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Long-running expense increases continue to create operating challenges for the nation’s hospitals, health
systems, and physician groups, as reflected in analyses of Syntellis’ latest financial, operational, clinical, and
claims data. Key trends for the month include:

+ Total hospital expenses rose for an 11th consecutive month, but growth in labor expenses slowed for the first
three months of 2023

+ Hospitals saw operating margins inch barely into the black for the first time in 15 months, signaling that some
hospitals are growing in-demand services and better managing high costs

+ Surgery expenses increased despite lower volumes, while levels of patient care remained relatively steady

+ Hospitals face shrinking reimbursements from payers, as reflected in a growing gap between amounts
hospitals bill for imaging procedures versus what they ultimately are paid

High expenses are nothing new. March marked an 11th consecutive month of year-over-year (YOY) increases in
both Total Expenses and Total Non-Labor Expenses for U.S hospitals and health systems. Total Expense rose
4.7% YQY for the month while Total Non-Labor Expense rose 5.5% YOY due to higher costs for drugs, supplies,
and purchased services. Total Labor Expense was up 1.8% YOY — a slight uptick after YOY labor expense
increases eased to less than 1% in January and February.

Hospital margins remained extremely narrow but inched back into the black for the first time in 15 months as
revenue growth outpaced expense increases. The median, actual year-to-date Operating Margin was 0.4% for
March, up from -1.1% in February.

Hospital operating rooms are a key example of an area feeling the effects of rising costs. Operating room
medical supply costs had sizable increases in March while patient volumes declined slightly. From March
2022 to March 2023, Medical Supply Expense per Minute in operating rooms rose 8.5% while Operating Room
Minutes decreased -0.8%. Over the two-year period from March 2021 to March 2023, Medical Supply Expense
per Minute jumped 13.5% while Operating Room Minutes decreased just -0.3%.

However, clinical data on Lengths of Stay (LOS) indicate that rising costs do not appear to be affecting patient
care. Trends in LOS — which reflect the level of care patients receive by how many days they are in inpatient care
— have stayed relatively stable for common procedures such as cesarean sections, heart stent procedures, and
hip and knee replacement surgeries. These trends suggest that hospitals are remaining steadfast in the level of
care they provide patients despite ongoing expense and margin pressures.



Lower payments relative to expenses are another driver of operating pressures.
Hospitals nationwide continue to see a widening gap between the dollar amounts
they bill and what insurance companies and other payers agree to pay — referred
to as the “allowed” amount. For example, All-Payer Claims data show that billed
amounts for common imaging procedures increased at a rate of up to two times
more than the allowed amounts.

Taken as a percent of the billed amounts, allowed payments actually decreased
in recent years. Looking specifically at MRI procedures, the allowed amount (as a
percent of billed) decreased -5% over the past three years, from 42.8% in 2019 to
37.8% in 2022.



Market Analysis

Our latest market analysis metrics include:

Operating Room Medical Supply Expense per Minute
(March 2023 vs. March 2022):

+8.5%

Operating Room Minutes
(March 2023 vs. March 2022):

-0.8%

MRI Procedures (March 2023 vs. March 2022):

+4.5%

MRI Gross Revenue per Procedure
(March 2023 vs. March 2022):

+4.5%

Annual change in MRI payment
Allowed as a Percent of Billed:

-1.7%

Surgery expenses up as volumes dip and care
remains constant

Operating Room Minutes vs. Medical Supply Expenses
Hospitals Nationally

March 2023 vs. March 2021

-0.8%
March 2023 vs. March 2022

M Minutes  ® Medical Supply Expense per Minute

Source: Syntellis’ Axiom™ Comparative Analytics

The impacts of higher expenses are being felt in hospital operating rooms.
Operating room medical supply costs had sizable increases in March while
patient volumes saw slight declines.

