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Alabama Hospital Finances: The Financial Impact of the Pandemic

Since the onset of the COVID-19 pandemic in March 2020,
Alabama hospitals and health systems have taken
unprecedented steps to care for their communities amid
significant pressure on staff and resources.

The financial impact of the pandemic has been staggering. As
hospital executives, policymakers, and other healthcare
leaders assess the current landscape, key findings about the
financial state of Alabama hospitals from the beginning of the
pandemic through 2022 include:

* Margins remain depressed relative to pre-pandemic levels.

In 2022, the median cumulative margin for Alabama
hospitals—including funding from the Coronavirus Aid,

Relief, and Economic Security (CARES) Act and other stimulus
programs—declined 79% from pre-pandemic levels, making

2022 the worst-performing year since the pandemic began.

* Expenses are significantly elevated from pre-pandemic
levels. Total expenses in 2022 for Alabama hospitals were

nearly $2.6 billion higher than pre-pandemic levels, and this

20% growth in expenses has outpaced a 15% increase in

revenue over the same time period. Rising expenses for both

labor and medical supplies have contributed to the
increase—and total expenses are cumulatively well above
pre-pandemic levels.

* Hospital volumes remain below pre-pandemic levels.
Alabama hospital discharges, patient days, surgical cases
and emergency department (ED) visits in Alabama hospitals
are lower than pre-pandemic levels. An increase in length of
stay relative to 2019 suggests that patients that are visiting
hospitals have more severe health needs than prior to the
pandemic. In addition, labor shortages in post-acute settings
are preventing timely discharge of patients from hospitals,
leading to increased expense without a commensurate
increase in revenue.

* Hospitals have faced a profound financial toll, with no
further relief in sight. Hospitals have incurred serious losses
relative to pre-pandemic levels—including approximately
$740 million in operating income losses in 2022 alone
(a 106% drop in income relative to 2019). Total lost income
for Alabama hospitals over the last three years amounts to
$1.5 billion.

Hospitals also are facing a host of other related challenges,
including workforce shortages and supply disruptions.

These findings underscore the existential financial and
operational threats Alabama hospitals continue to face nearly
three years after the beginning of the pandemic.

Unless noted, figures in this report are inclusive of federal and state stimulus funds (unlike CMS Cost Reports).

This report was prepared at the request of the Alabama Hospital Association.
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Even When Including Stimulus Funds, Hospital Operating
Margins Are Significantly Below Pre-Pandemic Levels

Median Percent Change in Operating Margin KEY TAKEAWAYS

2 (LAl BT 2L * Operating margins for
10% - Alabama hospitals have been
""""""""" under intense pressure since
0% — . the outset of the COVID-19
0% | Median pandemic.
* 2022 was a difficult year for
-20% | Alabama hospitals, with
. 24% margins 79% below pre-
-30% 1 pandemic levels in 2019.
-40% * Alabama has seen a greater
. decline in operating margins
0% 1y than the national median.
-60% - * Nationally, states that have
0% L expanded Medicaid
enrollment have seen lower
80% | declines in operating margins
79% than states without
-90% - expansion programs.
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Chart values represent percent change in each year relative to 2019 and are not cumulative
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Excluding Stimulus Funding, Hospital Operating Margins
Have Dropped More Than 100%

Median Percent Change in Operating Margin KEY TAKEAWAYS

Excluding Stimulus Funds as Compared to 2019 - Belstve of s s s,

0% ' the median operating margin
for Alabama hospitals in
2022 was 103% below pre-
-20% National pandemic levels.
Median
* Exclusive of stimulus funds,
40% L Alabama operating margins
have been at least 86%
below 2019 levels for every
60% | year of the pandemic.
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Chart values represent percent change in each year relative to 2019 and are not cumulative
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Including Stimulus Funding, Half of Alabama Hospitals Had
Negative Operating Margins Through 2022

Percentage of Hospitals with Negative Margins KEY TAKEAWAYS

60% - * In 2022, 50% of Alabama
hospitals had a negative
50% operating margin, an
50% - increase of more than 125%

from pre-pandemic levels.

