U.S. PUBLIC FINANCE

CREDIT OPINION
17 September 2020

Sisters of Charity of Leavenworth Health
System
Update to credit analysis
Summary

Contacts
Brad Spielman
+1.415.274.1719
VP-Sr Credit Officer
brad.spielman@moodys.com
Lisa Goldstein
+1.212.553.4431
Associate Managing Director
lisa.goldstein@moodys.com
CLIENT SERVICES
Americas

1-212-553-1653

Asia Pacific

852-3551-3077

Japan

81-3-5408-4100

EMEA

44-20-7772-5454

Sisters of Charity of Leavenworth Health System (SCL Health, Aa3 stable) will continue
to deliver very favorable operating results over the long term, balance sheet measures
will remain strong, and debt measures will continue to improve. Following a very strong
2019, results in 2020 are showing moderation due to pressures related to COVID-19, but
nevertheless are expected to remain at acceptable levels of profitability through the end of
the year, and then improve again thereafter. Liquidity balances are currently at peak levels
due to a draw on a line of credit, and borrowings under the CMS advance funding program,
in addition to receipts under the CARES Act. We expect liquidity balances to decline over
the next 12 months, but to nevertheless remain at comparatively strong levels. SCL Health’s
largest historic weakness has been its high amount of leverage. Presently, debt measures
remain below the medians for the rating category, but have improved considerably over
the last several years, and are expected to further improve in the years ahead. No new
debt is expected over the current planning horizon, and capital spending is expected to be
steady and routine. Additional challenges of the organization include: material competition
in certain markets; a somewhat challenging payer mix; and concentration in the State of
Colorado, which has had a history of contemplating legislative measures which could be
credit negative to hospital systems.
The most immediate social risk is the impact of COVID-19, which has resulted in short-term
volume and revenue losses. Though the organization's margins and liquidity levels prior to
COVID-19, and relief funding from the CARES Act, are helping to offset margin pressures
in fiscal 2020, a high degree of uncertainty still remains around the potential longer-term
impact of the pandemic.
The VMIG 1 short term rating on debt supported by SCL Health’s self-liquidity is a function
of SCL Health’s ample liquidity coverage, and the presence of appropriate administrative safe
guards in support of the administrative aspects of the program.
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Exhibit 1

Profitability has moderated in 2020 due to COVID-19 but remains good; liquidity is at peak levels
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Based on audited financial statements for Sisters of Charity of Leavenworth Health System, Inc., for fiscal years ended December 31; investment returns normalized at 5%; net gain from
joint ventures reclassified as non-operating income; net loss from disposal of assets excluded; six-month year-to-date (6M YTD) 2020 results are unaudited
Source: Moody's Investors Service

Credit strengths
» SCL Health will continue to benefit from its sizable footprint, consisting of eight hospitals in two states with $2.8 billion in annual
revenues
» SCL Health’s favorable market position in each of its markets will continue to help drive stable utilization
» Operating performance is expected to remain favorable; operating cashflow margin has declined year-to-date due to COVID-19,
but remains acceptable and is expected to improve
» Liquidity is expected to remain very strong
» SCL Health will continue to benefit from strong management and good disclosure practices

Credit challenges
» Despite improvement, debt measures are expected to remain somewhat modest for the rating category; at fiscal year end (FYE)
2019 cash to debt measured 187%
» SCL Health’s somewhat unfavorable payer mix will continue to be a challenge; in fiscal 2019, Medicaid was 16% of gross revenues,
and Medicare was at 47%
» SCL Health remains highly concentrated in Colorado, with over 70% of operating revenues derived from the state and with over
50% concentrated in the Denver metropolitan region; competition in the Denver market is significant
» SCL Health will continue to have relatively high exposure to Kaiser Permanente as a payer and as a source of volumes; Kaiser was
responsible for approximately 21% of net patient revenues in fiscal 2019
» SCL Health’s Master Trust Indenture uses a Restricted Affiliate model, which we view as weaker than an Obligated Group structure