Compared to March 2022, Medical Supply Expense per Minute in operating
rooms rose 8.5% in March while Operating Room Minutes decreased -0.8%.
Over the two-year period from March 2021 to March 2023, Medical Supply
Expense per Minute jumped 13.5% while Operating Room Minutes decreased
just-0.3%.
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Trends in Lengths of Stay for Selected Procedures
Hospitals Nationally
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- Cesarean Section without Sterilization without Cc/Mcc
——Major Hip and Knee Joint Replacement or Reattachment of Lower Extremity without Mcc
——Percutaneous Cardiovascular Procedures with Drug-Eluting Stent without Mcc

Source: Syntellis’ Axiom™ Clinical Analytics

Length of Stay (LOS) reflects the level of care patients receive by how many
days they are in inpatient care. While hospital operating room expenses
continue to grow, clinical data show that trends in LOS have stayed relatively
stable for common procedures such as cesarean sections, heart stent
procedures, and hip and knee replacement surgeries. For example, LOS for
cesarean sections have hovered between about 2.5 days and three days since
at least early 2021.

These trends suggest that hospitals are staying steadfast in the level of care
they provide patients despite ongoing expense and margin pressures.

Percent growth in Gross Revenue per Procedure

Imaging procedures, revenues rise as payments shrink

Growth in Imaging Procedures and Revenue per Procedure
Hospitals Nationally
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Note: Based on March 2022 baseline
——MRI - Gross Revenue per Procedure
——Computerized Tomography - Gross Revenue per Procedure
——Radiology - Gross Revenue per Procedure

Source: Syntellis’ Axiom™ Comparative Analytics

Changes in imaging revenues fluctuated over the past year but rose notably
between December 2022 and March 2023. Compared to a March 2022
baseline, MRI Gross Revenue per Procedure increased 4.5% in March 2023,
up from about 1.8% above the baseline in December 2022.

Radiology Gross Revenue per Procedure was up 4% and Computerized
Tomography (CT) Gross Revenue per Procedure was up 3.3% in March 2023
compared to the same baseline, with both increasing from around 0% three
months earlier.

Volumes also increased. Compared to March 2022, CT procedures rose

6.7%, MRI procedures increased 4.5%, and Radiology procedures rose 2.3%
in March 2023.
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Allowed Hospital Payments as a Percent of Billed

Radiology '36.7% .33.1% 3-Year Change
Average Annual Change
2019 2022
CT 53.9% 50.3% 3-Year Change
Average Annual Change
2019 2022
MRI 42.8% 37.8% 3-Year Change
Average Annual Change
2019 2022

Source: Syntellis’ All-Payer Claims Dataset - 835/Remit Data

Hospitals nationwide continue to see a growing gap between what they bill
and what health insurers and other payers ultimately agree to pay — referred
to as the “allowed” amount. As imaging procedures and gross revenues per
procedure increased, healthcare providers also increased how much they
billed for those procedures, likely due to rising expenses. Recent All-Payer
Claims data show that billed amounts for common imaging procedures
increased at a rate of 1.5 to 2 times compared to allowed amounts.

As a result, allowed payments (as a percent of the amounts billed) have
decreased in recent years. MRIs had the biggest declines, with Allowed
Amount as a Percent of Billed decreasing -1.7% annually and -5% over three
years, from 42.8% in 2019 to 37.8% in 2022. The Allowed Amount as a Percent
of Billed declined -1.2% annually for both Radiology and CT procedures, and
-3.6% and -3.5% over three years, respectively.

These trends show that healthcare providers are being paid a smaller share
of what they bill while expenses continue to climb. As providers bill more in
hopes of getting higher reimbursements, payers are decreasing the level of
those reimbursements.
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Hospital KPIs

The top five financial KPIs for U.S. hospitals and
health systems for March 2023 versus the same
month last year are:

+1.4

Operating Margin: PEF;%IIE'[‘\ITTQGE
Total Expense: +4.7%
Total Labor Expense: +1.8%
Outpatient Revenue: _|_9‘ 50/o
Adjusted Discharges: +72%

Hospital margins inch into the black

Median hospital margins inched back into the black in March for the first time
in 15 months, as revenue growth outpaced expense increases. The median,
actual year-to-date (YTD) Operating Margin was 0.4% for the month, up from
-1.1% in February 2023. It was the first time the metric — which represents

a view of median operating margins for hospitals nationwide — has been
positive since December 2021.

