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The Financial Impact of COVID-19 on
Georgia Hospitals — A New Normal

Since the onset of the COVID-19 pandemic in March 2020, Georgia
hospitals and health systems have taken significant steps to care for their
communities amid unprecedented 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, this summary highlights key findings about the
financial state of Georgia hospitals from the beginning of the pandemic
through December 2022:

* Margins remained depressed relative to pre-pandemic levels.
Throughout 2022, the hospital operating margin for Georgia
remained negative, nearing the worst financial performance since
the start of the pandemic.

* Expenses were significantly elevated from pre-pandemic levels. Total
expenses in 2022 for Georgia hospitals were $7 billion higher than
pre-pandemic levels, outpacing increases in revenue. Rising expenses
for labor, medical supplies, drugs, and purchased services have
contributed to the increase. Hospitals are dealing with the same
inflationary pressures as other businesses without the same capability
to pass along cost increases to payers.

This report was prepared at the request of the Georgia Hospital Association.

CURRENT STATE OF GEORGIA HOSPITAL FINANCES

* Hospital ED visits remained below pre-pandemic levels. Hospital
discharges and emergency department visits in Georgia hospitals were
lower than pre-pandemic levels. However, a significant rise in length of
stay suggests that patients who visited hospitals had more severe
health needs than prior to the pandemic. Furthermore, labor
shortages in post-acute settings likely prevented timely discharge of
patients from the hospitals, leading to an increase in expense without
a commensurate increase in revenue.

* Hospitals experienced a profound financial toll, with no further
relief in sight. Hospitals incurred serious losses relative to pre-
pandemic levels—including approximately $125 million in 2022 —
increasing strain on Georgia hospitals and their need for additional
support.

Hospitals faced a host of other related challenges, including
workforce shortages and supply disruptions.

These findings underscore the existential financial and operational
threats Georgia hospitals continue to face two and a half years after the
beginning of the pandemic.
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Hospital Operating Margins in 2022 Were Below Pre-Pandemic Levels

Total Georgia Hospital Operating Margin KEY TAKEAWAYS

B * Total hospital operating margins for

4.0% _4.0% Georgia in 2022 were below pre-
pandemic levels.

[v)

3.0% 2.7% * Without payments from the

2.0% provider relief fund (PRF), Georgia
operating margins were even more

1.0% depressed, falling to -3.4% in 2020
and -1.2% in 2022.

0.0% I

02%  -0.2% -0.1% 0.4% * Except for 2021, the hospital
-1.0% ’ operating margin for the state of
. -1.2% Georgia was below the national

et median each year.

-3.0% * At the median, hospital operating

e 3.4% margins in 2022 were 3% !ower

e S il o compared to pre-pandemic levels.

B Operating Margin M Operating Margin without PRF === National Median

Source(s): 1) Georgia hospital operating margins were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
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Georgia Experienced Negative Hospital Operating Income in
2022 and Losses Exceeded Those in 2019

Total Georgia Hospital Operating Income/(Loss) KEY TAKEAWAYS

$1,500 $1,304 * In 2022, Georgia hospitals lost
$125 million and $404 million
without PRF payments.

$1,000 $882
* Compared to 2020 and 2021,
$500 Georgia hospitals received less
" funding from the PRF in 2022,
5 resulting in negative hospital
g 5= — — po— I operating income for the state.
$(53) $(53) $(125)
$(500) $(a04)
$(1,500)
2019 2020 2021 2022

B Operating Income/(Loss) B Operating Income/(Loss) without PRF

Source(s): 1) Georgia hospital operating income/(loss) was produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
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Total Georgia Hospital Operating Income in 2022 Was
S73 Million Below Pre-Pandemic Levels

Absolute Change Relative to 2019 in Operating Income/(Loss) KEY TAKEAWAYS

51,600 - * Georgia hospital operating
1055 | $1,356 income/(loss) has still not
’ recovered to pre-pandemic levels.
$1,200 - * In the three years combined
following the start of the pandemic,
$1,000 - Georgia hospitals have gained a
= collective $1.3 billion compared to
= $800 - 2019 levels. However, much of that
2 gain can be attributed to the $1.6
$600 - billion that Georgia hospitals
received from the provider relief
5400 - fund.
$200 -
$26
SO - |
$200 $(73)

M 2020vs 2019 W 2021 vs 2019 2022 vs 2019

Source(s): 1) Absolute change in Georgia hospital operating income/(loss) was produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
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Total Georgia Hospital Operating Expense Increased
27% Above Pre-Pandemic Levels

