AAA 2006 Ambulance Cost Study

Final Report

May 23, 2007

Executive Summary

In the fall of 2006, the American Ambulance Association (AAA) sent surveys to roughly 1,400 ambulance service providers.  The survey asked detailed questions on cost, staffing, volume, and other aspects of ground ambulance services provided in 2004. Surveys were sent to all AAA members and a random sample of 800 non-member ambulance service providers.  Roughly 15 percent of AAA members and 2 percent of non-members responded to the survey, yielding a total of 108 complete or partial survey responses.  Of these, 83 percent were from AAA members.
The survey was undertaken in anticipation of the release of results from a similar recent survey conducted by the Government Accountability Office (GAO).  The main purpose of the survey is to compare Medicare payment rate to average cost per transport, to assess the accuracy of the Medicare geographic payment adjuster, and to examine other indicators of access, quality, and adequacy of Medicare payment for ambulance services.  For some tasks, Medicare claims files and other Medicare administrative data were used to supplement the information from the survey.

Survey respondents had an urban/rural and regional mix similar to all Medicare-billing ambulance service providers, but were much larger than the typical ambulance provider serving Medicare.  For the analyses of cost and payment, data were re-weighted (“post-stratification weighting”) to make them more closely reflect the distribution of Medicare ambulance transports by size of ambulance service provider.  The resulting estimates reflect payment and cost for the average ambulance transport, and so are directly relevant to the adequacy of Medicare payment per ambulance transport.

The analysis of Medicare payment and cost focuses on a “long run” estimate of Medicare payment, and excludes the relief provisions of the Medicare Modernization Act (MMA) that are expiring from 2007 through 2009.  In effect, the Medicare payment-to-cost comparison estimates what will happen if those provisions are all allowed to expire, assuming costs rise at the same rate as Medicare updates.

Medicare payment compared to average cost per transport.  We estimate that Medicare payments (excluding the MMA provisions) were 8 percent below average cost per transport, in 2004.  This difference marginally passed traditional tests of statistical significance (t-statistic of 2.06).  Only the largest providers “broke even” on their Medicare business.  Smaller providers made proportionately larger losses, and the smallest class of providers examined (under 5,000 Medicare transports annually) had Medicare payments (excluding MMA provisions) that were 15 percent below cost.

Three additional pieces of information reinforce these conclusions.  First, the estimate was robust (did not appreciably change) under modest changes in the methods used to clean, trim, and weight the data.  Second, self-reported financial data by providers also suggested that average 2004 Medicare rates were below cost, if we assume that the average cost for Medicare transports was the same as the average cost for all other transports.  Finally, the reported financial data showed that the Medicare share of payments was about 6 percent less than the Medicare share of transports.  This third finding suggests that the Medicare rates were below the average of all payers combined.

Medicare payment compared to rates by other payers.  The data show that payment by commercial insurers per transport averaged 150 percent of Medicare rates.  For other health care services, by contrast, estimates for private rates typically cluster around 125 percent of Medicare rates.  This suggests a higher level of private-public “cross-subsidy” for ambulance transport compared to other health care services, with high private rates making up for lower rates by Medicare, Medicaid, and the uninsured.
Uncompensated care burden.  Survey responses suggest an average uncompensated care burden (charity care plus bad debt) in the range of 10.8 to 16.5 percent of all ambulance care, depending on whether gross charges or net revenues are used as the basis for the calculation.  This is much lower than estimates from a 1999 survey of ambulance providers by Project Hope, but appears reasonably consistent with the reported average 14 percent of all transports that were for the uninsured.
No matter how it is calculated, this uncompensated care burden is significantly higher than the average 5.6 percent burden in hospitals, or the reported 4.3 percent of physician hours devoted to charity care (but excluding physician bad debt burden).  Tax-financed support for ambulance services averaged 4.6 percent of net revenue.  The fraction of that tax-financed support that was intended to offset the costs of charity care is not known.

The Geographic Practice Cost Index (GPCI) and regional variation in costs.   Personnel costs accounted for two-thirds of the total costs for ambulance providers.  The Medicare “70 percent” GPCI, by contrast, effectively assumes that less than 30 percent of costs are wage related.   In theory, this suggests that the current GPCI should significantly understate the actual level of geographic variation in input prices.  In practice, however, after testing several alternatives for geographic adjustment, none appeared to be clearly superior to the GPCI.  That may either reflect the available index data or may merely be the result of having relatively few survey responses from which to draw conclusions about geographic variation in costs.

Caveats.  Results from this survey should be interpreted with all due caution.  Two caveats apply to all of this analysis.  First, the response rate was low, particularly from ambulance providers who were not AAA members, and the total number of respondents is small.  Second, survey respondents are not very representative of ambulance providers in general. They are overwhelmingly AAA members and are much larger than average.  The data were re-weighted to reflect the size distribution of Medicare ambulance providers only for the analyses relating to cost and Medicare payment.  All other analyses of the survey data reflect the averages of the survey respondents, not necessarily the averages of US ambulance providers.
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