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Market Overview

Healthcare Not-For-Profit Sector Overview

• The industry remains in a state of flux due to a number of different factors including the 
Accountable Care Act (ACA) and an operating environment that continues to be challenging

• Analysts have a negative view on the sector due to the numerous pressures facing providers

• Management teams continue to develop and implement strategies which include both operational 
improvements as well as mergers, joint ventures, partnerships and acquisitions

Capital Markets Overview

• Long-term rates have risen while short-term rates remain low

• Expectations are that long-term rates will keep rising and short-term rates will remain at current 
levels for the near term

• Public tax-exempt bond issuance is down compared to prior years and predictions are that 2014 
bond issuance will also be down  

• Bond fund outflows continue

• Market reactions to public announcements and Federal Reserve decisions have added some 
volatility to the market however not-for-profit health systems are successfully acquiring capital

66

(1) Rate history provided from December 2003 through December, 2013
(2) Rates are estimates and do not necessarily reflect actual traded levels.
(3) MMD is the Municipal Market Data index based on “AAA” rated General Obligations (“GO”) bonds. A GO is a common type of 

municipal bond that is secured by a state or local government's pledge to use available resources, including tax revenues, to repay 
bond holders.

Yields on 30 Year AAA Muni and Treasury Bonds

A strong Treasury market could help the tax-exempts - when tax-exempt yields are high relative to Treasury yields, the tax-
exempt market benefits from the entrance of cross-over buyers who generate increased demand for tax-exempt debt

• Cross-over buyers are investors who typically participate in the Treasury market but “cross-over” to the tax-exempt 
market to maximize their return

• Why purchase Treasury securities when one can purchase high quality municipal securities at significantly higher 
after tax yields?
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Long-Term (RBI) vs. Short-Term (SIFMA) Rates 
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• Over the last 20 years, fixed rates have been lower than 
current levels approximately 53.02% of the time

• Short-term variable tax-exempt yields have fluctuated more 
than long term fixed rates over the past 10 years but have 
continued to trade at historical lows for the past 3 years

(1) Market data through December 31, 2013.
(2) The Bond Buyer Revenue Bond Index (“RBI”) is an estimate of the yield for long-term fixed rate bonds compiled by the Bond Buyer using an index of tax-exempt, 

fixed rate revenue bonds maturing in 30 years, with a rating equivalent to Moody's “A1” and Standard and Poor's “A+”.
(3) The Securities Industry and Financial Markets Association (SIFMA) Index is calculated by taking the weighted-average of the clearing rates for a pool of high-grade 

tax-exempt short-term issues with weekly resets.  The SIFMA Index is a widely used proxy for high grade weekly bonds.

The Importance of Bond Ratings for Healthcare Entities

Credit spreads have narrowed since the start of the financial crisis in September 2008, 
but remain above pre-crisis levels

Healthcare bonds are viewed as relatively riskier investments however investor demand 
remains strong

� Investors demanding higher yields due to perceived vulnerability to reimbursement changes 
and cost pressures in the healthcare industry

Federal Reserve Policy and lack of demand have recently pushed up credit spreads  

8

Breaking of the Money Market Mutual Fund “Buck”

Spread to 30-Year MMD
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Bond Market Factors: Mutual Funds Demand

Source: Investment Company Institute  

Beginning in early 2013, long-term tax-exempt bond funds have experienced cash outflows 
suppressing the demand for tax-exempt debt.  Lower demand has generated upward pressure on 
yields to attract buyers

• Low absolute yield levels and improved performance of equity markets were two driving factors for 
the outflows

Monthly Outflows

Monthly Inflows

10

Bond Market Factors: Issuance Supply

Source: SIFMA  

Supply of tax-exempt bond issues fairly consistent since 2010 but recent years show an uneven trend

• Taking advantage of the low market rates in 2012 and early 2013, the majority of new tax-exempt 
bond issues were refundings

• New project issues were approximately $150 billion in both 2011 and 2012, the lowest levels 
since 2002  

• New project issues were $159.6 billion for 2013

• With recent yield increases, refunding issues declined in 2013 with $171.9 billion of 
refundings compared to $231.3 billion in 2012

Annual Total Tax-Exempt Debt Issuance
(in $ billions)

Source: SIFMA  

Use of Proceeds
(in $ billions)



1/16/2014

6

11

Rating Agency Trends

Rating Agency Market Summary

All three rating agencies now have a negative outlook on the healthcare not-for-profit sector

Primary concerns include anticipated slowdown in revenue growth and margin compression, impact 
of the ACA, soft inpatient demand, changes in the payor model and a competitive landscape

Management teams have focused on building balance sheets and strengthening cash flow

� Creating reserves for possible future industry pressures

� Capital expenditure improved somewhat - however still below historical levels and average age of plant 
continues to climb

Physician partnerships, despite associated costs, and strategic affiliations will remain a 
management focus for the near future

All three rating agencies expressed concern about the conversion to ICD-10 in October 2014

� Costs associated with preparation

� Will the payors be prepared?