Percent Change Relative to 2019 in Operating Expense KEY TAKEAWAYS

S0 o * Growth in Georgia hospital
operating expense matched that of
259% pre-pandemic levels in 2020 but
was significantly greater in 2021
and 2022.
20% 19%
* The rise in operating expenses are
15% generally not within a hospital’s
15% control and many outside factors
directly impacted the increase.
10%
10%
5% 5%
5%
M |
2020 vs 2019 2021 vs 2019 2022 vs 2019
B Operating Expense (Pre-Pandemic Growth) B Operating Expense

Source(s): 1) Percent change in Georgia hospital operating expense was produced by Kaufman Hall using data sourced from Syntellis” Axiom Comparative Analytics and Definitive Health.
Note(s): 1) Pre-pandemic growth rate represents the percent change in operating expense from 2019 vs 2018, applied to each subsequent year (5% per year).
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Total Georgia Hospital Operating Expense Increased
S7 Billion Above Pre-Pandemic Levels

Absolute Change Relative to 2019 in Operating Expense KEY TAKEAWAYS

vay * Total hospital operating expenses
7 a0 el slightly increased in 2020, but then
’ rapidly increased in 2021 and 2022.
$6,000 - * Georgia hospital labor expense
$4,948 increased more than non-labor
$5,000 - expense in each year since 2019.
S $4.000 - * In the three years combined
S following the start of the pandemic,
$3.000 - Georgia hospitals’ combined
operating expense increased
$2.000 approximately $13.2 billion.
$1,194
$1,000 - $710
s $485 . .
2020 vs 2019 2021 vs 2019 2022 vs 2019

B Non-Labor Expense M Labor Expense

Source(s): 1) Absolute change in Georgia hospital operating expense was produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
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Rising Labor Costs: $4.2 Billion Increase in Salary Expense in
2022 Compared to 2019

Absolute Change Relative to 2019 in Salary/Wage Expense KEY TAKEAWAYS

Salary and Benefit Expense Utilization by Pay Type
* Contract labor and overtime

$5,000 " 100%
g . 33% 6 I
P’g'Pa’;:ERmf L;';“ - expense accounted for significantly
rowth Rate: 7% 15. .
$4,500 90% - 21.1% more of the salary/wage expense in
44,000 o 2022 compared to 2019.
7.7% _
$3.500 0 3 * In the three years combined
following the start of the pandemic,
o SERS $372 60% salary expense increased
2 2500 0 approximately $7.6 billion, while
= benefit expense increased
52,000 AP 79 6% $757 million.
65.9%
1,500 9
$1, 30%
$1,000 $13 20%
$500 10%
$697
= 0%
2020vs2019  2021vs2019 2022 vs 2019 2019 2020 2021 2022
M Salary/Wage Expense M Benefit Expense W Regular ®PTO Overtime ™ Contract

Source(s): 1) Absolute change in Georgia hospital salary and benefit expense and the median utilization metrics were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
Note(s): 1) Pre-pandemic growth rate represents the present change in operating expense from 2019 vs 2018.
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Growing Dependence on Contract Labor:
$2.9 Billion Increase Compared to 2019

Absolute Change Relative to 2019 in Contract Labor Expense KEY TAKEAWAYS

00 +291% * Compared to pre-pandemic levels,
orePandemic contract labor expenses for Georgia
- tract q g
$3,000 - b G oo $2,890 rose dramatically due to increased
reliance on more expensive
$2500 - contract labor.

* In the three years combined

$2,000 - +160% following the start of the pandemic,
$1,589

Georgia hospitals have collectively
spent approximately $4.6 billion

Millions

BB more in contract labor compared to
2019 levels.

$1,000 -

The state of Georgia paid an
$500 - additional $521 million on behalf of
$76 hospitals to Healthcare Workforce
$- : Logistics (HWL) for temporary
staffing between 2020-2022.
W 2020vs 2019 2021 vs 2019 2022 vs 2019

Sources: Kaufman Hall analysis using data sourced from Syntellis” Axiom Comparative Analytics and Definitive Health; and the Georgia Department of Community Health’s State of Georgia COVID19 Rapid Response Utilization Projection report for temporary staffing by HWL..
Note(s): 1) Pre-pandemic growth rate represents the present change in contract labor expense from 2019 vs 2018.
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Georgia Hospital Contract Labor Expense Makes up a
Growing Percent of Total Labor Expense

Median Contract Labor Expense as a Median Contract Labor Hours as a KEY TAKEAWAYS

