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1.0 Background

The formula for the allocation of Health Basket Fund has been US$ 0.5 per capita and each council was getting its share according to the size of the population. The allocation of basket funds has generally been transparent and clear to districts, but there has been a growing concern that this way of allocating resources ignores important variables. Therefore MoH and basket partners started to plan for a new formula. 

At the same time the Government of Tanzania had envisaged the need to devise a mechanism for allocation of local government grants in an objective and transparent fashion. 

In September 2002 a team from Georgia State University (GSU) was commissioned to develop a system of intergovernmental grants in Tanzania, with an emphasis on recurrent allocations. The team came up with various possible sectoral allocation formulas for health. One formula was based on a formula originally proposed by MoH
.  

In determining the exact formula the following principles was considered; to enhance equity and fairness, to ensure stability, the formula should be simple and transparent, to focus on service delivery and to avoid sudden large changes.

Furthermore in depth analysis including advanced statistical analysis was done by the consultants from Georgia State University. 
Under the new approach the health governmental grant for each LGA as well as basket funds will be determined by an allocation formula.
After consultations with MoH, LGRP, GSU and development partners, consensus converged on the resource allocation formula that is presented in section 2. There is a broad agreement that this formula is acceptable to all parties. 

The technical resources allocation team recommended to the BFC that the new formula should be applied to basket funding starting from January 1, 2004. The BFC approved on the new formula and agreed to start implementing it from January 1, 2004.
This document presents the new formula and the special conditions for the basket. Further details will be presented in the policy statement for the health governmental grant.
2.0 Resource ALLOCATION Formula
The new formula aims to redirect resources to the main priorities in the health sector and to improve health care provision. The application of the formula is in line with the Poverty Reduction Strategy and redirects resources towards poor and rural areas. Furthermore it is in line with the reviewed MoH policy 2002.

The allocation formula applied to the health block grant distributes the grant among local governments based on four allocation factors:

· Population (70 %)

· Poverty count (10 %)

· District vehicle route (10%)

· Under-five mortality (10%)

In recognition of the individual as the main client-recipient of health care services 70 percent of the local health block grant will be distributed in proportion to the population of each district. In addition to the overall population, districts will receive additional resources for three “special needs categories” namely the special needs of poor population (10% of the grant resources), the special needs of rural population (10%) and the needs of local governments with a higher Burden of Disease.

The formula recognizes the higher expenditure needs of rural areas by including the mileage of the route regularly travelled by medical vehicles. As such, the formula takes into account the higher operational cost of delivering health services to a rural population and to scarcely populated areas; including higher costs faced in drug distribution, immunization and supervision
The formula also aims at directing resources (10%) to places with high burden of diseases; here the under-five mortality (U5M) is considered an appropriate proxy for burden of diseases. According to the Burden of Disease Profile the U5M takes up more than 75% of total years of life lost.

Allocation of Funds according to Formula
With the new formula a specific percentage of the total amount will be divided according to the council’s index in the four categories.

GIVEN TOTAL BUDGET
 = Tshs.16,516,926,945.00
70% = 11,561,848,861.50                 Divided between the 113 districts (population)  


10% = 1,651,692,694.50                    Divided between the 113 districts (poverty)


10% = 1,651,692,694.50                 Divided between the 113 districts (U5M)   

10% = 1,651,692,694.50                   Divided between the 113 districts (mileage) 

Arithmetic expression of the formula 
C= (P x 0.7 x F ) + (W x 0.1 x F) + (M x 0.1 x F) + (B x 0.1 x F)

C = Total grant allocation for eligible council

P = Population index

M = Mileage Index

W = Population-weighted Poverty index of the council  

B = Population-weighted Under five Mortality (U5MR) Index as proxy of Burden of Diseases
F = Total basket fund amount 

For each of the four factors included in the formula (population, mileage, poverty and U5MR) an index for each council is calculated. This index is used to calculate the amount that each council receives. 

Example on mileage

10% of the total amount of funds (1,651,692,694.50) is divided according to mileage.

