards, but that it had particularly impacted upon smaller remote and rural boards. They state that ‘job size’ is not taken account of by Agenda for Chance, so that (for example) a laboratory manager in NHS Orkney is graded the same as one in NHS Greater Glasgow & Clyde despite the difference in size of boards. They also note that in smaller boards staff can have responsibility for more services, hence they receive a higher grading. They echo the points about Agenda for Change having ‘longer tails’ and the ‘incremental drift’ effect this has on remote and rural boards where turnover is lower. 

Temporary staff – They felt that NRAC was not adequately reflecting the fact that NHS Orkney have to pay higher rates and travel costs than mainland boards. They also noted that the frequency with which temporary staff are needed is higher for NHS Orkney given the number of ‘single handed practitioners’ they have and this in turn leads to higher levels of compensatory rest and annual leave. 

Cost of dispensing prescriptions at GP pharmacies - They argued that the interviews had not adequately covered the issue of the impact of dispensing practices. They noted that prescribing costs are higher in dispensing practices than for those who do not dispense.

Capital charges - They stated that capital schemes cost more in remote and rural locations and this has an impact on depreciation charges.

Fuel and energy costs - They supported NHS Highland’s views on the higher cost of fuel in remote and rural areas. In addition they noted that remote buildings are often fuelled by oil or gas, which are not covered by the national contracts for gas and electricity.

13.1.5 Evidence from other NHS Boards

The other NHS Boards – NHS Borders, NHS Fife, NHS Forth Valley, NHS Grampian, and NHS Lothian – did not submit any comments to TAGRA.

14. Cost Pressures – TAGRA’s Conclusions and Recommendations
Reference: Paper TAGRA(2010)09
14.1.1 Introduction

The interviews and written evidence from the NHS Boards revealed concerns over the following areas:

Staff Costs

· Agenda for Change

· Modernising Medical Careers 

· European Working Time Directive
· Use of temporary staff and locums

· Ageing staff
Other Costs

· Capital charges

· Property maintenance,


· Fuel and energy
Demand

Service design

Other

TAGRA’s views on each of these are discussed below.
14.1.2 General points

The aim of the interviews was to identify and evidence those unavoidable cost pressures which are not captured in the existing resource allocation formula, either because they are recently emerged or because the data available to NRAC at the time it developed the current formula did not record these cost pressures. Thus the criteria we have used in the following evaluation were to seek evidence of the following:

· Unavoidable cost pressures;
· Differential impact;
· Data to quantify differential impact;
· Data available since NRAC; and
· New sources of differential impact since NRAC. 

14.1.3 Staff Costs – Summary of Discussion
These are a potential source of unavoidable costs and have been recognised elsewhere to give rise differential impact. The formula which distributes resources to Primary Care Trusts in England contains an element which compensates for unavoidable labour cost differences: the Market forces factor (MFF). NRAC discussed and considered such an approach and decided not to recommend an MFF for Scotland.

Since NRAC undertook the analysis which informed its recommendations three major policy changes have been more fully implemented which have had a major impact on staff costs. They are:  Agenda for Change; Modernising Medical Careers; and the European Working Time Directive.

Agenda for Change was rolled out progressively from 2004. By August 2009  all NHSScotland staff were assimilated into Agenda for Change (with the exception of a small number of staff with special circumstances). Differences in the pace of implementation between boards will result in differences between boards in the rate of increase in NHS staff costs. Local factors will have determined the pace of implementation. Some of these will reflect local priorities and choices. To characterise all of the differences in NHS staffing costs over the period 2004 to 2009 as unavoidable would be inaccurate. 

There is now complete coverage of Agenda for Change but data recording full year impact are not yet available. Once they are it may be appropriate for TAGRA to revisit this issue. It may then wish to propose research to analyse and distinguish any differences in unavoidable staff costs associated with the introduction of Agenda for Change. However TAGRA judges that it would not be appropriate to undertake such analysis at this time.

Modernising Medical Careers (MMC) was implemented post NRAC. It sought to reform postgraduate medical education and training to speed the production of competent specialists. Reform comprised: a two year foundation programme; centralised selection into ‘run-through’ specialist training; the creation of fixed term specialist training appointments; and revisions to the non-consultant career grade. Respondents reported the impact as reducing the flexibility with which doctors in training could be employed to deliver front-line services and making it more difficult to recruit staff to training grades,  in remote and rural areas. Boards reported having to recruit additional staff to sustain services. 