Percent of Total Labor Expense Percent of Total Hours
5% 20 * Median contract labor expense as a
percent of total labor expense
21% 6% increased to 21% in 2022, while
e median contract labor hours as a

20%
percent of total hours only
5% ) o
5% increased to 6%.
15% . ,
15% ° * The larger increase in contract
()
4% labor expense as a percent of total
expense can be attributed to an
39% increase in the median contract
10% labor wage rate, which exceeded
7% 7% $159 per hour in 2022.
2%

0,
>% 1% 1%
) . .
0% 0%
2019 2020 2021 2022 2019 2020 2021 2022

Source(s): 1) Median percent changes were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics.
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Non-Labor Expense Increased Approximately $2.5 Billion
Above Pre-Pandemic Levels

Absolute Change Relative to 2019 in Non-Labor Expense KEY TAKEAWAYS

$3,000 * Growth in Georgia hospital non-
' e e e labor expense has grown at a
re'G?ZWiT:atZ:";%a * similar rate to pre-pandemic levels
$2,500 each year.
$2,456 }
* In the three years combined
$2,000 following the start of the pandemic,
g Georgia hospitals have collectively
g ! spent approximately $4.8 billion
§ $1,500 more on non-labor expenses.
$1,000
$500
$485
$-

2020 vs 2019 2021 vs 2019 2022 vs 2019

Source(s): 1) Absolute change in Georgia hospital medical supply expense was produced by Kaufman Hall using data sourced from Syntellis” Axiom Comparative Analytics and Definitive Health.
Note(s): 1) Pre-pandemic growth rate represents the present change in operating expense from 2018 vs 2019.
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Expenses are Significantly Elevated from Pre-Pandemic Levels

KEY TAKEAWAYS

* In the three years combined

2020-2022 Cumulative Change in Expense vs. Pre-Pandemic

Salaries following the start of the pandemic,
salary expense increased
Benefits approximately $7.6 billion, while

benefit expense increased

. _ $757 million.
Medical Supplies

* Non-medical supply expenses
have increased $1.7 billion since
20109.

Drugs - $1.1B * In the last three years combined,

Georgia hospitals have collectively

Non-Medical Supplies

Purchased Services - $1.2B spent $1.2 bl"'?“ more on )
purchased services—or services
. contracted to outside vendors that
Ll I S111 M include items like revenue cycle

services, software, and laundry.
B Changes in expenses incurred directly by Georgia hospitals and health systems.

B Expenses paid directly by the state of Georgia to HWL for temporary staffing in 2020 and 2021.
Sources: Kaufman Hall analysis using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health; and the Georgia Department of Community Health’s State of Georgia COVID19
Rapid Response Utilization Projection report for temporary staffing by HWL..
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Operating Revenue
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Total Georgia Hospital Net Operating Revenue Grew by
$7.0 Billion Since 2019

Absolute Change Relative to 2019 in KEY TAKEAWAYS

Net Operating Revenue vs Operating Expense

$8.0 - * While Georgia hospital net

operating revenues have grown
Pre-Pandemic Net +24% $6.9 $7.0 .p 8 & .
$70 - Operating Revenue since the start of the pandemic,
$6.3

Growth Rate: 8% the rate of growth has lagged the

$6.0 - rate of growth in expenses in 2022.
$5.0 - $4.9 * Payments made to Georgia
" hospitals in 2020, 2021, and 2022
é $4.0 - from the PRF contributed to the
@ increase in hospital net operating
$3.0 - revenues and helped hospitals
cover their increasing operating
$2.0 - expenses.
$1.0 -
S_ i

2020 vs 2019 2021 vs 2019 2022 vs 2019

B Net Operating Revenue M Operating Expense

Source(s): 1) Absolute change in Georgia hospital net operating revenue and expense were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics and Definitive Health.
Note(s): 1) Pre-pandemic growth rate represents the present change in operating expense from 2018 vs 2019.
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Expense Rose More Than Revenue in 2022 on a
Volume Adjusted Basis

Median Percent Change Relative to 2019 in KEY TAKEAWAYS

Volume Adjusted Revenue and Expense
* While revenues and expenses have

30% ] . . .
T 27% increased relative to pre-pandemic
° 25% levels, expenses in 2022 rose more
25% than revenues, leading to the
decline in operating performance.
Al * Expense per discharge and
expense per patient day both
15% - outpaced revenue growth due to
sicker patients, and longer lengths
of stay caused by post-acute care
10%
labor shortages.
5%
0%

