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! Financial crisis

! Tax-exempt market conditions

! Bond insurance and letters of credit

! Healthcare credit outlook

! Takeaways
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ÒWe were looking strong andÉÓ
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Financial CrisisÑImpact on HospitalsÕ 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 , g p ,
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 ÒAAÓ cate gor yp y g g y

! 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 creditÑincreasingly difficult to obtain and costly
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Highlights of the 2008 Market ÒCrashÉÓ
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ÒAAAÓ long-term, tax exempt rates are close to the 20-Year 
average, but the dislocation to Treasuries persists

! ÒFlight to safetyÓ has caused Treasuries to rally while yields on ÒAAAÓ 
tax-exempt bonds have increased

30-year MMD 1 Curve versus 10-year Treasury Rates
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Source: Bloomberg data as of March 20, 2009
1 ÒMMDÓ is the municipal high-grade index

30-YR MMD 10-Yr Treasury
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Record credit spreads have made long-term fixed rate 
borrowing cost prohibitive for many hospitals
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The few deals that have come to market since October 2008 
illustrate this trendÉ
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Rating (S&P/Fitch)

AAA AA+ AA AA A+ A A BBB+ BBB

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 marketÕs acce ptance of individual bankÕs 

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 y y y p g
rate debt

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

Bond Provider
Credit Ratings

as of January 1, 2008
Credit Ratings 

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

AMBAC A /AAA/AAA A 3/AA/NR B 1/A/NRAMBAC Aaa/AAA/AAA Aa3/AA/NR Baa1/A/NR

Assured Guaranty Aaa/AAA/AAA Aaa/AAA/AAA Aa2/AAA/AAA

CIFG Aaa/AAA/AAA Ba2/B/CCC Ba3/BB/NRCIFG Aaa/AAA/AAA Ba2/B/CCC Ba3/BB/NR

FGIC Aaa/AAA/AAA B1/BB/CCC Caa1/CCC/NR

FSA Aaa/AAA/AAA Aaa/AAA/AAA Aa3/AAA/AAAFSA Aaa/AAA/AAA Aaa/AAA/AAA Aa3/AAA/AAA

MBIA Aaa/AAA/AAA A2/AA/NR B3/BBB+/NR
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Note: Ratings reflect MoodyÕs, S&P and Fitch ratings, respectively 
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And then there wasÉÒThe Only BankÓ
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Obtaining letters of credit remains difficult and costlyÉ

! Like the insurers, bank credit ratings continue to decline

! Credit standards remain ti ght despite governmental efforts, forcin g 

Credit Ratings Credit Ratings Current Credit Ratings

g g g
some borrowers into the fixed rate market

LOC Provider
Credit  Ratings  

as of January 1, 2008
Credit  Ratings  

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

Bank of America Aa1/AA/AA Aa2/AA/A+ A1/A/A+

JPMorgan Chase Aa2/AA-/AA- Aa2/AA-/AA- Aa3/A+ /AA-

Dexia Group Aa1/AA/AA+ Aa1/AA/AA+ A1/A/AA-

Wachovia Bank 
(Wells Fargo)

Aa3/AA-/AA- A1/A+/A+ Aa3/NR/NR

US Bank Aa2/AA/AA- Aa2/AA/AA- Aa2/AA/AA-
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Notes:
1) Credit ratings at Holding Company level
2) Ratings reflect MoodyÕs, S&P and Fitch ratings, respectively
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The healthcare credit outlook has turned negativeÉ

! Negative outlook assigned by all three rating agencies

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

! What will rating agencies be focused on?

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

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

! Capital costs and future capital spending plans will be important
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Rating downgrades predominate

! During the fourth quarter of 2008, the ratio of downgrades to 
upgrades reached an all-time high
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Upgrades Downgrades
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Source (all charts):  MoodyÕs Investors Service and Standard and PoorÕs as of March 20, 2009
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So whatÕs a management team to do?
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Observations and takeaways from the 2008 capital markets 
dislocationsÉ

! Extreme volatility in fixed income and equity markets
! Requires ability to cope with uncertainty

! Underscores the need to manage operating profitability! Underscores  the  need  to  manage  operating  profitability

! 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 ex pensivep g p
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Takeaways

Development Response

" Increased competition for funding 
among borrowers

" Adopt a Òpublic companyÓ mindset with 
investors; provide greater transparencyamong  borrowers

" Investors more cautious

" Underlying credit quality more 
important

investors;  provide  greater  transparency  

" Engage in an ongoing dialogue with the 
rating agencies

important

" Fewer banks to provide credit support

" If you see trouble on the horizonÉ be 
proactive and alert stakeholders before 
problem occurs

" More costly and restrictive terms " Maintain and strengthen commercial
banking relationships

" Cast a wide net when seeking letters ofCast  a wide  net  when seeking  letters  of  
credit
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Takeaways

Development Response

" Fewer financing products available; 
many at higher cost

" Consider shorter calls, put bonds, etc., 
when issuing fixed rate debtmany  at  higher  cost

" Fixed rate debt more costly

" Insurance not financially viable

" Letters of credit for VRDBs

when  issuing  fixed rate  debt

" Explore governmental programs

" Cal-Mortgage Insurance

FHA i d fi i" Letters  of  credit  for  VRDBs
expensive, scarce

" Auction rate securities market dead

" FHA-insure d fi nanc ing pro grams

" FHLB letters of credit

" Make sure risks are understood fully

" Declining credit strength and debt 
capacity

" Lower debt service coverage

" Re-assess assumptions behind long-term 
strategic financial plan

" Evaluate all sources of ca pitalLower  debt  service  coverage

" Fewer days cash

" Higher debt to capitalization

p

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