(Korogwe - 6199 km, Tanga – 2215 km)
Korogwe gets 6199/484183 = 1.28% of the 1,651,692,694.50 according to their mileage

Tanga gets 2215/484183 = 0.46% of the 1,651,692,694.50 according to their mileage

Example on population

70% of the total amount of funds (11,561,848,861.50) is divided according to population.
(Korogwe – 260238 people , Tanga – 242640 people)

Korogwe gets 0.78% of the 11,561,848,861.50 according to population

Tanga gets 0.73% of the 11,561,848,861.50 according to population

For more information on the calculation of indexes please refer to annex 1.  

3.0 TYPE OF Data
The data in the formula should come from an independent source in order to be free of local manipulation; therefore the National Bureau of Statistics (NBS) is the major source of data. NBS will provide intercensus update and it is expected that the formula will be reviewed every three years.
Population data are drawn from the 2002 Population and Housing Census. The Census population data is presented at district-level.

No district-level poverty counts are available in Tanzania. The allocation factor for poverty is therefore an estimate of the number of individuals within a district that live under the basic needs poverty line. The district poverty estimate is computed based on the Household Budget Survey 2002, which presents average urban and rural poverty rates, by region. The next Household Budget Survey is scheduled to take place in 2006.

The vehicle mileage data used in the formula is provided by the Central Transport Unit in MoH. Information on mileage is submitted by the districts to the Central Transport Unit. The Central Transport Unit approves the data by consulting maps and calculating distances and they also visit selected districts. It is expected that these routes are relatively fixed and the CTU will revisited them if deemed necessary.

No district level U5M data are currently available. Therefore, local U5M estimates are based on the Reproductive and Child Health Survey from 1999, which presents U5M estimates for urban and rural areas. The UM5 data may be updated when and if accurate and reliable U5M data becomes available from the National Bureau of Statistics based on the Census 2002.  The next Reproductive and Child Health Survey is expected to be carried out in 2004.
4.0 Holding harmless 
Do no harm or holding harmless means that those districts that will receive less than what they received in 2003 will be entitled to be “held harmless” by receiving an addition to their grant so no district will receive less than what they received in 2003. 
It has been decided by the BFC to hold harmless for the first six month. The basket partners have agreed to add the amount necessary to hold harmless.  

For subsequent years the basket funds will have to follow the overall procedure for the health sector block grant. It is likely that the overall procedure also will be to hold harmless, but the final decision has not yet been made.  
5.0 Size of the basket

Under the current approach (US$ 0.50 per capita), the total basket was adjusted by the population growth each year. 
The total basket will continue to be adjusted by the rate of population growth (currently Annual population growth is 2.9% according to 2002 census) each year. 
6.0 GUIDELINES FOR USE OF BASKET FUNDS 
	The ranges and guidelines on resource allocation to cost centre



	Cost Centre                       
	Allocation Range within allocation in the Comprehensive Council Health Plan

	1. Office of DMO/MoH


	1. 15% - 20%



	2. Council Hospital /CDH/Regional Hospital


	2.  25%-35%



	3. VAHs (if present)
	3.  10%-15%

	4. Health Centre (public and VA owned)
	4.  15%-20%

	5. Dispensary public and VA owned)


	      5.  15%-20%

	6. Communities initiatives in health


	      6.  5%-10%


	Guidelines

· The health team can allocate within the range given in table above, however the total allocation sum for all cost centres combined should not exceed or be below 100% of total allocation

· The allocation given to each cost centre should not be less than the minimum percentage provided for within that cost centre range

· DMO/MoH office allocation includes distribution and supervision related costs

· Release of funds to Designated District Hospitals and other VA hospitals will be conditional on submission of an activity plan by the VA hospital for inclusion in the Comprehensive Council Health Plan during the planning period and signing of a Service Agreement between the appropriate Local Government Authority and VA hospital

· Release of funds to the Regional Hospital that serves as the Council District Hospital will be conditional to submission of a comprehensive Regional Hospital plan to the council by the Regional Hospital. Accountability for basket funds by the councils will be through receipt of ERV from the Regional Hospital and submission of copy of quarterly financial and technical reports by the Regional Hospital to the council, which will act as evidence of expenditure of the funds




