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The Financial Impact of COVID-19 on Texas Hospitals

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

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

* Nearly twice as many hospitals are at risk of closure. The percent of Texas
hospitals at serious risk of closure has nearly doubled since 2020, to 9.2%
in 2022. While support from the federal Coronavirus Aid, Relief, and
Economic Security (CARES) Act helped lessen the closure risk for Texas
hospitals in 2020 and 2021, the risk has steadily grown over time.

* Margins remain depressed relative to pre-pandemic levels. Even with
stimulus support, operating margins were below pre-pandemic levels in
2020. But there is no further federal support on the horizon. While
conditions improved in 2021, 2022 has been very difficult, with margins
24.1% below 2019 levels. Nearly half of Texas hospitals have seen negative
operating margins in 2022, up from roughly a third in 2019, meaning
hospital revenue is not covering the cost of patient care.

* Expenses are highly elevated from pre-pandemic levels. Total expenses in
2022 for Texas hospitals are $33.2 billion higher than pre-pandemic levels,
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outpacing increases in revenue. Rising expenses for both labor and medical
supplies have contributed to the increase—and total expenses are
cumulatively 20% above pre-pandemic levels.

* Hospital volumes remain below pre-pandemic levels. Hospital discharges,
emergency department visits, and operating room minutes in Texas
hospitals are significantly lower than pre-pandemic levels. However, patient
days and length of stay are on the rise, indicating that patients that are
visiting hospitals have more severe health needs than prior to the
pandemic, and the labor shortages affecting post-acute care are forcing
hospitals to house patients longer, resulting in increased expense without
commensurate increases 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 $3.2 billion in 2022 to date—and future
federal support is uncertain, as CARES Act funding has largely concluded.

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
Texas hospitals continue to face two and a half years after the beginning
of the pandemic.
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More Texas Hospitals Are at Risk of Closure

KEY TAKEAWAYS

10.0% * The percent of Texas hospitals at
> 9.2%

Hospitals at Risk of Closure

serious risk of closure has nearly
doubled since 2020.
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i * While stimulus support helped lessen
the risk of closure for Texas hospitals in
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Rural Hospitals Remain at a Higher Risk of Closure than Urban
Counterparts, but Risk Has Grown for All

. . KEY TAKEAWAYS
Risk of Closure by Year by Urban or Rural Location

30% * The risk of closure for rural hospitals in
26% Texas remains highly elevated over the

25% risk of closure for urban hospitals.

* These challenges represent a clear
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Hospital Operating Margins Are Significantly Below

Pre-Pandemic Levels

Percent Change in Operating Margin as Compared to 2019
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KEY TAKEAWAYS

* Operating margins for Texas hospitals
have been under intense pressure since
the outset of the COVID-19 pandemic.

* Even with CARES Act support, operating
margins were 0.4% below pre-pandemic
levels in 2019. There is no federal
support for hospitals on the horizon.

* While conditions improved in 2021,
2022 has been extremely difficult, with
margins 24.1% below pre-pandemic
levels in 2019.
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Hospital Have Experienced Lost Income Relative to 2019

KEY TAKEAWAYS

Lost Hospital Income Relative to 2019

$3.0 $2.6 * In the first year of the pandemic,
Texas hospitals experienced $1.6 billion
$2.0 in lost income.
c10 * While conditions improved in 2021,
' Texas hospitals have experienced lost

- income of $3.2 billion to date in 2022,
é which is approximately a 30% reduction
@ $1.0 in total income across the state of Texas.
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Nearly Half of Texas Hospitals Have Negative Operating Margins

. . . . KEY TAKEAWAYS
Percent of Hospitals with Negative Margins

50.0% 47.4% * In 2019, roughly a third of Texas
hospitals had negative operating

margins.
40.0%
e While CARES Act support helped

hospitals weather the first two years of
30.0% the pandemic, the proportion of Texas
hospitals with negative operating

margins skyrocketed in 2022 to 47.4%,

20.0% or nearly half of all hospitals.
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Total Expenses Are Dramatically Higher than Pre-Pandemic Levels