Looking at margin shifts over time, the median change in hospital Operating
Margin rose 1.4 percentage points in March versus the same month last year
for a third month of YOY increases after 12 months of declines. The median
change in Operating Earnings Before Interest, Taxes, Depreciation, and
Amortization (EBITDA) Margin rose 1.3 percentage points YOY. Compared

to February 2023, the median changes in Operating Margin and Operating
EBITDA Margin were up 3.8 percentage points and 3.2 percentage points,
respectively.

Median Hospital Operating Margins
Nationally, Year-to-Date
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Source: Syntellis’ Axiom™ Comparative Analytics
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Total and non-labor expenses rise for 11th month

Total expenses continued to rise in March. Total Expense increased 4.7%

YOY and Total Non-Labor Expense rose 5.5% YOY for an 11th consecutive
month of YOY increases for both metrics. Total Labor expense rose 1.8% YOY
indicating a slight uptick after YOY labor expense increases eased to less than
1% in January and February. Supply, Purchased Service, and Drugs Expenses
rose 6.2%, 1.9%, and 7.6% YQY, respectively. Month-over-month, Total Expense
increased 8.3%, Total Non-Labor Expense rose 6.5%, and Total Labor Expense
rose 9.6%.

Expenses

Total Expense Total Non-Labor Expense

B March 2023 vs. Feb. 2023 B March 2023 vs. March 2022

Per-patient expenses were down, however, with Total Expense per Adjusted
Discharge decreasing -5.7% YQY. By region, the metric rose 1.1% for hospitals
in the Great Plains, was essentially flat for those in the Northeast/Mid-
Atlantic, and decreased YQY for hospitals in the South, Midwest, and West.

Patient volumes increase

Hospital volumes rose across most metrics. Adjusted Discharges rose 7.2%
compared to March 2022 and 13.5% versus February 2023. Adjusted Patient
Days were up 3.6% YOY and 11.2% month-over-month. Emergency Department
(ED) Visits rose 8.3% YOY and 11.7% from the prior month, while Operating
Room Minutes decreased -1.3% YOV but rose 12.1% month-over-month.
Average Length of Stay (LOS) decreased -2.9% YQY, suggesting hospitals saw
lower acuity patients versus March 2022.

Adjusted Discharges

+13.5%

B March 2023 vs. Feb. 2023 B March 2023 vs. March 2022

Adjusted Discharges and Adjusted Patient Days both rose for hospitals across
all regions in March. The Great Plains had the biggest increase in Adjusted
Discharges at 10% YQY, while the West had the biggest increase for Adjusted
Patient Days at 9.5% YOY.
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Outpatient revenues see biggest gains

Hospital revenues rose again in March, with outpatient services having

the biggest increases as hospitals respond to patient demands for more
convenient care options. Outpatient (OP) Revenue rose 9.5% YOY and 14%
from February to March 2023. Outpatient revenue also continued to grow as
a share of overall revenue, as reflected by 1.5% YOY and 2.1% month-over-
month increases in the Inpatient/Outpatient (IP/OP) Adjustment Factor.

Revenues
+14.0%
+12.5%
Gross Operating Revenue Outpatient Revenue
B March 2023 vs. Feb. 2023 B March 2023 vs. March 2022

Gross Operating Revenue rose 8.9% YOY and 12.5% compared to February,
while Inpatient (IP) Revenue rose 5.5% YOY and 9.9% month-over-month. Net
Patient Service Revenue (NPSR) per Adjusted Discharge decreased -2.4% YOY
and -0.8% versus February as revenue increases trailed growth in discharges.
NPSR per Adjusted Discharge rose YOY for hospitals in the Northeast/Mid-
Atlantic and Great Plains but was down for hospitals in all other regions.
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Physician Practice KPIs

The top five physician financial and operational KPls
for the first quarter of 2023 versus the same quarter in
2022 were:

Investment: +6.8%
Total Direct Expense: +14.2%
Productivity: +10.6%
Revenue: +157%
Support Staff Levels: -4 o/o

Physician investments continue to climb

Higher expenses continued to push up the level of investment needed to
support physician practices in the first quarter. The median Investment per
Physician FTE rose to $279,923 in Q1 2023, up 6.8% from Q1 2022 and 4.9%
from Q4 2022.