European Working Time Directive (EWTD) was enshrined in UK law in 1998 and on 1 August 2009 it was fully applied to junior doctors - reducing the maximum hours worked from an average of 56 per week to 48.
Assessing the impact of the EWTD and MMC is likely to be a complex exercise. Both have a UK dimension and impact. An appropriate first step would be to undertake desktop research within TAGRA’s analytical support team to identify any research that has been done or which is planned to be done elsewhere. This exercise would involve early contact with the Department of Health in Westminster. Following the desktop research it might then be appropriate to explore the scope to undertake some joint work on this topic with the rest of the UK. The research would likely be a large task, potentially requiring external researchers to examine the impact. In the first instance it would therefore be appropriate to produce a note for TAGRA summarising the issues, commenting on the extent to which the issues are researchable, and proposing a way forward. 
Temporary Staff and Locums. Both EWTD and MMC were reported to have led to increased use of temporary medical and nursing staff. Some NHS Boards reported they had an impact on employment of advanced nurse practitioners and clinical support workers who were now required to undertake tasks previously carried out by medical staff. Some of these effects are discussed in the Audit Scotland report Using locum doctors in hospitals, published 17th June 2010 

Ageing Staff. At TAGRA’s request Boards were asked about any likely differential costs arising from an aging workforce. Most respondents judged this did not have a differential impact.

14.1.4 Staff Costs – Conclusions  and Recommendations

TAGRA’s conclusions and recommendations in this area are that:
· It would not be appropriate to undertake analysis of the impact of Agenda for Change at this time. This should be reviewed once data are available;
· The analytical support team to undertake desktop research to identify research completed or planned into MMC and EWTD, either within Scotland or the UK more widely.
14.1.5 Other costs – Summary of Discussion
A number of other issues emerged in the interviews. Among them were a group that TAGRA had agreed any further work should be done jointly with the review of the Scottish Allocation Formula, which provides the unavoidable excess costs adjustment for clinic based community services.
· GP out of hours services – TAGRA believes that this should continue to be funded through the NRAC formula. Any work be must be done jointly with the review of the Scottish Allocation Formula; and
· Cost of prescriptions dispensed by GP pharmacies – again, there are clearly strong links to the Scottish Allocation Formula in this area, which is concerned with GP remuneration. The reasons for higher costs in GP pharmacies is also not well understood and could be investigated further.
A number of issues were discussed which TAGRA did not propose to take forward. They are as follows.

· Capital charges – this was commented on by a number of respondents, mainly in the context of the upcoming changes. As such TAGRA agrees with the proposal to wait and see how the changes turn out before considering whether any change is needed here;
· Fuel and energy costs – in general respondents agreed that the existence of national contracts meant that this should not be an issue for the NRAC formula.
· Unpredictable demands – there was a broad consensus amongst respondents that these issues would be dealt with by separate allocations and did not need to be taken into account in the NRAC formula.

Discussion within TAGRA revealed no consensus to take the above forward.
Finally the following were also noted in the interviews

· The impact of the sea;
· Higher travel costs in NHS Highland;
· UNPACS service in NHS Highland – high number of tourists;
· Accident & Emergency costs for patients from other Boards;
· Circumstances faced by NHS Greater Glasgow & Clyde, which combine deprivation, violence, ethnicity and immigration, and drug and alcohol abuse;
· Serviced for mentally disordered offenders; and
· Costs of distinction awards for medical staff in teaching boards

14.1.6 Other Costs – Conclusions and Recommendations

The other issues discussed above fell into two groups. The first group comprised issues where there was currently not an evidence base to support a change to the NRAC formula, but where future research, either by TAGRA or through by other work areas such as the SAF, could provide such an evidence base. In this category were: GP out of hours services and the costs of prescriptions dispensed at GP practices.
TAGRA concluded that the other issues listed above, while potentially of relevance to the NRAC formula, did not at satisfy the criteria of this research – principally, whether they could be regarded as having arisen ‘post’ NRAC’s work and/or the availability of sufficient evidence to inform the NRAC formula. TAGRA recommends that these issues are actively reviewed from time-to-time, and considered as part of its broader programme of work.
14.1.7 Service Design – Summary of Discussion 

The major part of the NRAC formula aims to provide an objective assessment of needs for healthcare – measuring health status of population, independent of their behaviour. It is the responsibility of NHS Boards to decide how to spend their resources – boards might well trade off more local delivery against more centralized structures, which would have implications of cost through, for example, differing economies of scale. The NRAC formula makes no judgement about how boards should best deliver services to meet assessed need. Note that the research reported and evaluated here is concerned with the unavoidable excess costs element of the formula.

Where service design is externally imposed – that is, where it is outside the control of the NHS Board – it could lead to additional unavoidable costs, which might be costs of maintaining the capital stock. Care must be taken to distinguish between such events and configurations which reflect NHS Boards’ responses to the desires of the population for local delivery.