Rating outlook
The stable outlook reflects the expectation that margins will remain favorable over the long term, delivering adequate coverage of high
debt service requirements.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Factors that could lead to an upgrade
» Significantly improved debt measures while maintaining strong balance sheet and operating measures and achieving system growth
» Short term self-liquidity rating: not applicable

Factors that could lead to a downgrade
» Additional debt without the commensurate increase of cashflow and investments
» Greater than expected longer-term impact from COVID-19 or downturn in the economy that affects operations
» Sustained decline in operating performance
» Short term self-liquidity rating: decline in coverage levels or in organization’s ability to manage the program; downgrade of longterm rating to below A2

Key indicators
Sisters of Charity of Leavenworth Health System, KS
Operating Revenue ($'000)
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Based on audited financial statements for Sisters of Charity of Leavenworth Health System, Inc., for fiscal years ended December 31; investment returns normalized at 5%; net gain from
joint ventures reclassified as non-operating income; net loss from disposal of assets excluded; six-month year-to-date (6M YTD) 2020 results are unaudited
Source: Moody's Investors Service

Profile
SCL Health is a Catholic, three-state health system with approximately $2.8 billion of operating revenues. SCL Health’s operations are
located primarily in Colorado, and Montana, and include: 90-bed Holy Rosary Healthcare, Miles City, MT; 73-bed St. James Healthcare,
Butte, MT; 277-bed St. Vincent Healthcare, Billings, MT; 334-bed St. Mary's Hospital & Medical Center, Grand Junction, CO; 379-bed
Saint Joseph Hospital, Denver, CO; 360-bed Lutheran Medical Center in Wheat Ridge, CO; 185-bed Good Samaritan Medical Center in
Lafayette, CO; and 98-bed Platte Valley Medical Center in Brighton, CO (numbers reflect staffed beds). SCL Health also operates three
safety-net clinics in Kansas, and other various facilities in its primary markets.