Providers with size and scale are better positioned

Consolidation and acquisitions are expected to continue

1212
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Rating Agency Perspectives

Not-For-Profit 
Healthcare Sector

Moodys

- Revenue growth will be constrained and 
margins are expected to contract

- Costs expected to pressure operations as 
providers invest in physicians, IT and new 

reimbursement models

S&P

- Industry is at a tipping point

- Increased competition for a limited patient base

- Capital spending remains constrained compared to historical levels however 
expect to see spending on traditional projects return

Fitch

- Higher level of year over year performance 
volatility expected as full effects of health reform 

are realized and sector is impacted by erratic 
volumes

- Uncertainties will challenge the industry going 
forward

Declining patient 

volumes
Transition from fee-

for-service

Impact of ACA Physician alignment 

strategies

13

14

Rating Trends Within Not-For-Profit Healthcare

Rating agencies and analysts have evolved in terms of how they conduct their analysis

� Greater scrutiny has added a number of internal credit policy changes

� Analysts are under additional pressure to support their credit rationale

Credit committees are more cynical than in the past

� Committee outcomes are less predictable and all agencies have a negative outlook on the sector

New methodologies and analytical tools are being implemented

� Moody’s is leading the charge

� Some requests for additional disclosure and explanation are beginning to happen as analysts try to dive 
deeper into their credit reviews

Credit ratings are important however within the past two years some healthcare systems have
proceeded with strategic plans and bond issues despite pressure on ratings recognizing the long-term
benefits to the system

� Catholic Health Initiatives – downgraded due to operating margin pressure, sizable increase in debt, 
and high costs of investments in IT, physician integration and new models of care delivery

� Memorial Sloan Kettering – downgraded due to material increase in debt and substantial strategic 
project spending over next 10 years that will limit growth of financial metrics

� Ascension Health – downgraded due to moderate operating margins and large investment and risks 
associated with plan to centralize support services and provide a common information system across 
the company

� Dignity Health – downgraded due to increased debt load and consecutive years of poor operating 
results (continued expansion focus)

� Catholic Health Services of Long Island – downgraded due to weak operating metrics and sizable new 
debt offering (hospital renovations and EMR installation)
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Capital Planning Process and Financing Alternatives

Funding 
Sources

Excess/ 
Shortfall

Capital 
Expenditures

Capital Planning Process

The capital plan is an interactive and iterative process that evolves over time

• Develop Capital Budget
• Driven by Strategic Plan
• Mandated/Regulatory Capital Expenditures, and
• Routine/Ongoing Capital Requirements

• Generate Financial Forecasts for Capital Budget Period
• Calculate Operational Cash Flow Excess/Shortfall After 

Capital Budget Requirements

• Identify, Evaluate, and Measure Funding Sources:
• Internal Sources

• Existing Funds
• Future Earnings

• Philanthropic and “Other” Sources
• Outside Financing

• If funding sources do not meet expectations, re-evaluate 
timing,  expand funding source alternatives, and/or re-
examine strategic importance of projects under 
consideration

The resulting plan will provide a framework and direction for management to achieve capital 
expenditure goals

16
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Tax-Exempt Debt Financing Options

Financing Product Fixed Rate Bonds Variable Rate Demand 
Bonds (VRDBs)

Bank-bought Bonds 

Investors Bond funds, insurance 
companies, individuals

Short-term bond funds, bank 
trust departments, money 
market funds, insurance 
companies and individuals

Commercial banks

Initial Term / Final 
Maturity

30 years or longer (serial 
and term bond maturity 
structure)

30 years or longer (serial 
and term bond maturity 
structure)

2 – 15 year initial term; up to 
30 years or longer

Index / Cost of Funds MMD plus credit spread SIFMA plus a credit spread 67% of one-month LIBOR 
plus a credit spread OR fixed 
rate

Interest Rate Reset Not applicable Daily / Weekly Not applicable for fixed / 
Varies