Interviews revealed concern on the part of some NHS Boards over unavoidable excess costs argued to result from the existence of Rural General Hospitals (RGHs) in their areas. The argument was made that these NHS Boards have to fully staff them in a manner they would not otherwise choose to do, and that this has resulted in unavoidable costs. The distribution of RGHs has a differential impact, increasing the costs of a subset of boards.
The uniqueness of this situation is difficult to judge. Each NHS Board will have its own estate and facilities which have developed from various historic and policy reasons. Before any firm conclusions could be drawn it would need to be established that RGHs were a sufficiently distinct and externally imposed configuration to justify differential treatment. TAGRA recognised that differences in service design had arisen for historical and policy reasons and might lead to differences in costs of service provision. However at this stage without the necessary evidence it was not yet convinced that RGHs were the only source of such differences and hence that they would merit special treatment as a source of unavoidable cost differences. 

Some NHS Boards commented that Keep Well, by aiming to increase the usage of services, would increase the costs of delivering health services Boards. Keep Well is designed to reduce ‘unmet’ need. Unmet need was examined by NRAC. This is recognised to be an issue for the needs element of the NRAC formula and is therefore falls outwith the scope of this piece of work, which concentrates solely on the unavoidable excess costs element of the NRAC formula; TAGRA will address this issue through other areas of its work as appropriate.
One approach to resolving the above would be for the analytical support team to examine further the relationship between the Costs Book data and different configurations of  service design and delivery. This could be done in conjunction with individual boards to better understand the reasons behind the different costs

14.1.8 Service Design - Conclusions and Recommendations

· It is important to remember that the NRAC formula is not about ‘cost reimbursement’, but rather about allocating resources fairly according to need.

· TAGRA concluded that whilst each NHS Board had unique circumstances governing their service design and delivery, the case had not been conclusively made that these differences were both unavoidable and the source of quantifiable differential impacts that could be taken into account in the NRAC formula

· The analytical support team should examine further the relationship between the cost data and differences in service design and delivery, working with individual boards to better understand the reasons behind their different costs.

15. Overall Conclusions and Recommendations

15.1.1 Relative impact of the formula in the different geographies of Scotland

Analysis of three years of unavoidable excess costs data by urban-rural category and care programme demonstrated that the adjustment within the NRAC formula  was stable over time. TAGRA was re-assured by the overall stability shown in this analysis.
An issue of concern was the use of national weights for different care programmes, and specifically that it may disadvantage those NHS Boards with greater expenditure on community services. TAGRA noted that there were differences in the patterns of spending between NHS Boards, which may in part reflect data quality issues at the NHS Board level. The use of national weights was accepted as being a standard methodological approach as used in the Arbuthnott Formula, and at the national level the weights appeared stable. TAGRA accepted that methodologically it would be difficult to use Boards’ own expenditure as care programme weights, although they added that such expenditure analysis could be useful for Boards to help with planning. 
TAGRA acknowledged that this analysis showed that cost changes had a limited impact on the stability of the NHS Board and urban-rural category level target shares for the scenarios that were selected; although some results were surprising. Overall TAGRA was reassured by the small scale of the changes and they agreed that this reaffirmed the robustness of the formula. As such they concluded that no further analysis was required.

15.1.2 Results of interview with NHS Boards

The issues raised by the NHS Boards have been placed into three broad groups:

· Staff costs;

· Service design; and

· Other issues.

On the issue of staff costs, TAGRA judged that it would not be appropriate to undertake analysis of the impact of Agenda for Change at this time. This should be reviewed once data are available. However, it is proposed that desktop research be undertaken to identify research completed with regard to medical staff and specifically Modernising Medical Careers and the European Working Time Directive, either within Scotland or the UK more widely.

On the issue of service design, TAGRA emphasised that it was important to remember that the NRAC formula is not about ‘cost reimbursement’, but rather about allocating resources fairly according to need. TAGRA concluded that whilst each Board had unique circumstances governing their service design and delivery, the case had not been conclusively made that these differences were both unavoidable and the source of quantifiable differential impacts that could be taken into account in the NRAC formula. A potential area of future work would therefore be to examine further the relationship between the cost data and differences in service design and delivery, working with individual NHS Boards to better understand the reasons behind their different costs.

15.1.3 Conclusions and recommendations for future research

TAGRA has concluded that although in general the current treatment of remote and rural areas in the NRAC formula is appropriate, there is at least one area where the formula could be improved. This leads to our first recommendation.

Recommendation 1:

The treatment of GP out of hours services in the NRAC formula should be reviewed. At the time of the NRAC Report, a nationally consistent set of cost data for these services was not available and it was not possible to provide an explicit adjustment for these services in the NRAC formula. Recent improvements in reporting of these costs in the Scottish Health Service Costs book means that there is the opportunity to revisit this area.

In addition to this, there are areas where there may be scope to develop the formula in the future, particularly if new evidence becomes available. These are reflected in our remaining recommendations.

Recommendation 2:
The possibility for an adjustment relating to the Cost of Dispensing at GP Pharmacies should be explored. This should initially focus on understanding why dispensing costs are felt to be higher at GP pharmacies, and the degree to which any such higher costs are unavoidable.
Recommendation 3:
The  impact of centrally agreed service restrictions such as, for staff, the European Working Time Directive and Modernising Medical Careers, and, for service design, Rural General Hospitals, should be reviewed. 