20% 40% * Even under pre-pandemic
0% 1 conditions, 22% of hospitals
operated with negative
30% margins, highlighting the

30% - .

tenuous nature of hospital
22% finances.
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Excluding Stimulus Funding, More than Half of Alabama
Hospitals Had Negative Operating Margins Through 2022

Percent of Hospitals with Negative Margins Excluding Stimulus KEY TAKEAWAYS

60% Funds * In 2022, 52% of Alabama

hospitals had a negative
52% . .

operating margin when

50% | 48% excluding stimulus funds, an
increase of more than 135%

40% above pre-pandemic levels.

40% .

7 * Even under pre-pandemic
conditions, 22% of Alabama
hospitals operated with

30% . .
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highlighting the tenuous
nature of hospital finances.
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Alabama Hospital Operating Income in 2022 Was 106%
Lower Than 2019 Levels When Including Stimulus Funding

Alabama Hospital Operating Income Relative to 2019 KEY TAKEAWAYS

e Lost income for Alabama

20 1 hospitals in 2022 relative to
2019 has accumulated to
(5100) 1 more than $738 million.
>(124) * Losses in income have
(5200) 1 continuously increased since
20109.
fEL * Even with stimulus funds,
.é i) 4 Alabama hospitals have
g cumulatively lost nearly $1.5
billion in income over the
BN 5 course of the pandemic.
($600) - * Challenges for Alabama
$(615) hospitals include the lowest
(£700) - Medicare reimbursement
rate in the nation and low
$(738) rates from commercial
(5800) - insurers.
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Chart values represent change in each year relative to 2019 and are not cumulative

KaufmanHall 1mPACT OF PANDEMIC ON ALABAMA HOSPITALS CONFIDENTIAL ©2023 Kaufman, Hall & Associates, LLC. Al rights reserved.




Excluding Stimulus Funding, Hospital Operating Income is
Far Lower Than 2019 Levels

Alabama Hospital Operating Income KEY TAKEAWAYS

Excluding Stimulus Funds Relative to 2019

* Without stimulus funds,

5= Alabama hospital operating
income in 2022 was nearly
$(100) .
135% lower thanin 2019,
$(200) | representing a $936 million
loss.
$(300) r
* Alabama hospitals have
2 $(400) | cumulatively lost more than
kel $2.4 billion in income over
= 5(500) | .
= the course of the pandemic
$(600) when excluding stimulus
funds.
$(700) r
$(900) r
936
$(1,000) - 2
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Chart values represent change in each year relative to 2019 and are not cumulative
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Expenses
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Total Expenses Have Increased 20% Over
Pre-Pandemic Levels

Total Expense for Alabama Hospitals Relative to 2019 KEY TAKEAWAYS

$3,000 - * Total hospital expenses in
Alabama have skyrocketed
$2,586 since 2019, reaching nearly
$2,500 $2.6 billion above pre-

pandemic levels in 2022.

* Key factors include rising

2,000 - . .
> labor costs, including
2 $1,679 contract labor expenses,
I§ drug expenses and non-labor
S 5 expenses.
$1,000 -
$500 - $387

W 2020 2021 w2022

Chart values represent change in each year relative to 2019 and are not cumulative
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Labor Expenses Have Increased 30% Relative to 2019

Total Labor Expense Difference Relative to 2019 KEY TAKEAWAYS

$1,600 - * Alabama hospitals spent 30%
more on labor in 2022 than
$1.400 - $1,376 in 2019.
e The extra $1.4 billion in labor
$1,200 A costs in 2022 relative to 2019
is due to both higher staffing
$1.000 - and contract labor expenses.
E $825 ¢ Significant growth occurred
S 800 - in both 2021 and 2022.
$600 -
S400
$200 - $131
L R
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Chart values represent change in each year relative to 2019 and are not cumulative
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Wage and Salary Expense Growth Has Outpaced
Growth in Benefit Expenses

Wage and Benefit Expense Difference Relative to 2019 KEY TAKEAWAYS

$1,200 * Wage and salary expenses in
2022 for Alabama hospitals
were more than S1 billion
$1,000 r +35% above 2019 levels.

$1,045

* While wage and salary
expenses were 35% higher in
2022 compared to 2019,
$651 benefit expenses have only

$800 |

3600 | grown 13%.

Millions

* The increase in wage and
salary expenses represents
75% of the total increase in
labor expenses.

$400 |

$200 * Benefit expenses for
$84 $78 $75 Alabama hospitals in 2022

$33 were $75 million above pre-
+3% +3% +13%

pandemic levels.