Factors Affecting 
Changes in Interest Rate

Interest rate fixed – no 
variability

Variability of index (SIFMA) None for fixed rate / 
Variability of index (LIBOR)

Public Bond Sale / Bond 
Underwriter Required

Yes Yes No

17

Relatively less expensive form of financing

Maintain cash reserves for capital projects which are ineligible for financing with tax-exempt debt

� Examples: joint ventures and medical office buildings

Projects funded with cash reserves can not be financed with tax-exempt bonds in the future (in
general, capital projects must be financed either within 18 months of the expenditure or by the date the
project is placed in service, whichever is longer)

Tax-exempt interest rates (fixed and variable) remain near historic lows

Although no immediate concern on the horizon, access to tax-exempt financing may be limited in the
future

� Credit concerns

� General market environment

� Changes in Federal and/or State regulations

18
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Reasons for Using Tax-Exempt Debt
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Direct Purchase Basic Structure

Direct purchase bonds are comparable to a bank loan

� Bank loans money directly to the healthcare organization by purchasing entire loan – no bond underwriter 
required

� Bank is sole buyer of bond issue

� Bonds issued by municipality or state authority to make them tax-exempt securities

Bond principal and interest payments made monthly to bank at variable or fixed rate

Bonds amortize over a period of up to 30 years (maturity date) depending on use of bond proceeds

Bonds usually have a ‘put feature’ allowing the bank to accelerate and make all principal due at end of the 
holding period, unless it extends 

� Generally every five, seven or ten years – not “committed capital”

1919

Variable or Fixed Rate

Bond $ through 
Municipal / State Issuer

Taxable Bonds as a Financing Option

Taxable bond issues have become an attractive alternative for healthcare systems

2020

Benefits

• Captures historically low interest rates 
• Spread between taxable and tax-

exempt transaction is attractive
• No limitations on use of bond proceeds 
• Bond proceeds may be immediately 

added to investment portfolio to enhance 
liquidity 

• Bonds may be issued directly on an 
expedited basis; would not require 
Authority, State, or other approvals 

• Potentially lower cost of issuance 
• Expands buyer base to include traditional 

taxable buyers and international buyers, 
creating a broader basis for future 
financings 

Considerations

• Depending on market conditions, likely 
higher cost of capital than a tax-exempt 
transaction 

• Less structuring flexibility 
• Taxable investors prefer bullet 

maturities 
• Liquidity matters to taxable investors so 

index eligible size ($250 million) per 
maturity will achieve the best execution 

• Make-whole call provisions will likely 
make refinancing of long-dated taxable 
debt not economic 
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Final Comments

The healthcare industry remains in a period of uncertainty as providers are expected to experience
challenges and operating pressures

The uncertainty of ACA, declining inpatient volumes, pressure on reimbursement and other factors
are causing analyst concerns

Strong organizations and management teams will continue to tackle problems as they arise and find
solutions to balance margin and mission however more vulnerable organizations will experience
difficulties as they find themselves unable to adequately respond

With rising rates and a shift in capital spending bond issuance in 2014 is expected to be lower than
2013

Despite this difficult environment, there are still a number of different financing alternatives available to
all organizations regardless of size or rating

� Investors still believe in the long-term viability of the healthcare sector 

� Banks want to partner with solid healthcare systems 

M&A activity is expected to continue

Update on Healthcare M&A Environment

22
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Significant Increase in Hospital Consolidation

23

2009 - 58 2010 - 88 2011 - 113 2012 - 125

Mergers & Acquisitions Update

Willingness to discuss and explore strategic options is up dramatically as well

� Mentality of “everyone is talking to everyone” about various consolidation opportunities

Resurgence of major market, multi-hospital, not-for-profit (“NFP”) deals beginning in 2010

� Detroit Medical Center (six hospitals)

� Caritas Christi (six hospitals)

� Mercy Health Partners (seven hospitals)

Percentage of transactions with not-for-profit successors significantly increased in 2012

24
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Announced (Synergistic) Joint Venture Partnerships

25

Date JV 
Announced

For-Profit Partner Not-For-Profit Partner Acquisitions/Developments

05/27/2010 • JV to operate three rural Shands hospitals

01/31/2011

• Maria Parham Medical Center (Henderson, NC)
• Person Memorial Hospital (Roxboro, NC)
• Twin County Regional Healthcare (Galax, VA)
• Marquette General Health System (Marquette, MI)

08/31/2011 • Bay Medical Center (Panama City, FL)

