U.S. Not-for-Profit Health Care: Analyzing COVID-
19 and Provider Fund Relief on Credit Ratings
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S&P Global: U.S. Not-for-profit acute care health care ratings

What do our credit
ratings mean?

How do we assess
credit risk for acute

care hospitals?

S&P Global: U.S. Not-
for-profit acute care
ratings
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Hospital’s willingness and likelihood to pay back its bond-holders/investors
Rating is a long-term (but can be short-term, too)

Issuance of debt usually for strategic and large capital investments, but can
be for other long and short-term purposes

S&P uses specific criteria for acute care hospitals (next slide)

Criteria incorporates a model but with analytical judgement throughout
analysis

Ratings reviewed annually with updated data / management meetings

Acute care hospitals: community hospitals, academic medical centers, stand-
alone hospitals, rural hospitals, children’s hospitals, hospital districts, critical
access hospitals, regional health systems, and multi-state health systems

~ 420 rated hospitals and health care systems across the country



Not-for-profit acute health care criteria — a snapshot

Economic fundamentals
Industry risk

Financial performance 40%

Liquidity and financial flexibility 30%
Debt 30%

Market position
Management and governance

MATRIX

— 111 Financial profile

Enterprise profile — 1 “—
2
®  Anchor
Economic Fundamentals: - Financial performance:
» Demographic profile z * Various ratios measuring performance,
» Geographic diversity cash flow, and ability to pay for annual debt
service / liabilities
Industry risk: l
» Economic cyclicality Liquidity & financial flexibility:

» Cash/reserves relative to debt, debt
structure, and operating base
» Capital spending trend and average age of

» Competitive risk & growth Various overrides, caps, and

Market position: adjustments may apply

» Market share, competition, and demand plant
 Diversity, integration, and scale (if a
system) Debt:
¢ Medical staff « Overall debt, relative to revenues and net
* Payer mix assets

* Debt structure
» Other long-term liabilities like pensions

* Clinical quality

Management & governance:
 Strategic positioning

* Risk management

» Organizational effectiveness
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Entering into 2020...precarious balance for the sector

Key Risks And Opportunities - U.S. Not-For-Profit Health Care

£ 2o

Weakening of ACA
Federal and some state
actions are weakening

™~y
S

Credit quality gap

Margin compression

Non-traditional threats
Weaker provider

Competitors’ business Emerging gaps between
operating margins reflect strategies could affect stronger and weaker
the ACA as uninsured broad range of issues providers’ volumes and providers and between
population grows margins over time systems and stand-alones
AR £]n A~ F
i'e
Management strength Financial flexibility Business profiles JVs and partnerships
Management teams Maintenance of balance Continued growth of Adaptive joint ventures
continue to demonstrate sheet strength at hospitals and system and partnerships provide
ability to respond to near record levels formation support opportunity for acute
industry changes

overall credit quality care providers

COVID-19 caused us to revise outlook on the sector to negative

from stable in late March
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Rating and outlook distribution: COVID-19 impacting outlooks

Stand-alone outlook Stand-alone outlook
: distribution (Dec. 31, 2019 distribution (Jun. 30, 2020)
U.S. Not-for-Profit Acute Health Care ( ) 0
Sector Rating Distribution 7% 5-43
%0 14% Y‘ 26%
25
0
20 73% 69%
= Stable = Negative = Positive = Stable = Negative = Positive
15
N

10

System outlook distribution System distribution
(Dec. 31, 2019) (Jun. 30, 2020)
3% 2%
| I X W e
+ _ -

BBB+ BBB BBB- S.G.

m Stand-alone ®m System

S.G. — Speculative grade. As of Jun. 30, 2020

0
89% 81%

= Stable = Negative = Positive = Stable = Negative = Positive
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Rating & outlook actions through June 2020: Many still stable,
but unfavorable rating actions and outlooks rising

watch
Unfavorable outlook revisions = outlooks going from stable to negative and positive to stable; Favorable outlook revisions = outloo@aoing from stable to
positive or from negative to stable.
Rating actions as of Jun. 30, 2020.
*Includes 42 unfavorable outlook revisions that were part of a multi-credit rating action in April 2020.
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Uneven volume
recovery with
COVID-19 ebbs
and flow makes
it challenging to
determine new
normal.

M

Recessionary
environment
could resultin
payer mix shifts
and further

volume declines.

Revenue weakness
coupled with expense
increases will likely
keep operating
margins depressed
for the remaining part
of 2020 and going
into 2021.

Negative outlook: Recovery continues, but likely uneven and
challenging

o
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Federal stimulus grants
and Medicare advance
payments (MAP)
helpful, but much
uncertainty remains and
as MAP starts being re-
paid for many this
month.

S&P Global
Ratings



Copyright © 2020 by Standard & Poor's Financial Services LLC. All rights reserved.

No content{including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any
form by any means, or stored in a database or refrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Contentshall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of
the Content. S&P Parties are not responsiblefor any errors or omissions (negligentor otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the secunty or maintenance of any data input by
the user. The Contentis provided on an “as is™ basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS ORIMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESSFORA PARTICULAR PURPOSE OR USE, FREEDOM FROMBUGS, SOF TWARE ERRORS OR DEFECTS, THAT THECONTENT'SFUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL
OPERATEWITH ANY SOF TWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including, withoutlimitation, lostincome or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P's opinions, analyses and rating acknowledgment
decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. 5&F assumes no obligationto update the Content
following publication in anyform or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience ofthe user, its management, employees, advisors andlor clients when making investment
and other business decisions. S&P does not actas afiduciary or an investment advisor exceptwhere registered as such. While S&P hascbtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence orindependentverification of any information it receives.

Tothe extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend
such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to
have been suffered on accountthereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have informationthat is not
availableto other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underariters of securities or from obligors. S&P reserves the rightto disseminate itsopinions and analyses. S&P's publicratings and
analyses are made available on its Web sites, www standardandpoors.com (free of charge), and www ratingsdirect. com and www globalcreditportal. com (subscription), and may be distributed through other means, including via &P
publications and third-party redistributors. Additional information aboutour ratings fees is available at www .standardandpoors. comiusratingsfees.

Australia
Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services license number 337565 underthe Corporations Act 2001. Standard & Poor's creditratings and related research are not intended for and must not be
distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR'S, 5&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC

S&P Global

Ratings