Recommendation 4:

The availability of data relating staff changes caused by Agenda for Change should be kept under review, with the potential to undertake research jointly with other UK health departments.

Outside of these areas, TAGRA has concluded that a fair allowance for the cost of providing services in remote and rural areas is made through the existing adjustment for unavoidable excess costs of supply. The methodology used is considered appropriate and robust, and this approach to the funding for services in remote and rural areas should therefore continue to be used in the future.

Subject to the approval of the Cabinet Secretary for Health and Wellbeing, TAGRA will consider these items when setting its priorities for future work in 2011/12. The work plan for 2011/12 will be decided at its next meeting in November.

16. ANNEXES

ANNEX A – Explanation of Focus on Remote and Rural Areas


16.1.1 Background

NRAC’s Final Report estimated that the move from the Arbuthnott Formula to the NRAC formula would redistribute £81 million out of a total budget (for 2007/08) of approximately £7bn. Although this is a relatively small proportion of the overall budget, the implications for individual NHS Boards would potentially be significant.

Interest focussed on remote and rural areas because the revised formula, as illustrated in NRAC’s Final Report (Chapter 7), had the effect of reducing the target shares for NHS Ayrshire & Arran, NHS Borders, NHS Fife, NHS Highland, NHS Tayside, NHS Western Isles, NHS Dumfries & Galloway and NHS Shetland. At the same time, the new formula had the effect of increasing the target shares for NHS Greater Glasgow & Clyde, NHS Lanarkshire, NHS Grampian, NHS Orkney, NHS Lothian and NHS Forth Valley. This should not be regarded as a purely urban/rural split as all NHS Boards (bar the wholly island NHS Boards) contain a mixture of urban and rural areas. They also contain a mixture of accessible and remote areas. 

When considering how we assess the impact of the NRAC on remote and rural areas it is worth looking at how the NRAC Final Report characterised the NHS Boards. The hospital services element of the unavoidable excess costs adjustment used an urban-rural category based on the Scottish Government Urban-Rural Classification (see ANNEX D – Glossary and ANNEX E – Urban Rural Classification used in the NRAC Formula) to determine the proportion of the population of each NHS Board that lived in urban/accessible and remote/rural areas.

The following table shows a breakdown of NHS Boards’ populations based on urban‑rural category including the total percentage living in remote/rural areas within each Board (i.e. the proportion of the population living in categories 4 to 10). As can be seen there is a large difference between NHS Boards, from 3% in these categories (NHS Greater Glasgow & Clyde) to 100% in the island boards. NHS Greater Glasgow & Clyde, NHS Lothian, NHS Lanarkshire, NHS Forth Valley, NHS Fife, NHS Ayrshire & Arran and NHS Tayside are all below or around the Scottish average in terms of the percentage of their population living in remote and rural areas. Therefore the remaining NHS Boards can be considered as remote and rural (NHS Highland, NHS Grampian, NHS Dumfries & Galloway, NHS Borders, NHS Shetland, NHS Western Isles and NHS Orkney). 

Table A.1 - Percentages of each NHS Board's resident population in each urban‑rural category as at 2005

	NHS Board
	Urban-rural categories *
	Remote/Rural (4-10)
	All

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	
	

	Ayrshire & Arran
	-
	58%
	19%
	3%
	-
	-
	17%
	2%
	-
	1%
	23%
	100%

	Borders
	-
	26%
	19%
	5%
	-
	-
	41%
	9%
	-
	-
	55%
	100%

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

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

	Highland
	-
	20%
	7%
	7%
	12%
	2%
	13%
	9%
	26%
	3%
	72%
	100%

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

	Grampian
	35%
	11%
	15%
	4%
	-
	-
	25%
	9%
	1%
	-
	39%
	100%

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

	Lothian
	58%
	21%
	10%
	2%
	-
	-
	8%
	1%
	-
	-
	11%
	100%

	Tayside
	38%
	26%
	11%
	-
	-
	-
	21%
	4%
	0%
	-
	25%
	100%

	Forth Valley
	-
	70%
	10%
	-
	-
	-
	18%
	1%
	0%
	-
	19%
	100%

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

	Dumfries & Galloway
	-
	28%
	18%
	5%
	-
	-
	28%
	21%
	-
	-
	53%
	100%

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

	Scotland
	38%
	29%
	10%
	2%
	1%
	1%
	14%
	3%
	2%
	1%
	24%
	100%


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

Source: Updated version of Table 7.3, NRAC Technical Report E.

