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OWe were looking strong andEQ

©Cartoonbank.com

“Would you please elaborate on ‘then something bad happened’?”
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Financial CrisisNImpact on HospitalsO Access to Capital

During the preceding decade, investment grade healthcare issuers
enjoyed almost limitless access to debt with very low interest rates

Non-investment grade hos pitals also benefited from low rates
but with more limited borrowing capacity

Today, the market is much less receptive to healthcare, especially
hos pitals and s ystems with ratin  gs below the OAAO cate gorv

Auction rate market is dead
Credit spreads on traditional fixed rate bonds are at record highs

Accessing variable rate demand bond (VRDB) market requires letters
of creditNincreasingly difficult to obtain and costly

Information as of March 20, 2009
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Highlights of the 2008 Market OCrashEO
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Eand the Dow Keeps fallingE
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OAAAO long-term, tax exempt rates are close to the 20-Year
average, but the dislocation to Treasuries persists

OFlight to safetyO has caused Treasuries to rally while yields on OAAAO
tax-exempt bonds have increased

30-year MMD 1 Curve versus 10-year Treasury Rates
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1 OMMDO is the municipal high-grade index
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Record credit spreads have made long-term fixed rate
borrowing cost prohibitive for many hospitals

Municipal Healthcare Credit Spread Trends Municipal Healthcare  30Y Fixed Rate Trends
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The few deals that have come to market since October 2008
illustrate this trendE

William Beaumont
Hospital (M)
$290.5M
Daughters of Charity
Health Systems (CA)
$93.7M
Rush University
Medical Center

Seattie Cancer Center (L) $27.2Mm Loma Linda
B i Baylor Health Alliance (WA) Medical Center
ronx-Lebanon care Systems $54.0M (CA) $70.0M
. Anne Arundel
Ho;’igaé,sﬂNY) $1(4Tg( )3M Health Systems
CHRISTUS (TX) pr0idence Hith & : Memorial (MD)
$6LOM g5 (WA) $122.5M . Hermann (TX) $83.1M
Miami Valley (OH) $148.4
. $36.1M
Methodist Hosp of g4 tist Healthcare
S. California (CA) (KY) $36.5M
$162.1M

Spread to MMD (bps)

Multicare
(WA) $33.5M

Wake Med (NC)
$22.8M

AA+ AA AA- A+
Rating (S&P/Fitch)

Source: Bloomberg and Shattuck Hammond Partners data as of March 20, 2009
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The short-term tax-exempt market is one of the few bright
spots
Requires increasingly expensive and hard-to-get letter of credit

Rate is de pendent on marketOs acce ptance of individual bankOs
letters of credit

Historical SIFMA Rates
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The bond insurers continue to struggle...

Assured Guarant Y is currentl y the onl y viable o ption for insurin g fixed
rate debt

MBIA has recently established a new subsidiary that only insures
municipal bonds; Ambac is expected to follow shortly

Credit Ratings Credit Ratings Current Credit Ratings
Bond Provider as of January 1, 2008 as of September 1, 2008 as of March 20, 2009

AMBAC Aaa/AAAIAAA /AA/INR /7INR
Assured Guaranty Aaa/AAA/AAA Aaa/AAA/AAA IAAA/AAA

CIFC Aaa/AAAIAAL A=) /BEINR
FGIC Aaa/AAA/AAA /BE/ INR

FS# Aaa/AAAIAAL Aaa/AAAIAAL IAAAIAAA

MBIA Aaa/AAA/AAA /7 /INR /NR

Note: Ratings reflect MoodyOs, S&P and Fitch ratings, respectively
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And then there wasEOThe Only BankO

©Cartoonbank.com
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“Of course, you could try another bank, if there were any other banks.”
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Obtaining letters of credit remains difficult and costlyE

Like the insurers, bank credit ratings continue to decline

Credit standards remainti  ght despite governmental efforts, forcin g
some borrowers into the fixed rate market

Credit Ratinng. Credit Ratinng. Current reedit, Patinasyo
LOC Provider as of January 1, 2008 as of September 1, 2008 as of March 20, 2009

Bank of America Aal/AA/AA [AA/ [ AIA+

JPMorgan Chase Aa2/AA-IAA- Aa2/AA-IAA- [ TAA-
Dexia Group Aal/AA/AA+ Aal/AA/AA+ [~

Wachovia Bank
(Wells Fargo) Aa3/AA-/AA- INR/NR

US Bank Aa2/AA/AA- Aa2/AAIAA- Aa2/AAIAA-

Notes:
1) Credit ratings at Holding Company level
2) Ratings reflect MoodyOs, S&P and Fitch ratings, respectively
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The healthcare credit outlook has turned negativeE

Negative outlook assigned by all three rating agencies

Median ratios ex pected to be materiall y weaker from those re  ported in
mid-2008

What will rating agencies be focused on?

Operatin g performanceNstron g or stable operatin g performance
may lead to rating affirmation despite weaker balance sheet

Agencies take a longer term vi ew of investment performanceN
investment returns normalized; unrealized losses excluded from
ratios

Capital costs and future capital spending plans will be important

Information as of March 20, 2009
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Rating downgrades predominate

During the fourth quarter of 2008, the ratio of downgrades to
upgrades reached an all-time high

MoodyOs Ratings Changes in the Not-For-Profit Sector S&POs Rating Changes in the Not-For Profit Sector
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Source (all charts): MoodyOs Investors Servie and Standard and PoorOs as of March 20, 2009
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So whatOs a management team to do?

©Cartoonbank.com

“The motion has been made and seconded that we stick our heads in the sand.”
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Observations and takeaways from the 2008 capital markets
dislocationsk

Extreme volatility in fixed income and equity markets
Requires ability to cope with uncertainty
Underscores thaerapdte aneiyc  operating ~imbkilitiny
Cash is king

New shape to the yield curve

Higher premium for long-term fixed-rate debt

Short-term debt expected to perform well, but LOC availability
is limited and pricin g expensive

Information as of March 20, 2009
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Takeaways

Development Response

Increased competition for funding Adopt a Opublic companyO mindset with
among horrowers. investors; nravide _  greater transopreony,

Investors more cautious Engage in an ongoing dialogue with the

Underlying credit quality more rating agencies

]elf If you see trouble on the horizonE be

proactive and alert stakeholders before

) ) problem occurs
Fewer banks to provide credit support

More costly and restrictive terms Maintain and strengthen commercial
banking relationships

Cast a wide net when = seeking letters_of _
credit

Information as of March 20, 2009

SHATTUCK HAMMOND PARTNERS




Healthcare Financial Management Association

Takeaways

Development

Response

Fewer financing products available;
many af.hiaher cost _.

Fixed rate debt more costly
Insurance not financially viable

Letters ~6rudtif~-1u VRDBS
expensive, scarce

Auction rate securities market dead

Declining credit strength and debt
capacity

Lower deht service coveraae, _
Fewer days cash

Higher debt to capitalization

Information as of March 20, 2009

Consider shorter calls, put bonds, etc.,
when issuinafixed .. rate deht.

Explore governmental programs

Cal-Mortgage Insurance
FHA-insure d financing pro grams
FHLB letters of credit

Make sure risks are understood fully

Re-assess assumptions behind long-term
strategic financial plan

Evaluate all sources of ca pital

Consider monetization opportunities for
medical office buildings, other real
estate, home health, labs, etc.
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And the final takeaway iSE

GREGORY

“T want my bubble back.”
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