














































































































































Revenue and Expense

Washington Adventist Hospital
Proposed CON Project
Calendar Year 2014 ‐ 2023

Gross Revenues: CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021 CY 2022 CY 2023

Total Volume Change (Unadjusted CMAEDs) A ‐1.92% 0.36% 0.11% ‐0.02% ‐0.61% ‐10.31% 1.26% 1.29% 1.27% 1.30%

Expenses (Not including Capital):
Aggregate Base Operating Expense Inflation 1.59% 2.01% 2.29% 2.30% 2.30% 2.36% 2.37% 2.38% 2.39% 2.39%
Expense Increase/Decrease above inflation B ‐1.16% ‐0.59% ‐0.12% ‐0.19% ‐0.35% ‐4.88% 0.74% 0.60% 0.70% 0.66%
Overall Expense Growth 0.43% 1.42% 2.17% 2.10% 1.95% ‐2.51% 3.12% 2.98% 3.09% 3.06%

Expense Variability Factor B/A 60.40% ‐161.80% ‐107.72% 888.37% 57.81% 47.30% 59.32% 46.30% 54.92% 50.94%



Summary of Aggregate Inflation
CY 2015 ‐ CY 2023

Volume Factor before Inflation 2012
2013 

Inflation 2013
2014 

Inflation 2014
2015 

Inflation 2015
2016 

Inflation 2016
2017 

Inflation 2017
2018 

Inflation 2018
2019 

Inflation 2019
2020 

Inflation 2020
2021 

Inflation 2021
2022 

Inflation 2022
2023 

Inflation 2023

Salaries & Wages
Average Salary per FTE based on 
FTE per Adjusted Occupied Bed 84,386         0.0% 82,831         1.5% 81,773     2.3% 83,457         2.3% 85,176       2.3% 86,849     2.3% 88,471     2.3% 85,946        2.3% 88,661        2.3% 91,189        2.3% 93,967         2.3% 96,750        

Benefits 21% of Salaries & Wages 17,421         0.0% 17,330         1.5% 17,472     2.3% 17,526         2.3% 17,887       2.3% 18,238     2.3% 18,579     2.3% 18,049        2.3% 18,619        2.3% 19,150        2.3% 19,733         2.3% 20,318        

Supplies Expense per Adjusted Admission 39,987         3.5% 36,700         2.0% 37,175     2.0% 38,054         3.5% 39,434       3.5% 40,801     3.5% 41,969     3.5% 43,277        3.5% 45,335        3.5% 47,489        3.5% 49,749         3.5% 52,118        

Contract Labor 1,100           2.0% 2,627           2.0% 1,559       2.3% 1,037           2.3% 1,060         2.3% 1,084       2.3% 1,108       2.3% 850             2.3% 869             2.3% 889             2.3% 909              2.3% 929             

Purchase Services
Admission (29% fixed/71% 
variable) 15,026         2.0% 14,308         2.0% 14,962     2.0% 15,165         2.0% 15,371       2.0% 15,581     2.0% 15,793     2.0% 15,239        2.0% 15,655        2.0% 16,083        2.0% 16,522         2.0% 16,974        

G&A Fixed plus inflation 13,906         1.5% 13,116         1.5% 12,307     2.5% 12,615         2.5% 12,930       2.5% 13,253     2.5% 13,585     2.5% 13,254        2.5% 13,585        2.5% 13,925        2.5% 14,273         2.5% 14,630        

Professional Fees Fixed plus inflation 9,768           3.0% 11,052         0.0% 12,146     0.0% 11,963         0.0% 11,963       0.0% 11,963     0.0% 11,963     1.0% 11,699        1.0% 11,816        1.0% 11,934        1.0% 12,053         1.0% 12,174        

Building & Maintenance Fixed plus inflation 8,309           1.1% 9,031           2.5% 9,175       2.5% 9,404           2.5% 9,640         2.5% 9,880       2.5% 10,128     2.5% 8,350          2.5% 8,559          2.5% 8,773          2.5% 8,992           2.5% 9,217          

Insurance Fixed plus inflation 1,747           1.0% 1,853           1.0% 1,562       1.0% 1,578           1.0% 1,594         1.0% 1,610       1.0% 1,626       1.0% 1,566          1.0% 1,582          1.0% 1,598          1.0% 1,614           1.0% 1,630          

Other ‐ OH Alloc Fixed plus inflation 14,758         0.8% 14,597         1.5% 16,184     1.5% 16,427         1.5% 16,673       1.5% 16,923     1.5% 17,177     1.5% 16,629        1.5% 16,878        1.5% 17,131        1.5% 17,388         1.5% 17,649        