* Key to categories

	1 = Primary cities
	6   = Island very remote small towns

	2 = Urban settlements
	7   = Accessible rural areas

	3 = Accessible small towns
	8   = Remote rural areas

	4 = Remote small towns
	9   = Mainland very remote rural areas

	5 = Mainland very remote small towns
	10 = Island very remote rural areas


16.1.2 Explanation of the unavoidable excess costs adjustment 

It is worth clarifying the role of the NRAC formula. The NRAC formula seeks to share out funding for hospital and community health services and GP prescribing between the 14 territorial NHS Boards according to the health needs of their population (adjusted for unavoidable excess costs). It does not set the total health budget, nor does it dictate to NHS Boards how (or where) they should spend their funds.

The unavoidable excess costs index seeks to take account of the costs of supplying health services in different geographical areas and gives greater weights to remote and rural areas where hospitals and clinics serve smaller populations and where dispersed populations mean greater travelling distances for staff. 

There are four components of the unavoidable excess cost factor: hospital services, community travel based services, community clinic based services and GP prescribing.

Table A.2 - The components of the unavoidable excess cost factor

	Service
	How the adjustment works

	Hospital
	The ratio of local costs (i.e. activity costed at hospital-specific specialty costs) relative to the costs for the same activity at national average costs.  These cost ratios are calculated for each urban-rural category (urban-rural category) and applied to data zones according to its urban-rural category i.e. all data zones with the same urban-rural category have the same unavoidable excess costs hospital adjustment applied.

	Community – travel‑based services
	Based on a simulation of the additional travel associated with the delivery of services by nurses, midwives and allied health professionals in NHSScotland.  The model is based on census output areas and focuses on the average time required for patient contacts in different areas.  It requires assumptions about contact duration, travel times, the proportion of visits in patients’ homes and the time required to visit islands.

	Community – clinic‑based services
	The SAF
 remoteness index was used as a proxy

	GP prescribing
	No unavoidable excess costs adjustment



Once the individual hospital and community adjustments are calculated for a data zone they are combined to produce the overall unavoidable excess costs adjustment for that data zone for hospital and community health services.  Expenditure on each care programme is used to weight the different components.
ANNEX B – How Does the Urban-Rural Category Influence the NRAC Formula

16.1.3 Background

The unavoidable excess costs adjustment in the NRAC formula includes three elements that reflect the different hospital and community health services. There are separate models for hospital services, community travel-based services and community clinic-based services
. The urban-rural category has been used in both the hospital and community travel services models.
The following tables and text demonstrate how urban-rural category has influenced these models. The text and tables are drawn from NRAC’s Final Report and as such relate to 2007/08. They are shown here purely or illustrative purposes. 
16.1.4 Hospital services adjustment

(extract from NRAC Final Report, section 6.4)
“HERU began by attempting to replicate the current Arbuthnott adjustment. They examined NHS Board level expenditure data for 1998/99 to 2004/05 alongside updated LA level road kilometres per 1,000 people. They found that the relationship between this remoteness indicator and costs was highly inconsistent and unstable. This lack of robustness led them to examine a more refined method of estimating the relationship between costs and remoteness.

HERU sought to create a new hospital services adjustment by evaluating the relationship between patients’ use of services and hospital expenditure in each data zone in Scotland. They used a cost ratio to analyse the variation in local costs relative to the costs for the same service at national average unit costs. This ensures that it was the unavoidable excess costs of supplying services locally that were identified and that the needs and supply adjustments of the formula do not overlap.

Cost ratios were analysed for five hospital services: acute; maternity; mental health & learning difficulties; care of the elderly; and outpatient services (across all specialities). They also examined how indicators of case-complexity and the characteristics of the health facilities varied depending on the urban-rural category of patients’ areas of residence. To take account of issues raised by NHS Boards, the standard urban-rural category classification of rurality was expanded to add in two separate categories for island towns and island rural areas.

The results showed that costs for maternity, mental health and care of the elderly are clearly higher than the national average for residents in more rural and remote categories. There is little evidence of higher costs for acute care, except in the most remote areas. The researchers demonstrated that this is because most of the additional costs for remote and rural areas are reflected in a lower proportion of day cases, longer lengths of stay and a more expensive speciality mix and these costs are already reflected within the needs element of the formula.

These results are summarised in the following table, which shows that overall the islands and the very remote mainland areas have the highest costs, with little difference among the other categories. Costs of providing hospital services to island residents were found to be approximately 15% higher than the national average.

