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BACKGROUND

1. At the previous meeting of TAGRA on 31st August 2010, TAGRA discussed paper TAGRA(2010)19, which set out the possibility of moving to either a two or three year cycle. TAGRA expressed a preference for the two year option and asked for more detail on how this might operate in practice. This paper addresses this question.

2. For completeness, the analysis showing the differences between the two year cycle and the current approach has been reproduced in Annex A.
SUMMARY

3. It is proposed to run the formula once every two years. Any updates made to the formula in the ‘off’ year will not be incorporated into target allocations until the formula is run again. This approach is summarized below.

	Date
	Action

	Summer/Autumn 2010
	Run NRAC formula

	March 2011
	Publish target shares for financial years 2011/12 and 2012/13

	Spring 2011 to Summer 2012
	Review and update formula in accordance with TAGRA’s work plan

	Summer/Autumn 2012
	Incorporate formula updates and run NRAC formula

	Winter 2012/13
	Publish target shares for financial years 2013/14 and 2014/15


4. This approach avoids duplication of effort in the ‘off’ year, and maximizes the potential resources available to update the formula. Producing two years of target shares at once would also improve planning, and is preferred by Heath Finance Directorate.

MAIN CORE CRITERIA AFFECTED

5. The key impacts are expected to be against Equity, Relevance, and Responsiveness. These are listed below, along with reasons for why the other criteria might not be expected to be affected.

6. Equity – The change will potentially affect the equity of the formula in three ways. Firstly, by moving away from annual updates to the formula the accuracy of the population measure may be reduced. The scale of this impact is difficult to establish: the formula currently uses population projections which themselves are not wholly accurate, and the supporting analysis (see below) suggests that there is little difference between the options. Secondly, the age-sex cost curves would become either two or three years out of date. The impact of this is again small, and it has less of an impact than changing the population measure. Finally, by devoting more resources to the updating and improving of the formula, the change has the potential to improve the accuracy of other elements of the formula, such as the adjustment for morbidity and life circumstances or unavoidable excess costs.

7. Relevance – The change has the potential to improve the relevance of the formula by devoting more resources to the updating and refining of the current adjustments made within the formula.

8. Responsiveness – The responsiveness of the formula may decrease slightly as a result of this change, although this effect is expected to be small. This is because:

· The MLC element of the formula is currently not updated annually;

· It would not be expected that there would be significant changes to the relative costs of treatment by age or sex, or in different geographical areas; and

· Ultimately, changes to the target shares tend to be driven by changes to population, and the most up to date population projections will continue to be used.

9. Practicality – This change should not affect the practicality of the formula, as no change to the data sources is proposed.
10. Transparency – The transparency of the formula should be unaffected by this change, as the methodology of calculating target shares will remain fundamentally unchanged.
11. Objectivity – The objectivity of the formula should be unaffected by this change, as the formula will continue to be driven by the available evidence.
12. Avoiding perverse incentives – The changes should not increase the scope for perverse incentives, as the data used will remain unchanged.
13. Stability – The stability of the data used in the formula should be unaffected by this change, as there is no change to the input data or how it is collected proposed.
14. Face validity – Given the small changes to the data used in the formula calculations, and the potential to carry out more regular updates to the formula as a result of the changes, the face validity of the formula should be unaffected.
PRACTICAL CONSIDERATIONS – ACTUAL ALLOCATIONS
15. Ideally, the decision to move to publishing target shares two years in advance would be accompanied by a move to publishing budgets two years in advance as well. This is unlikely to happen for a number of reasons:

· Currently, Scottish budgets are set for three year periods through the Strategic Spending Review. Therefore, if budgets were to be set for two years there would be uncertainty where the budgets went beyond the three year Strategic Spending Review period;

· The total NHS Board budget is subject to slight revisions on an annual basis as a result of the annual budget process in Parliament.

· Changes of administration/government priorities within the two year period. The risk of this is slight as the two year period would be aligned with the Scottish Parliament election cycle; however, the incumbent administration may change funding to reflect changes to its priorities.
16. Despite this, AST would recommend that the target shares be published two years in advance. This is because:

· Publishing all the target shares once they are calculated will add to the transparency of the operation and make it clearer that the two years’ worth of target shares are based on the same data;

· The target shares for the second year could be used to inform the allocations for the first year. For example, if the target shares show an increase for a board’s target share in the first year but a decrease in its target share in the second year, this could be recognized in the first year allocations to smooth the progress to target; and
· If NHS Boards see their target shares for the second year, they will be able to make a judgement themselves as to how their budgets will change in the future; 

RECOMMENDATION

17. The rationale for moving to a two year formula update is to free up resources to review and update the formula. The proposed approach delivers this objective with little negative impact as measured against the TAGRA core  criteria. AST therefore recommend that this option be taken forward.
18. TAGRA is asked to discuss the options and choose its preferred way forward.
Health Finance Directorate
November 2010
ANNEX A – SUMMARY OF THE TWO YEAR OPTION
1. The differences between the two year approach and the current approach are explored in more detail in this section. The table below shows the percentage difference in the adjusted population for each NHS Board at the different stages of the calculations. 
Table A.1 - Percentage difference between the option 2 formula shares and the current approach

	NHS Board
	Percentage change to overall share
	Percentage point change to overall share

	Ayrshire & Arran
	0.17%
	0.01%

	Borders
	0.51%
	0.01%

	Fife
	0.21%
	0.01%

	Greater Glasgow & Clyde
	0.11%
	0.03%

	Highland
	0.30%
	0.02%

	Lanarkshire
	0.03%
	0.00%

	Grampian
	0.24%
	0.02%

	Orkney
	0.47%
	0.00%

	Lothian
	0.35%
	0.05%

	Tayside
	0.29%
	0.02%

	Forth Valley
	0.14%
	0.01%

	Western Isles
	0.47%
	0.00%

	Dumfries & Galloway
	0.52%
	0.02%

	Shetland
	1.46%
	0.01%

	Unweighted average
	0.38%
	0.02%


2. The table below shows how frequently the different elements of the formula are updated under the current approach and alternative options. Under the two year option, it would obviously not be possible to update the MLC index every three years.
Table A.2 – Frequency of updating data under the different options
	Option
	Population projection
	Mid-year estimate
	Age-sex weights
	MLC index
	Excess cost weights

	1: Current approach
	Two years
	Annual
	Annual
	Three years
	Annual

	2: Two year cycle
	Two years
	Two years
	Two years
	Two/Four years
	Two years


3. The changes to the frequency of updating elements of the formula affects the data sources used to calculate the target shares under the different options. The data that would have been used to calculate the 2010/11 target shares is shown in the table below. The figures relating to the population projections are the years they were published; in both options, a board’s projected population in 2010 has been used to calculate its target share.

Table A.3 - Data used in calculating the 2010-11 target shares of the different options
	Option
	Population projection
	Mid-year estimate
	Age-sex costs
	MLC index
	Excess cost weights

	1: Current approach
	2006
	2008
	2007/08
	NRAC
	2007/08

	2: Two year cycle
	2006
	2007
	2006/07
	NRAC
	2006/07
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