Total Weighted Inflation 206,409      1.19% 203,445      1.59% 204,315   2.01% 207,226      2.29% 211,728     2.30% 216,182   2.30% 220,398   2.36% 214,858     2.37% 221,558     2.38% 228,159     2.39% 235,200      2.39% 242,388     

Washington Adventist Hospital

Expense Inflation
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   200 South Wacker Drive 
   Suite 2000 
   Chicago, IL 60606 

 
 www.Ziegler.com 
 
 

 
February 20, 2015     
 
 

Mr. Ben Steffan 
Executive Director  
Maryland Health Care Commission 
4160 Patterson Avenue 
Baltimore, MD 21215 
 
 

Dear Mr. Steffan, 
 

As one of the leading investment banks in the nation for tax-exempt healthcare financing, 

Ziegler is intimately familiar with all aspects of the bond markets as they relate to hospitals and 

health systems.  The financing assumptions included in the modified CON application, submitted 

on September 29, 2014, were based on best available capital markets information at the time, with 

relatively conservative assumptions on credit and interest rate environment.  Ziegler’s credit opinion 

of Adventist HealthCare (“AHC”) is based on how external credit parties, including rating agencies, 

credit lenders and investors, would view AHC’s credit profile, reflective of the proposed 

Washington Adventist Hospital project and financing.  As represented in Exhibits 1-3, attached to 

this letter, various “BBB” and lower rated hospital and health system financings are being completed 

at historically low borrowing costs. During 2014, the average BBB and non-rated healthcare 

borrowers’ borrowing cost were approximately 4.57% vs. 6.0% assumed in the CON application.  In 

addition, the interest rate environment for tax-exempt financing continues to be favorable with the 

30-Year MMD, a benchmark for long-term tax-exempt borrowing cost, hovering around the near 

historical lows, as shown in Exhibit 4.  The 30-Year MMD is currently at 2.88% (vs. 2.95% when the 

CON application was submitted).  Financing assumptions made in the CON application were 

conservative assumptions based on current market environment, and it is Ziegler’s view that the 

project is financeable and important to the future of AHC. 
 
Sincerely,  
 
 
 
Donald A. Carlson, Jr. 
Vice Chairman 
 



EXHIBIT 1: RECENT “BBB” AND NON-RATED HEALTHCARE FINANCINGS

Source: Bloomberg - List includes “BBB” and non-rated health care financings with more than $40 million in borrowing amount and borrowing term longer than 20 years

• A large number of BBB and non-rated healthcare deals are being completed at historically low borrowing costs

• Borrowing costs, represented by the Yield, decreased by more than 0.25%-0.50% from the beginning of 2014 to the end of 2014

• In 2014, BBB and non-rated healthcare borrowers achieved long-term borrowing cost at or around 4.57% Yield compared to a 
6.0% Yield assumed in the modified CON application for the Washington Adventist Hospital project financing

Sale Date Borrower State Moodys S&P Fitch

Par Amount 

(Millions) Final Term Years Coupon Yield 

12/16/14 Washington Regional Med Ctr AR Baa1 NR NR  $     107.75 2/1/2038 23.1 4.00% 4.21%

12/10/14 Loma Linda University Medical Center CA NR BBB BBB-  $     547.58 12/1/2054 40.0 5.50% 4.96%

11/18/14 Erlanger Health System TN Baa2 NR BBB  $     149.92 10/1/2044 29.9 5.00% 4.29%

10/21/14 Western Maryland Health System MD NR BBB NR  $     236.17 7/1/2035 20.7 4.00% 4.02%

10/16/14 Cooper Health System NJ Baa2 BBB NR  $     139.73 2/15/2035 20.3 5.00% 3.53%

10/02/14 Karnes Co Hospital Dt TX NR NR BBB  $       43.82 2/1/2044 29.3 5.00% 4.65%

09/24/14 Major Hospital IN Baa2 NR BBB+  $       53.51 10/1/2044 30.0 5.00% 4.40%

09/10/14 Madonna Rehabilitation Hospital NE NR BBB+ NR  $       80.17 5/15/2044 29.7 5.00% 4.11%

08/20/14 Mt. Sinai Medical Center FL Baa1 NR BBB  $     170.90 11/15/2044 30.2 5.00% 4.20%

06/17/14 St. Alexius Medical Center ND NR BBB+ BBB+  $       46.48 7/1/2035 21.0 5.00% 4.35%

06/04/14 Wise Regional Health System TX NR BB+ BB+  $       93.73 9/1/2044 30.2 5.25% 5.30%

05/20/14 Centegra Health System IL NR BBB BBB  $     134.72 9/1/2042 28.3 5.00% 4.74%

05/14/14 St. Francis Hospital - NY NY Baa1 BBB+ BBB+  $       77.73 7/1/2034 20.1 5.00% 4.07%