Wage and Salary Expense Benefit Expense
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Chart values represent change in each year relative to 2019 and are not cumulative
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Contract Labor Expenses Have Grown 447% and Are a
Major Contributing Factor to Higher Labor Expenses

Contract Labor Expense Difference Relative to 2019 KEY TAKEAWAYS

$350 - * Contract labor expenses
PR have played a significant
sz +447% factor in rising labor
expenses, comprising
approximately 24% of the
$250 - labor expense increase for
Alabama hospitals in 2022
o relative to 2019.
o $200 -
g * Nationally, contract labor
expenses were nearly 450%
$150 - higher in 2022 than in 2019.
* Contract labor expenses for
$100 - S Alabama hospitals were
roughly $324 million higher
in 2022 compared to pre-
350 1 pandemic levels.
$13
o L T
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Chart values represent change in each year relative to 2019 and are not cumulative
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Medical Supply Expenses Also Remain Elevated

Medical Supply Expense Difference Relative to 2019 KEY TAKEAWAYS

$90 1 * Medical supply expenses for
$82 Alabama hospitals grew by
$80 - I 16% in 2021 relative to 2019,
remaining stable during
$70 - 2022.
* The cost of medical supplies
260 1 has been impacted by supply
é 650 | chain disruptions, increased
g personal protective
equipment (PPE)
= requirements, increases in
the severity of patient cases
2305 and general inflation in the
420 larger economy.
$13
S10 -
s_ m
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Chart values represent change in each year relative to 2019 and are not cumulative
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Drug Expenses Remained Elevated in 2022, But Improved
Compared to 2021

. . KEY TAKEAWAYS
Drug Expense Difference Relative to 2019

$180 - * Drug expenses significantly
»167 accelerated for Alabama
$160 - hospitals in 2021 and remain
above 2019 levels.
SAET * Drug expenses in 2022 were
14% higher than they were in
D 5 2019.
é $100 - * In 2022, drug expenses
S amounted to $61 million
$80 more than 2019 levels.
; $61
60 -~
$42
$40 -
$20 A
s_ .
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Chart values represent change in each year relative to 2019 and are not cumulative
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Volumes
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Hospital Volumes Have Declined Overall, While The
Average Length of Stay Has Increased

Median Volume Percent Changes Relative to 2019 KEY TAKEAWAYS

10% - * Overall, hospital discharges,

6% oo patient days, surgical cases

and ED visits in Alabama
hospitals were lower in 2022
compared to 2019, as care
continues to shift out of the
hospital.

5%

0%

* Patient days decreased less
than discharges in 2022,
leading to increases in
average length of stay, or

-5%

-10% ALOS.
* Anincrease in length of stay

translates to higher expenses

-15% - :
for hospitals without a
corresponding increase in

-17%
0% - revenue.
Discharges Patient days ALOS Surgical cases ED Visits
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Chart values represent percent change in each year relative to 2019 and are not cumulative
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The Decrease in ED Visits Was Accompanied
By a Shift in Patient Care Needs

Alabama COVID-19 Cases and ED Median Month-Over-Month KEY TAKEAWAYS

Percent Change Relative to 2019 +' changes in|ED volumes for

100000 20% Alabama hospitals have
tracked closely with COVID-
10% 19 outbreaks, especially
80000 + n r ['\J-\ ﬂ during 2020.
F\J \_r \- 0% * During COVID-19 surges, ED
60000 4 beds were utilized to care for
0 admitted COVID patients.
0% * The cumulative declines in
40000 u ED visits do not represent a
30% lessening of pressure on ED
resources, but instead a shift
L2802 to longer-term patients.
-40%
0 W | fullinlung AIAAAETIOEEe oo TN -50%
F T T T TS S
\/\\/ b‘\'\’ /\\'\, \9\'\/ N\'\/ b(\'\, ,\\\/ '&\\/ \/\'\/ b‘\'\/ ,\\'\r \9\'&

mmm New COVID-19 Cases Reported to CDC ====ED Visits % Change Relative to 2019

COVID-19 case numbers from HealthData.gov

KanmanHa” IMPACT OF PANDEMIC ON ALABAMA HOSPITALS CONFIDENTIAL ©2023 Kaufman, Hall & Associates, LLC. All rights reserved. 18