Table B.1 - Ratios of local to national average costs by hospital service

	Category of residence
	Acute
	Care of the elderly
	Mental health & learning difficulties
	Maternity
	Out-patients
	Total

	Primary cities
	1.014
	0.954
	0.947
	0.948
	1.032
	0.999

	Urban settlements
	0.990
	0.922
	1.016
	1.013
	0.989
	0.990

	Small towns:
	 
	 
	 
	 
	 
	 

	 - Accessible 
	0.987
	1.080
	1.053
	0.990
	0.954
	0.998

	 - Remote
	0.986
	1.342
	1.113
	0.918
	0.915
	1.015

	 - Very remote:
	 
	 
	 
	 
	 
	 

	Mainland
	0.993
	1.052
	1.120
	1.289
	1.014
	1.031

	Island
	1.043
	1.177
	1.421
	1.541
	1.136
	1.138

	Rural areas:
	 
	 
	 
	 
	 
	 

	 - Accessible 
	0.982
	1.068
	1.022
	1.032
	0.960
	0.993

	 - Remote
	0.978
	1.305
	1.115
	1.014
	0.906
	1.012

	 - Very remote:
	 
	 
	 
	 
	 
	 

	Mainland
	0.983
	1.119
	1.092
	1.073
	0.939
	1.006

	Island
	1.097
	1.207
	1.367
	1.447
	1.165
	1.166

	Scotland
	1.000
	1.000
	1.000
	1.000
	1.000
	1.000


Source: Updated version of  Table 9.34, NRAC Technical Report E.

The results of this work were generally as expected, although they also produced an unexpected finding in that costs appear also to be above the national average in acute and outpatients for primary cities. Thus, the proposed adjustment was not solely a remoteness adjustment as in the current Arbuthnott Formula, but an adjustment for all unavoidable causes of excess costs. 

HERU recommended that the existing remoteness adjustment should be replaced by this more refined method that takes account of higher unit costs wherever they occur. This adjustment would reflect increased costs for populations living on islands, whose costs are increased by 14% (small towns) and 17% (rural areas), and in mainland very remote small towns, whose costs are increased by 3%.”

16.1.5 Community travel-based services
For community travel-based services HERU sought to update the original work done by NERA
 for the Arbuthnott formula. The adjustment created by NERA was based on a simulation of the additional travel associated with the delivery of services by district nurses and health visitors in rural areas. The simulation of travel times was based on straight-line distances and Local Authority level measures of population dispersion. Community nurses are assigned to some ‘rural’ postcode sectors regardless of the level of expected demand.

HERU developed this model to focus on the average time required for patient contacts in different areas. HERU assumed that healthcare professionals are based in settlements and must travel to patients’ homes. Thus, the model made assumptions about contact duration, travel times, the proportion of visits in patients’ homes and the time required to visit islands. Settlement size was used to determine what services would be located in an area.

(extract from NRAC Final Report, section 6.4):
“The following Table gives a summary of the likely effect of such a model. It shows that all areas benefit other than primary cities, urban settlements and accessible small towns with the most substantial adjustments in the very remote rural areas. 

Table B.2 - Simulated cost indices by category of residence for travel based community health services
	Category of residence
	Index

	Primary cities
	0.963

	Urban settlements
	0.963

	Small towns – accessible
	0.986

	Small towns – remote
	1.065

	Small towns – very remote – mainland
	1.267

	Small towns – very remote – island
	1.277

	Rural areas – accessible
	1.012

	Rural areas – remote
	1.124

	Rural areas – very remote – mainland
	1.534

	Rural areas – very remote – island
	1.577

	Scottish Average
	1.000


Source: Table 8.15, NRAC Technical Report E.

HERU recommended that the existing remoteness adjustment for travel related services should be revised using the updated simulation model. However, it was noted that the model is based only on activity for district nurses and health visitors, which accounts for less than a quarter of community services expenditure. The researchers indicated that values for the key parameters were based on crude assumptions and the model could be refined if in future data on the activity of other staff working in community services and patterns of care became available.” 
Subsequently, this model was refined by NRAC with the assumptions tested via a survey of the Nursing, Midwifery and Allied Health Professions e-health leads. 
16.1.6 Conclusion
The two tables shown above illustrate the range of indices between urban and rural areas. It is clear from both examples that it is the very remote and very rural areas that see the highest indices. This indicates that HERU’s analysis concluded that it is these areas which incur the highest unavoidable excess costs in delivering
ANNEX C – List of Abbreviations

A & E
Accident and Emergency

AfC
Agenda for Change (see Glossary)

EWTD
European Working Time Directive

GP
General Practitioner

HCHS
Hospital and community health services (see Glossary)

HERU
Health Economics Research Unit, University of Aberdeen

NHS
National Health Service

NHSScotland
National Health Service for Scotland

NRAC
National Resource Allocation Committee

LA
Local Authority

MFF
Market forces factor

MLC
Morbidity and life circumstances (see Glossary)

MMC
Modernising Medical Careers (see Glossary)

MSP
Member of the Scottish Parliament

OOH
Out of hours services (see Glossary) 

RGH
Rural General Hospital

SAF
Scottish Allocation Formula (see Glossary)

TAGRA
Technical Advisory Group on Resource Allocation

UNPACS
Unplanned Activities (see Glossary)

ANNEX D – Glossary

Additional needs due to morbidity and life circumstances – This is the adjustment to an NHS Board’s population to reflect the additional needs of its population over and above that which can be explained by factors relating to age or sex.