11/02/2011 • JV to operate five rural Integris hospitals

12/05/2011 • JV to operate four rural Capella hospitals

02/01/2012 • Mountainside Hospital (Merit Health) (Montclair, NJ)

05/10/2012 • Scott Memorial Hospital (Scottsburg, IN)

08/27/2012 • JV to pursue M&A and other developments in WI & IL

09/18/2012 • JV to pursue M&A in MA, to build ACO infrastructure

03/11/2013
• Alliance to draw on each other’s vast resources
• Plan for future JV acquisitions 

5/14/2013
• JV to pursue M&A and other developments in MT and 

WY

Announced Not-For-Profit Divestitures

26

Despite strong audit ratings, a number of highly rated NFP systems are divesting assets that are:

� Geographically outside core reach of system

� Financial underperformers or have specific issues

� In markets where NFP has been unable to enhance relative position

� Non-core services (home health, senior living, etc.)

These divestitures strengthen the selling system’s financial position and focuses its capital and 
management on remaining markets

Announced
Date

NFP System Facilities Divested Acquirer

5/3/2013 • Saint Claire’s Health System (Denville, NJ)

10/16/12 • Carondelet Health (Kansas City, MO)

4/23/2012 • St. Joseph’s Mercy Health System (Hot Springs, AR)

3/30/2012 • St. Mary’s Regional Medical Center (Reno, NV)

3/23/2012 • St. Joseph Medical Center (Baltimore, MD)

7/1/2011 • Mercy Health Partners (Knoxville, TN)
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Announced For-Profit M&A Activity

• November 12, 2013 – Sale of Lovelace Health Plan

• August 22, 2013 – Akron General Health System (with Cleveland Clinic), Akron, Ohio
• September 18, 2013 – Metro Health (JV with Cleveland Clinic), Grand Rapids, Michigan

• July 18, 2013 – Three Hospitals from IASIS, Tampa Bay, Florida

• June 11, 2013 – Munroe Regional Health System, Ocala, Florida

• August 27, 2012 – Development joint venture with Aurora Health Care, Milwaukee Wisconsin

• July 23, 2013 – Rehoboth McKinley Christian Health (JV with NFP), Gallup, New Mexico

• September 10, 2013 – Rutherford Regional Health System, Rutherford, North Carolina

• May 3, 2013 – Saint Clare’s Health System (CHI), Denville, New Jersey

• January 16, 2013 – Sierra Vista Regional Health Center, Sierra Vista, Arizona

• August 21, 2012 – Mercy Health System of Maine, Portland, Maine (CHE)

• November 30, 2011 – Knapp Medical Center, Weslaco, Texas

• August 9, 2013 – Eastern Connecticut Health Network (JV with Yale), Manchester, Connecticut

27

Recently Announced For-Profit-to-For-Profit Consolidation 

28

In the summer of 2013 two of the largest for-profit combination deals were announced.

In September 2013, sources reported GTCR LLC is exploring a sale of Capella Healthcare 

and engaged Bank of America Merrill Lynch      

Date
Announced

Target Successor/Partner Highlights

6/24/2013

•Transaction value estimated at $4.3 billion, including 
assumption of $2.5  billion of debt

•7.8x trailing EBITDA
•The 77 combined hospitals  would vault Tenet to the 
third largest for-profit hospital operator in terms of 
hospitals owned and reach $15 billion in combined 
annual revenue

•Tenet will gain entrance into key new markets 
including Chicago, Detroit and San Antonio

8/2/2013

•Proposed transaction value estimated at $7.6 billion
•8.6x trailing EBITDA
•Projected combined revenue of $18.9 billion 
•CHS becomes the largest hospital operator in terms 
of facilities (206 in 26 states)

•Expected $150 - $180 million of shared savings in the 
next two and half years

•Both companies  primarily operate in smaller more 
rural markets; on a combined basis 63% of the 
hospitals will be sole providers

•HMA Board approved the sale to CHS 11/12/13;  
HMA shareholder vote related to acquisition by CHS 
scheduled for 1/8/14
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Significant Increase in Hospital Stock Prices and Valuation Multiples

Publicly traded hospital management companies have seen a significant increase in stock prices 
during 2012 and 2013 after a major decline in 2011. Prices have rebounded above their 2011 levels.