Revenue per Adjusted Expense per Adjusted Revenue per Adjusted Expense per Adjusted
Discharge Discharge Patient Day Patient Day

W 2020vs 2019 ™ 2021 vs 2019 2022 vs 2019

Source(s): 1) Median change in Georgia hospital volume adjusted revenue and expense were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics.
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Volumes
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Discharges Have Not Fully Recovered to Pre-Pandemic Levels,
While Average Length of Stay Has Increased

Median Percent Change Relative to 2019 in Hospital Volumes KEY TAKEAWAYS

* Discharges have not fully

20% -
17% recovered to pre-pandemic levels,
while patient days, average length
15% - of stay (ALOS), and case mix index
(CMI) are higher compared to
10% - 20109.
* Growth in patient days continued
5% - to outpace the growth in
discharges, leading to an increase
in average length of stay and
o further stressing hospital finances.
_5% |
-6%
-10% -
Discharges Patient Days ALOS CMI

H2020vs 2019 ™ 2021 vs 2019 2022 vs 2019

Source(s): 1) Median change in Georgia hospital volumes were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics.
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ED Visits and Inpatient Surgical Cases Have Not Fully Recovered
to Pre-Pandemic Levels

Median Percent Change Relative to 2019 in Hospital Volumes KEY TAKEAWAYS

* ED visits and inpatient surgical

cases have not fully recovered to
10% pre-pandemic levels, while
(o]
outpatient surgical cases and
operating room minutes are higher
5% 3%
2% compared to 2019.
0% . . .
0% e Growth in operating room minutes
peaked in 2021, caused by a
5% rebound in postponed elective
-5% d
procedures.
-10% -9% * Growth in outpatient surgical cases
-10% P &
129 -11% continued to outpace the growth
-15% -13% fi . ol
-14% of inpatient surgical cases.
-20% -18%
ED Visits Operating Room Minutes IP Surgical Cases OP Surgical Cases

W 2020vs 2019 ™ 2021 vs 2019 2022 vs 2019

Source(s): 1) Median change in Georgia hospital volumes were produced by Kaufman Hall using data sourced from Syntellis’ Axiom Comparative Analytics.
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Balance Sheet
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Days Cash on Hand Have Declined Sharply Since 2020

Median Days Cash on Hand for Georgia Hospitals, 2019-2022 KEY TAKEAWAYS

* The median number of Days Cash on
Hand available to Georgia hospitals
declined as cash was used to cover
operating losses and the average
operating cost per day increased.

2019 163.7 Days

* Prior to the pandemic, U.S. hospitals
and health systems in 2019 had a
median Days Cash on Hand of 276
to 289 days at the AA level, 173 to
219 days at the A level, and 140 to
163 days at the BBB level.

2020 225.7 Days

2021 196.4 Days

* In other words, the Days Cash on
Hand benchmark for organizations
seeking to maintain an investment-
grade rating would be well over
100 Days Cash on Hand, and well
over 200 Days Cash on Hand for
organizations seeking to achieve a

higher rating level.

2022 122.4 Days

Source(s): 1) Median percent change in health system days cash on hand was produced by Kaufman Hall using data sourced from Syntellis” Axiom Comparative Analytics.
Source: Kaufman Hall analysis of 2019 median reports from Fitch Ratings, Moody’s Investors Service, and S&P Global.
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Methodology

O
00

Generated the
Kaufman Hall Sample

Georgia hospitals were
sampled from data
provided by Syntellis

Performance Solutions.

—
2

Normalized the
Kaufman Hall Sample

Based on hospital bed-
sizes, the Kaufman Hall
sample was
bootstrapped so that
the distribution of
hospitals within various
bed-size bins matched
that for the entire state
of Georgia.

5%
3

Computed the
2019 Baseline

Using data from
Definitive Health, the
total net operating
revenue and operating
expense for all critical
access, acute care, and
children’s hospitals
within the state of
Georgia were
calculated for 2019.

CURRENT STATE OF GEORGIA HOSPITAL FINANCES

4+
+

v

Calculated Median
Percent Change

The median year-over-
year percent change
was calculated from the
Kaufman Hall sample
for each metric.

S

antl

Extrapolated
the 2020-2022
Absolute Values

Extrapolated absolute
change figures for
2020-2022 were
calculated by applying
the median year-over-
year percent changes
from the Kaufman Hall
sample to the 2019
baseline metrics.
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Qualifications, Assumptions and Limiting Conditions (v.12.08.06):

This Reportis 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 (whetherin respect of the data or the accuracy, timeliness or completeness 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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