Detailed credit considerations
Market position: multi-market system with favorable operating strategy
SCL Health’s strong market position, and favorable operating strategy, will continue to drive strong performance. The system focuses
on offering a full array of services and delivery platforms, and has been proactive in creating strategic partnerships. In 2014, St. Joseph
Hospital and National Jewish Health (NJH) entered into a joint operating agreement whereby the two hospitals jointly manage all
clinical operations and share profits within a specific geography. (SCL Health has a 75% share in the JOA). The partnership has been
profitable to date and has significantly contributed to the strong revenue growth posted in the last several years. In 2015, SCL Health
affiliated with Platte Valley Medical Center, an 81-bed community hospital located in the Denver suburb of Brighton. This transaction
has also been very successful and continues to contribute to strong cashflow growth. SCL Health is looking to further broaden its
footprint and presence in the Denver market, and has purchased land in a variety of locations as a preliminary measure.
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An additional important strategic partner in the Denver metropolitan region is Kaiser Permanente, which has contracts with Good
Samaritan Medical Center and St Joseph Hospital, and recently expanded the relationship to Lutheran Medical Center effective July
15, 2020. In 2019, Kaiser was responsible for approximately 21% of SCL Health’s total patient volumes, and 23% of admissions, and
this will likely incrementally grow with the addition of Lutheran. Following a period or reorganization, Kaiser Permanente has put in
place new local leadership. SCL Health reports that the partnership has been revitalized, and is expected to continue to grow. Were
the contracts with Kaiser to be discontinued, it would likely have a significant impact on SCL Health’s volumes, revenues, and overall
profitability.
Overall, SCL Health’s competitive position is favorable, and is expected to remain strong. In Denver (which is responsible for over 50%
of revenues), SCL Health competes with a number of other systems, including the for-profit Health One (which is the market leader
with over 30% market share); Centura Health (owned by Baa1-rated CommonSpirit Health; with approximately 22% market share),
and University of Colorado Health (rated Aa3 stable, with 11% market share). SCL Health is in third position, with 19% market share.
Outside of Denver, SCL Health’s position is particularly strong. In Grand Junction CO, SCL Health has 72% market share; in Billings
MT, it has 48% market share; in Butte MT, it has 78% market share; and in Miles City MT, it has 84% market share. Strong physician
relationships (SCL Health employs over 770 physicians, physician assistants, and nurse practitioners) and numerous programs providing
care across the delivery spectrum further undergird SCL Health’s strong strategic position. These will remain important strengths going
forward.
Operating performance, balance sheet, and capital plans: reduced profitability in 2020 offset by very strong liquidity;
modest capital spending expected going forward
Due to pressures related to COVID-19, profitability is expected to decline in 2020, but to nevertheless remain at overall good levels,
and then to improve thereafter. SCL Health entered 2020 in a particularly strong position, posting an operating cashflow margin of
13.3% in fiscal 2019 (ended December 31). (Results in 2019 benefited from a couple of one-time items, including a catch-up payment
under the Montana provider fee program, and an accounting adjustment due to a change in retirement plans; nevertheless, without
these items, profitability would still be strong, with operating cashflow margin in the 12% range). Due to the pandemic, beginning in
March SCL Health reduced non essential services resulting in a significant decline in volumes and revenues. SCL Health responded by
coordinating with other hospitals in the region and initiating a coordinated regional response. Cases in the region ultimately never
reached very high numbers, and subsequently services have reopened. Volumes have returned to close to prior levels.
Operating cashflow margin through June 30 measured a comparatively favorable 10%, and is expected to remain in this range through
the end of the year. Cashflow year to date has benefited from a number of cost saving initiatives, from the quick ramp up of telehealth
services, and from additional support, including $68.2 million of CARES Act funding booked through June 30 (out of a total of $121.8
million received though August). While headwinds remain, we expect operating cashflow margin to show further improvement in 2021,
and to be maintained in the 11-12% range longer term.
In general, this high level of profitability is the result of a number of initiatives, including a more centralized approach to operations,
greater uniformity with respect to supply contracts, improved revenue cycle management, improved efficiencies, and a willingness to
optimize the portfolio of operating assets. Despite strong performance, management continues to look for additional opportunities to
improve performance, including the hiring of consultants, and completing a new five-year plan. Overall, we view management’s ability
to achieve and maintain strong operating performance year over year as a significant credit positive.
LIQUIDITY

A long-standing credit strength is SCL Health’s favorable liquidity position. SCH Health took a number of actions earlier in the year
in response to the pandemic to further bolster cash balances, and consequently liquidity is currently at a recent high. In March, SCL
Health drew down a $200 million line of credit, and subsequently also received $183.2 million under CMS' Advance and Accelerated
Payment program. As of June 30, days cash on hand stood at a high of 399 days, compared to 341 days at FYE 2019. Management
expects to pay down the line by the end of the year, and to pay back the CMS advance payment by the middle of 2021, returning
liquidity to previous still very favorable levels. Very strong liquidity is expected to be maintained going forward.
As of December 31, asset allocation consisted of 32% cash and fixed income, 51% equities, and 12% alternatives, including real estate
and hedge funds. 84% of investments were available within 30 days.
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CAPITAL PLANS

Capital spending has been moderate over the last several years, and is expected to remain so over the current planning horizon. This
will enable SCL Health to focus on further digesting its elevated debt load.
Debt structure and legal covenants: somewhat modest debt measures for the rating category, but improving
SCL Health’s biggest credit challenge will continue to be the size of its debt portfolio, however certain debt measures have improved
considerably, and are expected to improve further going forward. Last year's debt issuance significantly restructured SCL Health's debt
profile, materially reducing maximum annual debt service, and modestly reducing over all debt (despite the addition of a $72 million
guarantee of a National Jewish Health obligation, which Moody's counts towards total debt). As of FYE 2019, cash to debt measured
187%, compared to 153% at FYE 2018, and peak debt service coverage improved to 6.2 times, compared to 4.3 times the previous
year. Despite the improvement, measures currently remain below the medians for the rating category.
DEBT STRUCTURE