*Starting date for HCA is as of their IPO’s on 3/10/11

Valuations as a multiple of operating cash flow (“EBITDA”)(1) have increased dramatically from one 
year ago

29

Price as of: 1/1/2011* 1/1/2012 11/13/2013

Percent Change Percent Change

1/1/11 - 1/1/12 1/1/12 – 11/13/13

CHS 37.37 17.22 42.75 -53.90% 148.26%

HCA 31.02 21.64 45.53 -30.20% 110.40%

HMA 9.54 7.25 13.25 -24.00% 82.76%

LifePoint 36.75 36.29 50.49 -1.30% 39.13%

Average: -27.35% 95.14%

For the Week Ending 4/2/12 For the Week Ending 11/8/13

Enterprise Value / EBITDA Enterprise Value / EBITDA
2011 2012E 2013E 2012 2013E 2014E

Health Care Facilities
Urban Hospitals 6.2x 5.5x 5.2x 9.8x 9.3x 7.4x
Rural Hospitals 6.5x 5.9x 5.6x 7.1x 7.5x 7.0x

(1) EBITDA stands for Earnings Before Interest, Taxes Depreciation and Amortization.

Other Trends in Hospital M&A

With increased activity, there has also been an increase in the number of failed transactions

� Salinas Valley Memorial (Salinas, CA) – Natividad Medical Center: Board ultimately rejected partnership proposal

� St. Luke’s Hospital (Maumee, OH) – ProMedica Health System: Transaction blocked by FTC

� Knapp Medical Center (Weslaco, TX) – Universal Health Systems: After hospital board approved sale, transaction 
halted by city’s Hospital Authority

� Ohio Valley Health System (Wheeling, WV) – CHS: After three month due diligence period, mutually decided to 
discontinue partnership talks

� Beaumont Health System – Henry Ford Health System (Detroit, MI): Following lengthy due diligence, BHS medical 
staff expressed concern about a merger, curtailing further action

Government intervention has picked up steam and does not appear to be slowing down

� St. Luke’s Hospital (Maumee, OH) – ProMedica Health System

� Phoebe Putney Memorial Hospital (Albany, GA) – HCA

� Rockford Memorial Hospital (Rockford, IL) – OSF Healthcare

It will be interesting to watch the intersection of new healthcare delivery models and anti-trust 
concerns

30
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Drivers of Consolidation

Consolidation

Lack of 
Volume 
Growth

Economic

Pressure 

Moderating 
Managed 

Care 
Pricing

Pressure 
from 

Government 
PayorsNew 

Healthcare 
Delivery 
Models

Challenges 
in Access 
to Capital

Physician 
Alignment 

Wave

For-Profit 
M&A

31

Drivers of Consolidation

� Historically a primary challenge for standalone community hospitals was limited access to capital

� Beginning approximately five years ago, the challenge of physician alignment, employment and 
integration became an equally important driving factor towards consolidation

� Medicaid and other state level reimbursement challenges further accelerated activity

� Most recently healthcare reform including the need to address new delivery models and need to 
address challenges to healthcare reimbursement have become a top driver of consolidation

32
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Indicators of Need to Affiliate

Ability to meet current or long-term capital needs

� Is the organization unable to fund key strategic capital 
plans?

� Is average age of plant well above norms?

� IT expenditures or system upgrades needed in the near 
future 

Adequate financial performance and cushion

� Meaningful operating margin and balance sheet needed 
to weather projected changed in healthcare

� If losing money, can profitability be reasonably 
achieved?

� Is debt burden overwhelming?

Anticipated trajectory of financial and operating 
performance over the next several years

� How significantly different is that from today’s position?

� If these future projected results were happening now, 
what would be our perspective on need to affiliate?

Level of preparedness for healthcare reform and 
new healthcare delivery models

� ACO’s, medical homes, bundled services

� Population management, health insurance exchanges

Strength of alignment with physicians

� Is there a well defined physician strategy?

� Level of clinical integration

� Recent loss of key physicians

Ability and willingness to go after opportunities

� Are the lack of resources or appropriate mindset making 
it difficult to pursue new services or initiatives?

Major challenges or changes in payer landscape

� Facility has been excluded from certain payer contracts

� Rapidly changing mix to less profitable payers

Aggressive competitor action

� Merger of other area hospitals or new system to the 
market

� Merger of local and regional physician groups

Additional opportunities to significantly improve 
operating and financial performance

� Add services, physicians, payer strategies that would be 
game changers

� Significant expense reduction opportunities that have 
historically been off limits

Specific major challenges that can’t be changed

� Declining population or challenging payor mix

Significant cultural issues

� Is there a positive environment for physicians and 
employees that enables the facility to be competitive?

� Strength of board and management

33