Financial Toll
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Hospital Expenses Have Risen Faster Than Revenue
When Including Stimulus Funding

Income, Expense and Revenue Differences Relative to 2019 KEY TAKEAWAYS

$3,000 - * Alabama hospital income in

$2.586 2022 relative to 2019
$2.500 decreased by $738 million.
* Total hospital expenses in
$2,000 Alabama have skyrocketed
since 2019, reaching nearly
$1,500 $2.6 billion above pre-
2 pandemic levels in 2022.
.2
g 51,000 * Expense growth has
exceeded revenue growth
$500 every year of the pandemic.
%0 * In 2022, Alabama hospital
expenses were 20% higher
$500 1 >(124) than 2019. Hospital revenues
5(615) increased by only 15%.
615
-$1,000 - 2(738)
2020 2021 2022
B Operating Revenue M Operating Expense Operating Income

Chart values represent change in each year relative to 2019 and are not cumulative
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Excluding Stimulus Funding, Hospital Expense Growth Has
Greatly Outpaced the Growth in Revenue

Income, Expense and Revenue Differences KEY TAKEAWAYS

Excluding Stimulus Funds Relative to 2019 +' Alabama hospital incomelin
$3,000 - 2022 relative to 2019 fell by
$2,586 $936 million (exclusive of
52,500 stimulus funds).
$2,000 * Without stimulus funds,
Alabama hospital revenue
$1,500 grew only 13% in 2022
2 relative to 2019, while
2 51,000 expenses grew 20%.
=
$500
$-
$(500) 1 $(352)
$(1,000) $(739) $(746) P—
$(1,500) -
2020 2021 2022

B Operating Revenue M Operating Expense Operating Income

Chart values represent change in each year relative to 2019 and are not cumulative
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Methodology

* This report includes a representative set of Alabama hospitals sampled from Syntellis
Performance Solutions datasets to determine median values and year-over-year percent
changes. This sample represents the full range of hospital types and sizes found in the state,
from small rural hospitals to large urban facilities and ensures statistical similarity to all
hospitals state-wide.

* Total revenue and expense differences in dollars were determined by applying these median
year-over-year percent changes to the total 2019 revenue and expense values from Definitive
Health for the state.

* As the figures for this report were pulled directly from internal accounting systems, these
figures may differ substantially from Medicare Cost Report data. The revenues and expenses
for hospitals in this report are inclusive of all operating activities and often fund-flow between
entities within a system. As such, the margins presented in the report will likely be higher
those reported on the cost report, and reflect the true operating performance for the hospitals
as based on internal accounting systems.
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Qualifications, Assumptions and Limiting Conditions (v.12.08.06):

This Report is not intended for general circulation or publication, nor is it to be used, reproduced, quoted or distributed for any purpose other than
those that may be set forth herein without the prior written consent of Kaufman, Hall & Associates, LLC. (“Kaufman Hall”).

All information, analysis and conclusions contained in this Report are provided “as-is/where-is” and “with all faults and defects”. Information furnished
by others, upon which all or portions of this report are based, is believed to be reliable but has not been verified by Kaufman Hall. No warranty is given
as to the accuracy of such information. Public information and industry and statistical data, including without limitation, data are from sources Kaufman
Hall deems to be reliable; however, neither Kaufman Hall nor any third party sourced, make any representation or warranty to you, whether express or
implied, or arising by trade usage, course of dealing, or otherwise. This disclaimer includes, without limitation, any implied warranties of
merchantability or fitness for a particular purpose (whether in respect of the data or the accuracy, timeliness or completene ss of any information or
conclusions contained in or obtained from, through, or in connection with this report), any warranties of non-infringement or any implied indemnities.

The findings contained in this report may contain predictions based on current data and historical trends. Any such predictions are subject to inherent
risks and uncertainties. In particular, actual results could be impacted by future events which cannot be predicted or controlled, including, without
limitation, changes in business strategies, the development of future products and services, changes in market and industry conditions, the outcome of
contingencies, changes in management, changes in law or regulations. Kaufman Hall accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole responsibility of the
client.

In no event will Kaufman Hall or any third party sourced by Kaufman Hall be liable to you for damages of any type arising out of the delivery or use of
this Report or any of the data contained herein, whether known or unknown, foreseeable or unforeseeable.
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