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Rating Agencies Highlight Risks in Health Care Bonds
All three of the municipal rating agencies released new reports this week discussing the
trends in credit quality and outlook for the not-for-profit hospital sector of the municipal
market. Moody’s, S&P and Fitch are unanimous in their general view that the overall credit
quality of hospitals increased slightly in 2011, and that many hospitals and health systems
stabilized their operations and financial positions following very challenging years from 2008
to 2010. However, all three agencies also agree that the credit cycle in the health care sector
appears to have reached a peak, and they share the outlook that credit quality in the sector
will likely decline over the next few years as hospitals and health systems face the growing
pressures resulting from the implementation of the Patient Protection and Affordable Care
Act (ACA).
Moody’s maintains a negative outlook on the health care sector as a whole for the coming
year. Moody’s sees a number of pressures that it expects to grow from now through 2014,
including the consequences of the Supreme Court’s ruling on the ACA. The ruling allows
states to opt out of the Medicaid expansion in the Act, which could result in:
•

Fewer uninsured individuals than originally projected receiving health insurance,
which will limit potential new revenue flows in those states; and,

•

Ongoing uncertainty for administrators trying to plan for the future operating and
regulatory environment.

Hospitals and health systems also face pressures related to federal budget management and
the uncertainty over the size and shape of future federal health care spending.
S&P also noted that the stabilization of hospital credit quality over the past two years is due
in large part to the effective management of expenses. Going forward, the agency expects
that hospitals will have a harder time maintaining some of these cuts as reimbursement rates
from both government programs and private insurers remain under pressure, and the ability
to find additional cuts in the future may be limited.
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At Ascent, our current approach to health care is to avoid adding any exposure to client
portfolios in the current market environment. We also generally avoid holding singleasset obligors, like stand-alone hospitals. We prefer larger, highly-rated systems with
multiple facilities that are more geographically diverse. We believe this type of issuer is best
positioned to adapt to changing health care law, with greater financial resources to deal
with challenges, and the institutional capacity to more effectively manage operations and
finances in challenging environments.

Brian Tournier
Director of Research
Ascent Investment Partners

Ascent Investment Partners, LLC, 1401 S. Brentwood Blvd, Suite 390 St. Louis, MO 63144

www.ascentinvestmentpartners.com

Page 3

Disclosure: This newsletter is limited to the dissemination of general information pertaining to
Ascent Investment Partners, LLC’s (“Ascent Investment Partners”) investment advisory services
and general economic market conditions. The information contained herein should not be
construed as personalized investment advice, and should not be considered as a solicitation
to buy or sell any security or engage in a particular investment strategy. There is no guarantee
that the views and opinions expressed in this newsletter will come to pass.
Ascent Investment Partners is an SEC registered investment adviser with its principal place
of business in the State of Missouri. Ascent Investment Partners and its representatives are
in compliance with the current registration and notice filing requirements imposed upon
registered investment advisers by those states in which such registration or notice filing is
required. Ascent Investment Partners may only transact business in those states in which
it is noticed filed, or qualifies for an exemption or exclusion from notice filing requirements.
Any subsequent, direct communication by Ascent Investment Partners with a prospective
client shall be conducted by a representative that is either registered or qualifies for an
exemption or exclusion from registration in the state where the prospective client resides. For
information pertaining to the registration status of Ascent Investment Partners, please contact
Ascent Investment Partners or refer to the Investment Adviser Public Disclosure web site
(www.adviserinfo.sec.gov). For additional information about Ascent Investment Partners, including
fees and services, send for our Disclosure Brochure using the contact information herein.
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