04/23/14 Denver Health CO NR BBB BBB+  $       67.87 12/1/2045 31.6 5.25% 4.75%

02/26/14 Leesburg Regional Medical Center FL Baa1 BBB+ NR  $       50.00 7/1/2044 30.3 5.25% 5.42%

01/28/14 Lawrence General Hospital MA NR BBB- BBB  $       43.49 7/1/2044 30.4 5.50% 5.62%

01/22/14 Henry Mayo Newhall Mem Hospital CA NR BBB- NR  $       70.00 10/1/2043 29.7 5.25% 5.30%

01/16/14 Milford Regional Medical Center MA Baa3 NR NR  $       45.66 7/15/2043 29.5 5.75% 5.80%

Weighted Average 5.03% 4.57%



EXHIBIT 2: LOMA LINDA UNIVERSITY MEDICAL CENTER 

2014 FINANCING CASE STUDY

• Loma Linda University Medical Center (aka Loma Linda University Health System, “Loma 
Linda”) is a California, non-profit health system composed of 3 hospitals with net patient 
revenue of approximately $1.4B

• Loma Linda issued $547M tax-exempt revenue bonds on Dec. 23, 2014 to fund new projects 
and refund existing debt

• Loma Linda is rated BBB with a negative outlook from Standard and Poor’s Financial 
Services and BBB- with a negative outlook from Fitch Ratings

• Adventist HealthCare, Inc. (AHC) has stronger key financial ratios as depicted below.  In 
addition, Loma Linda is experiencing declining performance, unlike AHC who had strong 
operating performance for FY 2014

• Loma Linda financing was completed with weighted average coupon of 5.41% to yield 
4.76%

• Despite the negative outlook by rating agencies, more than 70 investors placed order for 
the bonds and interest level exceeded the borrowing amount by more than 6x

Source: AHC Unaudited FY 2014 financials; Loma Linda 2014A Bond Offering Document; S&P and Fitch rating reports (Dec 2014)

Final Pricing Summary

Maturity Par (000s) Coupon Yield

12/1/2029 43,580$         5.25% 4.18%

12/1/2034 56,280            5.25% 4.44%

12/1/2044 166,575         5.25% 4.70%

12/1/2054 281,140         5.50% 4.96%

547,575$       5.41% 4.76%

AHC OG Loma Linda

FY 2014 FY 2013

Net Patient Revenue (in 000s) 699,289$        1,396,247$      

Days Cash on Hand 133 102

Long-Term Debt-to-Cap 41.1% 55.0%

Cash-to-Long Term Debt 83.8% 52.3%

Max Ann. DS Coverage 2.17x 2.15x



EXHIBIT 3: MARTIN MEDICAL CENTER NEW HOSPITAL FINANCING CASE 

STUDY

• Martin Memorial Medical Center (Martin Memorial), a Florida not-for-profit 
health system with 2 hospitals was looking to finance a greenfield hospital 
construction in its neighboring community and borrow approximately $127M to 
fund a portion of the $160M project

• At the time of financing, Martine Memorial was rated BBB with a stable outlook 
from Standard and Poor’s Ratings and Baa 1 (equivalent to BBB+) with a stable 
outlook from Moody’s Investor Services 

• Given the relative size of the financing compared to the size of the organization, 
Martin Memorial completed an independent feasibility study to be included in 
the bond offering document

• Both rating agencies and investors factored in the feasibility study in their rating 
and investment decisions

• More than 25 investors participated in the pricing, providing weighted average 
cost of 5.43% (Coupon) to yield 5.40%. The transaction was priced during the 
period when the 30-Year MMD was at 3.36% compared to current rate of 2.88%

FY 2011 Hist. Pro Forma

Net Patient Revenue (in 000s) 328,260$         328,260$              

Days Cash on Hand 126 112                         

Long-Term Debt-to-Cap 48.2% 65.6%

Cash-to-Long Term Debt 85.7% 41.8%

Max Ann. DS Coverage 3.37x 2.50x

Martin Memorial

Source: Martin Memorial Medical Center 2012  Bond Offering Document; S&P and Moody’s rating reports (Dec 2012)



EXHIBIT 4: TAX-EXEMPT FIXED RATE INTEREST RATE

Source: Bloomberg, As of February 20, 2015
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• The 30-YR MMD (tax-exempt long-term borrowing cost benchmark) is currently at 2.88% vs 2.95% when CON application was 
submitted

• Interest rate environment continues to be favorable for borrowers, hovering near the all-time low of 2.47% which occurred on 
11/29/2012

• The average 30-YR MMD for CY 2014 was 3.36% and the YTD 2015 is at 2.68%

Current 2.88%

10-Year Ave 3.97%

20-Year Ave 4.56%

20-Year Max 6.10%

20-Year Min 2.47%
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• Amount of hospitals and health systems tax-exempt debt issuance volume decreased by more than 38% between 
2012 and 2014 as hospitals and health systems utilized direct bank lending programs to fund capital projects