Age-sex adjustment – This is the adjustment to an NHS Boards’ population to reflect its relative need due to the age and sex of its population. For example, an NHS Board with a relatively older population will require more healthcare resources than one with a relatively younger population, all other things being equal.

Agenda for Change – This is the pay agreement used throughout the NHS. Introduced in 2004, it covers all directly employed NHS staff with the exception of doctors, dentists, and some very senior managers.

Arbuthnott formula – The Arbuthnott formula was the predecessor to the NRAC formula. It was introduced in 2000 following the National Review of Resource Allocation, chaired by Sir John Arbuthnott.

Costs Book – The Costs Book, formally known as Scottish Health Service Costs, is the only source of published costs information for NHSScotland and as such represents the primary source of costs data used in the NRAC formula.

Distant Islands Allowance – This is a common allowance paid across the public services to compensate for the cost of travel to and from the mainland.  In NHSScotland, it is paid to directly employed health service staff in NHS Orkney, NHS Shetland, NHS Western Isles, and NHS Highland (for Tiree, Jura and Islay).  Rates vary dependent upon whether the member of staff is married/ a civil partner or is single, and are uplifted each year to account for cost of living.    
Health and Sport Committee – The Health and Sport Committee is a committee of the Scottish Parliament whose remit is to consider and report on (a) health policy and the NHS in Scotland and other matters falling within the responsibility of the Cabinet Secretary for Health and Wellbeing and (b) matters relating to sport falling within the responsibility of the Minister for Public Health and Sport. 
Hospital and community health services – This is the collective term in the NRAC formula to describe services which are provided either in the hospital setting, in a community clinic, or at home by community staff. 

Island Boards – The term Island Boards is used in this report to refer to the three NHS Boards which are completely island-based: NHS Orkney, NHS Shetland, and NHS Western Isles. These are not the only boards where some of the population is based on islands, however. NHS Ayrshire & Arran and NHS Highland also have islands within their boundaries.
Modernising Medical Careers – Modernising Medical Careers is the graduate recruitment programme in the NHS. It was introduced in 2007 with the aim of reforming and improving postgraduate medical education and training.

Morbidity and life circumstances – See Additional needs due to morbidity and life circumstances
NHS Boards – This refers to the 14 territorial NHS Boards in Scotland. 
Out of hours services – These are healthcare services delivered in the community outside normal GP operating hours.

Primary Care Trusts – These bodies deliver primary and community services as part of the NHS in England.

Rural General Hospitals – These are hospitals which provide medical services to remote and rural areas of Scotland. Included are:

5. Balfour Hospital, Kirkwall, NHS Orkney;

6. Belford Hospital, Fort William, NHS Highland;

7. Caithness General Hospital, Wick, NHS Highland;

8. Gilbert Bain Hospital, Lerwick, NHS Shetland;

9. Mackinnon Memorial Hospital, Broadford, NHS Highland; and

10. Western Isles Hospital, Stornoway, NHS Western Isles.

Scottish allocation formula – This formula is used to allocate resources to GP practices. As with the NRAC formula, it is a weighted capitation formula. The formula is based on GP practice populations, adjusted for: age-sex, socio‑economic circumstances, and remoteness and rurality.

Scottish Government Urban Rural Classification – See Urban Rural Classification
Unavoidable excess costs adjustment – This is the adjustment to an NHS Board’s population, after it has been weighted for age-sex and MLC factors, to reflect unavoidable differences in costs faced by NHS Boards due to the geographical areas they are providing services in.
Unplanned activities – These occur when healthcare is provided to a patient not covered by an NHS Service Agreement. An example of this would be an NHS Board providing healthcare to a tourist from outside of the UK.
Urban Rural Classification – The NRAC formula uses ten different urban-rural classifications. These are derived from an expanded version of the 8‑fold Scottish Government Urban Rural Classification, which is based on settlement size and drive time. Full details are available at:


http://www.scotland.gov.uk/Publications/2008/07/29152642/0. 


The 8‑fold measure is expanded to distinguish between mainland and islands in very remote areas. The ten categories are shown below:

	11. Primary cities
	12. Urban settlements

	13. Accessible small towns
	14. Accessible rural areas

	15. Remote small towns
	16. Remote rural areas

	Very remote small towns (standard category expanded to:)
	Very remote rural areas (standard category expanded to:)

	17. Mainland very remote small towns
	18. Mainland very remote rural areas

	19. Island very remote small towns
	20. Island very remote rural areas


A map of the different categories is shown in Annex E.
ANNEX E – Urban Rural Classification used in the NRAC Formula
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ANNEX F – Graphs Showing the Impact of Inflation on NHS Boards’ Target Shares

Acute Costs
NHS Greater Glasgow  Clyde
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Figure F.1 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs - Glasgow 2% increase