SCL Health’s debt structure is fairly conservative, consisting of 81% traditional, amortizing, fixed rate bonds. The remainder is split
between self-liquidity backed VRDNs (9%), a direct placement (4%), and other miscellaneous debt, including the guarantee discussed
above (6%).
SELF-LIQUIDITY

SCL Health’s self-liquidity backed variable rate demand bonds (Series 2016 B&D bonds) enjoy good treasury management oversight,
access to a large portfolio of diversified investments, and strong coverage from daily and weekly liquidity. Additionally, SCL Health
has sufficient procedures in place to support the required administrative aspects of the program in the event of a failed remarketing.
Moody’s monitors the program on a monthly basis, and will continue to publish certain data relating to the program quarterly.
LEGAL SECURITY

SCL Health utilizes the restricted affiliate legal structure for its debt, which we view as weaker than a joint and several obligation.
Under this structure, the parent corporation, which is not a revenue generating entity, is the only legally obligated entity for payment
on the bonds. Nevertheless, there are structural offsets that are credit positive. As the sole corporate member of each hospital
the Corporate Parent directly holds legal title to essentially all real and personal property of all member hospitals. SCL Health also
operates a centralized investment program through which custody and control of most cash and investments is handled directly by the
Corporation. SCL Health relies on its ability to appoint and remove with or without cause the local CEOs and hospital boards and the
special powers it has under each hospital's articles of incorporation and by-laws, to cause cash to be up-streamed to the parent in order
to service its debt. Currently all of the hospitals (as well as some of the other operating entities) are designated as restricted affiliates,
with the exception of Platte Valley Medical Center, which SCL Health affiliated with in 2015.
Bond covenants include a debt service coverage requirement of 1.0 times. Failure to comply results in a consultant call-in. The one
outstanding bank agreement has certain additional covenants, including a debt to capitalization covenant to not exceed 65%, and a
rating covenant that is triggered upon a downgrade to below Baa2 (or BBB) by any rating agency. Bank debt currently consists of a $54
million direct placement, equal to 4% of SCL Health’s total debt.
DEBT-RELATED DERIVATIVES

SCL Health is counterparty to a relatively small amount of interest rate swaps, consisting of $91 million of fixed payer swaps, equal to
7% of total direct debt. There are no collateral posting requirements.
PENSIONS AND OPEB

Favorably, SCL Health has a relatively small amount of indirect debt. The organization maintains one defined benefit retirement plan
which currently has a funded ratio of 102%. Operating lease liability is equal to $84.8 million. The small amount of indirect debt is an
important counter balance to SCL Health’s high direct debt load.

ESG Considerations
Environmental
Extreme weather in the mountain states region can have a seasonal impact on volumes.
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Social
The most significant current social consideration is the impact of COVID-19. Like other healthcare providers, SCL Health suspended
elective services system-wide beginning in mid-March. Though services have since resumed, volumes remain below pre-COVID levels
within certain service lines. SCL Health’s robust liquidity position, as well as additional borrowings under a line of credit and from
CMS, have been a bulwark against cash disruptions, and significant support from the CARES act has helped offset some of the losses.
Nevertheless, the full duration and impact of the pandemic remains unknown.
Other social considerations include potential labor issues, nursing shortages, and the need to use temporary labor. Social factors also
include material exposure to Medicare and Medicaid.
Governance
Starting in 2017, the organization began to undergo some turnover. The CEO left the organization to pursue other opportunities, and
after a nation-wide search, the CFO was appointed as the new permanent CEO. In early 2018 a new CFO was hired, and the newly
created position of chief clinical officer was filled. Other recent additions include a new CIO, a new CNO, and a new COO. Overall,
management turnover has been smooth, well communicated, and well organized, and operational practices remain consistent, and
effective. Disclosure and planning practices are strong.
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