Investment per Physician FTE

Q1 2022

+4.9%
Q4 2022 A Q1 2023 vs. Q4 2022

+6.8%
Q12023 $279,923 A Q12023 vs. Q1 2022

The metric rose from Q1 2022 to Q1 2023 for physician practices in three
of five regions, but both the South and Midwest saw -6.4% declines. Median
Investment per Physician FTE rose for practices in four of five specialties
over the same period — Obstetrics and Gynecology (Ob/Gyn) had the only
decrease at -3.7%.
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Per-physician expenses remain high

Per-physician expenses continued to rise in the first quarter of 2023, as they
have each quarter for more than two years. Total Direct Expense per Full-Time
Equivalent (FTE) — including advanced practice providers — rose to $973,420
in Q1 2023, up 14.2% versus the same quarter of 2022. From Q4 2022 to Q1
2023, the metric was up 5.9%.

Total Direct Expense per Physician FTE
Q12022 $852,132
+5.9%
Q42022 $918,957 A Q1 2023 vs. Q4 2022

+14.2%
Q12023 $973,420 A Q12023 vs. Q1 2022

Expenses increased from Q1 2022 to Q1 2023 for practices across all regions
and specialties. By region, practices in the West had the biggest increase at
18.2% over that period, while Ob/Gyn had the largest increase compared to
other specialties at 14.4%.

Physician productivity increases

Physician productivity rose in the first quarter, likely due to physicians
becoming more productive in response to patient demand or having fewer
support staff. Physician work Relative Value Units (WRVUs) increased 10.6%
from Q1 2022 to a median of 6,150.79 in Q1 2023. From Q4 2022, the metric
was up 6%.

Physician wRVUs per FTE

Q12022

A +6.0%

Q12023 vs. Q4 2022

+10.6%
Q12023 6,150.79 A Q1 2023 vs. Q1 2022

Q4 2022

Median Physician wRVUs per FTE rose across all specialties both YOY and
quarter-over-quarter in Q1. Medical Specialties had the biggest increases at
15.9% versus Q1 2022 and 10.2% compared to Q4 2022.
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Physician revenues rise over past year

Per-physician revenues increased in the first quarter, as they have each
quarter for the past year. Median Net Revenue per Physician FTE reached
$668,775in Q1 2023, up 15.7% from Q1 2022 and up 6.8% from Q4 2022.
Physician practices in all regions saw the metric increase compared to
both Q1 2022 and Q4 2022.

Net Revenue per Physician FTE

Q12022 $578,161

+6.8%
Q4 2022 $626,257 A Q12023 vs. Q4 2022

+15.7%
Q12023 $668,775 A Q12023 vs. Q1 2022

Revenues also increased for physician practices across all specialties
compared to Q1 2022 and Q4 2022. Surgical Specialties had the biggest
increases at 18.7% compared to the first quarter of last year and 12.4%
compared to the last quarter of 2022.

Staffing levels decline in Q1

Physician practices nationwide saw staffing levels decline in the first
quarter. Median Support Staff FTEs per 10,000 wRVUs were 3.09 in QT
2023, representing a -4.1% decline from Q1 2022 and a -4.4% decrease from
Q4 2022.

Support Staff FTEs per 10,000 wRVUs

Q12022
v -4.4%
Q4 2022 Q12023 vs. Q4 2022
- 0,
Q12023 W 41%

Q1 2023 vs. Q1 2022

Median Support Staff FTEs per 10,000 wRVUs decreased across three of four
specialties from Q1 2022 to Q1 2023 and across all specialties from Q4 2022
to Q1 2023. Medical-based Specialties had the biggest declines at -8.3% and
-7.6%, respectively. Surgical Specialties had the only increase compared to the
first quarter of last year at 2.6%.
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About the Data

This report uses data from Syntellis’ Axiom™ Comparative Analytics, which offers
access to near real-time data drawn from more than 135,000 physicians from over
10,000 practices and 139 specialty categories, and from 500+ unique departments
across more than 1,300 hospitals. Powered by Syntellis 1Q, Axiom Comparative Analytics
also provides data and comparisons specific to a single organization for visibility into
how their market is evolving. This month's report also features data from Axiom™ Clinical
Analytics and the Syntellis All-Payer Claims Data (APCD) - Longitudinal Claims database.
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