Figure F.2 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs - Glasgow 10% increase
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Figure F.3 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Glasgow 2% increase
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Figure F.4 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Glasgow 10% increase
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NHS Highland
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Figure F.5 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs – Highland 2% increase
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Figure F.6 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs – Highland 10% increase

Figure F.7 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Highland 2% increase
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Figure F.8 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Highland 10% increase
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NHS Western Isles
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Figure F.9 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs – Western Isles 2% increase
Figure F.10 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Acute costs – Western Isles 10% increase
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Figure F.11 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Western Isles 2% increase
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Figure F.12 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Acute costs – Western Isles 10% increase
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Figure F.13 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Glasgow 2% increase
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Figure F.14 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Glasgow 10% increase

Figure F.15 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Glasgow 2% increase
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Figure F.16 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Glasgow 10% increase
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Figure F.17 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Highland 2% increase
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Figure F.18 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Highland 10% increase

Figure F.19 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Highland 2% increase
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Figure F.20 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Highland 10% increase
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NHS Western Isles
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Figure F.21 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Western Isles 2% increase
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Figure F.22 - 2009/10 Resource allocation target shares by NHS Board; original and inflated Mental Health costs – Western Isles 10% increase
Figure F.23 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Western Isles 2% increase
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Figure F.24 - 2009/10 Resource allocation target shares by SEURC category; original and inflated Mental Health costs – Western Isles 10% increase
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ANNEX G – Graphs Showing the Differences in Care Programme Expenditure Weights Between the NHS Boards

This Annex shows graphically the results reported in Table ‎4.1. Note that the results are displayed in terms of Costs Book years, rather than NRAC formula years. NRAC formula years 2007/08, 2008/09, and 2009/10 refer to Costs Book years 2005, 2006, and 2007 respectively.
Chart G.1 - Scotland, Care programme expenditure weights (relative to year 2005 = 0)
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Chart G.2 - Acute expenditure weights by NHS Board and Scotland – comparison between 2005, 2006 and 2007 figures
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Chart G.3 - Care of the elderly expenditure weights by NHS Board and Scotland – comparison between 2005, 2006 and 2007 figures
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Chart G.4 - Mental health and Learning difficulties expenditure weights by NHS Board and Scotland – comparison between 2005, 2006 and 2007 figures
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Chart G.5 - Maternity expenditure weights by NHS Board and Scotland – comparison between 2005, 2006 and 2007 figures
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Chart G.6 - Community expenditure weights by NHS Board and Scotland – comparison between 2005, 2006 and 2007 figures
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ANNEX H – Schematic Diagram of the NRAC formula
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HOW THE FORMULA CALCULATES NHS BOARD TARGET SHARES:
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*Weighted population caleulation ensures that the Total population for Scotland remains constant for all components of the formula.



 
Chart � STYLEREF 2 \s �‎4�.� SEQ Chart \* ARABIC \s 2 �1� - Scotland-level care programme expenditure weights for NRAC formula years 2007/08, 2008/09, and 2009/10








COMPONENTS OF FORMULA:








Costs per birth





Twenty age bands giving 40 National age-sex costs per head for all


(except maternity)








NRAC FORMULA 2010/11
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SAF remote & rural index





Nine age bands giving 18 National age-sex costs per head


Sample of 1,000 prescriptions per month
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Excess Costs





6 diagnostic groups


Standardised <=75 mortality rate and 
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i.e. same needs indicators as the HCHS Acute and COTE care programmes





COTE = Care of the Elderly


DG = Diagnostic Group


LLTI = Limiting Long Term Illness


MH & LD = Mental Health & Learning Difficulties


SAF = Scottish Allocation Formula


SDA = Severe Disablement Allowance








� The Arbuthnott formula had been in use since 2000


� Available at � HYPERLINK "http://www.nrac.scot.nhs.uk/research.htm" ��http://www.nrac.scot.nhs.uk/research.htm�


� For 2008/09 and 2009/10 calculations, the outpatients care programme is split between acute and mental health & learning difficulties, while it is shown separately as care programme under 2007/08 calculations. Therefore the acute and mental health & learning difficulties unavoidable excess costs indices for 2008/09 & 2009/10 are not comparable to the 2007/08 indices.





� See footnote to � REF _Ref264542117 \h ��Chart ‎3.3� above.


� All indices shown within the flowchart are comparable to a Scotland index of 1.00


� The Northern Ireland Regional Capitation Formula now uses planned national expenditure weights. See A Summary of the Fifth Report from the Capitation Formula Review Group, May 2008 (paragraph 2.23) at � HYPERLINK "http://www.dhsspsni.gov.uk" ��www.dhsspsni.gov.uk� for further details.


� Scottish Allocation Formula  - the Scottish General Medical Services formula 


� Prescriptions are reimbursed at national fixed prices


� There is no unavoidable excess costs adjustment for GP prescribing as these costs are assumed to be uniform across the country.


� National Economic Research Associates – an economic consultancy firm.
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