. KEY TAKEAWAYS
Total Expense Difference

$40.0 * Total hospital expenses in Texas have
skyrocketed since 2019.
$35.0 $33.2 $33.2
 Key factors include rising labor costs,
$30.0 including contract labor expenses, and
non-labor expenses.
$25.0
" * Through 2022 to date, labor expenses
é $20.0 are 20.9% higher than pre-pandemic
= levels, while medical supplies are 8.5%
L $12.6 above pre-pandemic levels.
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Labor Expenses Are Far Above Pre-Pandemic Levels

KEY TAKEAWAYS
Labor Expense Difference Compared to 2019

$20.0 * Labor expenses for Texas hospitals
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Contract Labor Expenses Are a Major Contributing Factor

. KEY TAKEAWAYS
Contract Labor Expense Difference Compared to 2019

$6.0 * Contract labor expenses have played a
significant factor in rising labor
$4.9 expenses.

* Through 2022 to date, contract labor

$4.0 expenses for Texas hospitals are
$4.9 billion higher than pre-pandemic
é levels.
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Medical Supply Expenses Also Remain Elevated

KEY TAKEAWAYS

Medical Supply Expense Difference Compared to 2019

$3.0 * Medical supply expenses have driven a
$2.7 significant proportion of overall expense
$2.5 growth since the outset of the pandemic
for Texas hospitals.
$2.0 * Medical supply costs for Texas hospitals
were 8.5% higher in 2022 than in 2019 —
é 815 or $1.3 billion all told—and have
@ 51.3 remained elevated since 2020.
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Drug Expenses Remain Highly Elevated

KEY TAKEAWAYS

Drug Expense Difference Compared to 2019

$3.0 $2.8 $2.8 * Drug expenses have significantly
accelerated for Texas hospitals since
$2.5 2020 and remain significantly above
2019 levels.
$2.0 * In both 2021 and 2022 to date, drug
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é $1.5 more than 2019 levels.
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Revenue Growth Has Lagged the Growth in Expenses

. KEY TAKEAWAYS
Median Revenue and Expense Percent Change from 2019

25% * While Texas hospital revenues have
grown since the start of the pandemic,
20% the rate of growth has significantly

20%
lagged the rate of growth in expenses.

* The difference in growth rates between
158 expenses and revenues has led to
significantly depressed margins for Texas

10% hospitals.
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Volumes Have Declined, While Patient Days and
Length of Stay Have Increased

KEY TAKEAWAYS

Volume Percent Changes from 2019

60% * Overall, hospital discharges, emergency
53.1%

department visits, and operating room
minutes in Texas hospitals are significantly
lower than pre-pandemic levels.
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* However, rising patient days in 2021 and
2022, coupled with a significant increase
in length of stay in 2022, suggests that
patients that are visiting hospitals have
more severe health needs than prior to

l ' the pandemic.
0.69
* The increase in length of stay is also

being driven by labor shortages in post-
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-19.5% acute settings, leaving hospitals with the

-30% inability to discharge patients in a timely
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Length of Stay Room Minutes Discharges Patient Days costs of those patient stays without

m 2020 m2021 m2022 commensurate reimbursement.
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Methodology
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Methodology

* This report includes data representing more than 60 Texas hospitals sampled from data from Syntellis Performance Solutions—
which are extrapolated to a statewide view controlling for hospital type, location, and size.

* Operating margins are calculated as net operating revenue minus total operating expense, divided by net operating revenue.
* Comparison of expenses and margins are not volume adjusted and reflect actual gains or losses relative to prior year levels.
* Rural hospitals are defined as hospitals that are located outside of Metropolitan Statistical Areas.
* Hospitals at risk of closure are defined by those hospitals from the sample which met the following criteria:

— Operating margin below 0%

— Days cash on hand less than 113 days

— Debt to capitalization ratio exceeding 50%
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Qualifications, Assumptions and Limiting Conditions (v.12.08.06):

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 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.

KaufmanHall THE FINANCIAL IMPACT OF COVID-19 ON TEXAS HOSPITALS ©2022 Kaufman, Hall & Associates, LLC. All rights reserved. 16




KaufmanHall

CHICAGO, IL ‘ LOS ANGELES, CA ‘ SKOKIE, IL ‘ WEST PALM BEACH, FL