	The ranges and guidelines on resource allocation by type of expenditure



	Type of Expenditure
	Allocation Range 
	Examples of expenditure 

	Allowances 
	Maximum 25%
	Supervision, distribution, outreach, short trainings

	Transport  
	Maximum 20%     
	Fuel for supervision, all other fuel and fares

	Training
	Maximum 10%
	Training at zonal training centres or local short term training

	Minor repairs/maintenance 
	10-20%
	At health facility level, 

	Guidelines 

· The allocation ranges given above are for the overall budget

· Funds can be used for assets when unit cost is less than 2000 USD 

· Funds should not be used for long term and costly training

· Funds should not be used for construction of buildings

· Purchase of drugs is only allowed when the council has evidence that MSD drug items are out of stock at the time of order. RMO and regional pharmacist should verify and approve the procurement procedure. 

· Funds should not be used for purchase of cars, motorcycles and boats

· Funds should not be used for purchase of satellite dish or other sophisticated technical equipment. 




For any Council for which specific peculiarities necessitate exemptions to the specific grant conditions, the council should put a written proposal through the Basket Financing Committee.

7.0 Other Resources to Districts
It should be noted that the calculations presented here only take into account the allocation of health basket fund resources. However, in order to tackle the question of overall equity in resources allocation, there is a need to look at other resources received by the districts as well. For instance, some districts receive substantial funds from donors and NGOs, and it could be beneficial to look at the distribution of these funds across local governments as well in order to assure an equitable allocation of resources. However, the necessary data to do so is not available at the current time.
Furthermore some districts (particularly urban districts) have the ability to raise revenue whereas other local governments have difficulties in doing so. While the GSU team proposes that it might be premature to consider revenue capacity in the system of intergovernmental grants in Tanzania at the current point in time, there might be a need to consider an equalization factor in the formula at some point in the future, when the total resource envelope for each district is known. 

ANNEX 1

Calcuation of formula

Arithmetic expression of the formula

 C= (P x 0.7 x F ) + (W x 0.1 x F) + (M x 0.1 x F) + (B x 0.1 x F)

C = Total grant allocation for eligible council

P = Population index

M = Mileage Index

W = Population-weighted Poverty index of the council  

B = Population-weighted Under five Mortality (U5MR) Index as proxy of Burden of Diseases
F = Total basket fund amount 

For each of the four factors included in the formula (population, mileage, poverty and U5MR) an index for each council is calculated. This index is used to calculate the amount that each council receives. 

Calculation of Indexes

The indexes are calculated in various ways, which will be explained and illustrated. 

Population Index

The population index is straight forward and calculated by dividing the council population by the total population. 

Population index            =            Council Population     

                                        Total Population in Tanzania Mainland  

Mileage Index
The mileage index is calculated by dividing the council mileage (covered for delivery of health services) by the total mileage in Tanzania.

Mileage index
             =
             Council mileage

                                  Total mileage covered in Tanzania Mainland for health service delivery 

Under 5 Mortality Rate Index 
This index is essentially used as a proxy of Burden of Disease. For inclusion in the allocation formula, the U5MR needs to be weighed according to population. This is done by multiplying each council’s U5MR by the council’s population. 

If the index was not weighed according to population, each council in a region would receive the same sum regardless of the size of the district’s population. This would be inherently inequitable as it would give disproportionately large amounts of resources to small local governments.

Estimated Council U5 Mortality Rate  =
Urban/Rural U5MR         

Population-weighted       = Council U5MR * Council Population

     U5MR Index 

Poverty Index

The poverty rate for councils is not available and it is estimated by using the regional poverty rate. The poverty rate used is basic needs poverty line.

The population-weighted poverty index is calculated in the same way as the population- weighted U5MR index. 

Estimated Council Poverty Rate     =    Regional poverty rate

Population-weighted       = Council Poverty Rate * Council Population

     Poverty Index 






































































� The first MoH proposal was 50% population, 20% U5MR, 15% poverty, 15% mileage 


� Developing a system of Intergovernmental Grants in Tanzania, GSU, 2002


� Technical Review of Health Services Delivery at district level, March 2003, HERA


� This is the total basket budget for 2003
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