• Meanwhile, cash continues to follow into the municipal bond funds increasing demand for tax-exempt bonds.  
This imbalance between demand and supply puts downward pressure on interest rates 

EXHIBIT 5: SUPPLY AND DEMAND IMBALANCE IN TAX-EXEMPT PAPERS WILL

CONTINUE TO PRESSURE BORROWING COST 

Source: SDC and Bloomberg, As of February 20, 2015
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With positive cash flow into the bond funds, the fund managers will 

be looking to invest money in tax-exempt bonds.  However, with 

limited supply of tax-exempt bonds in the market, this relationship 

will drive-up the price, lowering borrowing cost





































































































































Accomplishments Strategy Outcome

Maryland Hospital Association (MHA) partnership 
in Race, Ethnicity, Age, Language & Gender 

(REALG) Demographic Data Collection 
Trained 80 individuals from 30 hospital systems

AHC Health Equity Report  7 reports

Cultural Competence in End of Life Conference  Held Nov. 2014 with over 200 participants 

 Health Equity Award from National Dialogue on Diversity, 
Inc.

 Health Care Heroes Award from Daily Record Newspaper

Annual National Conferences  Addressed ~1400 community memebers

Qualified Bilingual Staff Program  Trained a total of 676 people
Cultural Competence Training for Providers and 

Staff
Trained ~9,660 people

MultiCare Health System

LifeBridge Health
Conducted Cultural Competence Organizational Assessment; 

develeoped a Health Equity Task Force of hospital 
employees; and developed a Community Advisory Board 

Maryland Health Quality and Cost Council  
Chair the Cultural Competence Committee for MHQCC; 

Influenced the development of Health Enterprise Zones in 
Maryland 

Low‐Income Breast Cancer Program Screened ~6,800 women in the past 4 years

Primary Care Coalition Clinics Partnerships
Partner with 8 out of the 12 safety net clinics in 

Montgomery County

 4. The Center spearheaded Adventist 
HealthCare entities’ alignment of community 
benefit resources with the community health 

needs assessed by our local county government 

Focus areas for 2014, 2015, 2015: Behavioral 
Health, Immunizations, Diabetes Management, 

Cancer Screening, Concussion Care

Provided ~ 6,400 vaccines at 182 flu shot clinics in past 4 
years                          

2011 – 1,800 vaccines at 50 clinics;                        
2012 – 1,700 vaccines at 65 clinics;                        
2013 – 1,400 vaccines at 32 clinics;                        
2014 – 1,500 vaccines at 35 clinics

Tobacco Cessation Counseling
Offered to ~1,400 patients (at WAH) per year (or about 

5,600 patients in past 4 years)

Outreach events/activities (e.g. community health 
screenings, health fairs)

~400 events/activities per year or 1,600 in past 4 years

Health Education Classes: ~400 total classes per year or 1,600 classes in past 4 years

o Maternal/Child/Family Health Classes/Support Groups
(breastfeeding classes & support groups, childbirth 
classes, baby care basics classes, fatherhood support 

group, motherhood support group, grandparent classes, 
& sibling classes)

o ~ 210 classes & support groups/year

o Diabetes (self‐management & pre‐diabetes classes) o ~50 classes/year

o Youth Health (babysitting and home alone classes) o ~ 40 classes/year
o CPR/First Aid (Infant and Adult) o ~ 85 classes/year

o Cardiac classes (i.e., CHIP) & lectures o ~30/year

 6. Partner with academic institutions to provide 
meaningful Public Health Internships to over 25 
undergraduate and graduate students yearly to 
develop the next generation of diverse health 

professionals 

University of Maryland School of Public Health, 
School of Pharmacy, Johns Hopkins, Towson 

University, and more
Trained ~ 100 health professionals in past 4 years

Recognition

Community Influenza Vaccination Program

Overview of Accomplishments:

 5. Advanced Prevention and Wellness 
strategies that improved access and health 

outcomes for our most vulnerable populations 

 3. Successfully partnered with local 
government, state, safety net clinics and others 
to address needs of vulnerable populations in 
line with state goals to reduce health disparities 

in our communities 

 1. Implemented best practices that promote 
Patient‐ and Family‐Centered Care within 

Adventist HealthCare and the state hospital 
association. 

2. Through the Center for Health Equity and 
Wellness, we have been recognized as a state 

and national leader in the utilization of 
culturally competent approaches to care and 
provision of linguistic services guided by the 
CLAS Standards (Culturally and Linguistically 
Appropriate Service Standards develop by 

Federal DHHS).
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