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PRESIDENT’S MESSAGE
By Blaine Bandi

Tradition dictates that the last letter of the
year serves as a look back or reflection on the
activities of the year. Also, since this is the
December newsletter it seems appropriate to
reflect on the joys and traditions of the holiday
season. Reflecting on the economic
irrationality of the past year would be
depressing (perhaps more accurately
recessing) and definitely not in keeping with
the holiday spirit. Besides editorial deadlines
require submission of this message in
October and on the off chance that we see
significant market changes in the last two
months of the year, | would not want to further
damage my reputation. That said it's also
difficult to contemplate the holidays prior to
the daily highs in Phoenix dropping below 85.
So | will briefly venture into both areas.

Smarter people than me will opine on this
year’s financial carnage and its effect on our
industry in their year in review messages.
They will tell you the who, the when and the
whys of what happened, what is needed to
both correct the present conditions and
prevent a reoccurrence and their outlook for
the future. | will tell you that no matter what
changes are proposed, debated and ultimately
enacted, the need for low cost capital for our
borrowers will remain critical for the non profit
health and higher education industries.
Economic challenges always result in higher
demand for retraining and education. The
continued march of the Baby Boom generation
toward retirement and higher utilization will
result in greater demand for health care
services. Our ultimate customers, the
residents of our states, will continue to
demand the acquisition, installation and
implementation of appropriate technology
within both the higher education and health
care industries. These industries reliance on
low cost capital in serving the needs of our
residents should be appropriately weighted in
all of the proposed changes.

Technological advances will continue at a
geometric pace. All of us are keenly aware of
the incredible pace of technological advances
and how they can impact education and
health care services. | have a very clear
memory of the first portable computer we
purchased 20 years ago. lts sole qualification
for the term “portable” was the industrial
strength plastic handle securely bolted to its
base. In size, shape, color, weight and many
component parts, it resembled a portable
sewing machine. Today, my daughter’s 6
ounce cell phone has significantly greater
memory and computing power than this
scoliosis inducing PC clone packed into a 50
pound beige box. It is also significantly easier
and safer for my teenage daughter’s annual
contract busting fall into the pool while talking
on the cell phone scheme. This “accidental’
fall is usually scheduled for the week before
Christmas.

Thank you to all who attended our Fall
Conference in Seattle. The agenda reflected
the concerns of the membership with a variety
of topics dealing with the crisis in the credit
markets. | want to extend a special thank you
to our sponsors. Your sponsorship and
presence is an integral part of these meetings
and is sincerely appreciated. | also want to
recognize the invaluable assistance of our
hosts (Washington Higher Education Facilities
Authority and Washington Health Care
Facilities Authority) and the Conference and
Sponsorship Committees.

As | mentioned in Seattle during my opening
remarks, | shared a plane ride with a search
and rescue dog. I've been on several flights
where dogs are crated and brought into the
cabin. This, however, was my first flight
where a uniformed dog actually occupied a
seat. It was as if he was actually on duty for
the flight. | would later learn that there was a
convention for search and rescue dogs and
their handlers in Seattle the same days as our
conference.  Without this important
knowledge my mind tended to wander on the
flight from Phoenix to Seattle. | thought of

plausible reasons why this dog would be
sitting across the aisle from me, attentive, in
uniform, and very well behaved. Perhaps it
was a new government program where these
specially trained animals are assigned to
random flights. Much like Braille on drive up
ATM's, it seemed reasonable without the
burden of too much contemplation. It also
seemed just as likely that he was there to help
his owner retrieve his luggage at the
completion of the flight.

When our children were young we often
traveled from Phoenix to San Antonio for the
holidays so the children could visit their
grandparents. Those of you who have flown
with small children during the busy holiday
season know this can be a traumatic
experience. At an immunization appointment
shortly before our first trip, our family
physician gave us some advice that served us
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well for many years. He suggested a small
dose of Benadryl shortly before boarding the
plane would make the trip much more
tolerable for all involved. This advice worked
for many years. After many trips | cannot
recall a single instance of another passenger
complaining about our traveling party. It
worked so well, we would often arrive at our
destination with shirts moistened by the drool
of a deep and contented sleep. It would be
many years before we realized the Benadryl
was intended for the children.

Happy Holidays and best wishes for a safe
and economically rational New Year.

WASHINGTON

ADVOCACY REPORT
By Charles A. Samuels

Mintz Levin

November 5, 2008

Washington is dominated by the election and
the financial crisis. Now the election is over
and the transition begins. We still are mired
in financial crisis.

The New Administration

Before the present financial circumstances, |
would say one cannot predict from either the
Democratic or Republican team whether tax-
exempt bonds, particularly for healthcare and
education, will be treated favorably. The
present circumstances obviously make any
conventional predictions less reliable.
Senator McCain has not been particularly
favorable to tax-exempt bonds during his
professional career and Governor Palin’s
record is unclear. President-Elect Obama has
had little time to develop a record in this area
and Senator Biden’s views are not well-
defined. Some take comfort from Mrs.
Obama’s experience in health care but it is
unclear how involved she will be on health
care and financings.

In any case, policy which affects tax-exempt
bonds is almost never made by the White
House and almost always made by the
Treasury Department, usually at levels well
below the Secretary of Treasury. The key
position is Assistant Secretary for Tax Policy.

At this point it is unknown, and probably will
for several months be unknown, who will fill
that key post. But we may hear about
Secretary of Treasury by the time you read
this. Because of the financial crisis affecting
state and local governments, there may be
more White House participation than usual.

Tax-exempt bonds, however, like all financial
instruments, are in the mix now due to the
financial meltdown.

Financial Meltdown

Congress has passed massive financial crisis
legislation and perhaps by the time you read
this may be on the way to passing another
economic stimulus bill. Most of the pieces of
the financial rescue package do not appear to
directly affect or apply to tax-exempt bonds,
such as the government purchases of
commercial paper or troubled assets. But the
liquidity and credit crisis affecting bonds is
assisted by the general stimulation of economy
and loosening of credit. One area where tax-
exempt bonds have been directly affected is the
new federal guarantee for certain money market
funds which, through a significant lobbying
effort, has been extended to tax-exempt money
market funds. The approach seems to have
shifted from buying bad assets to direct
investments of capital. In the next year, the
financial regulatory system may be revamped,
including derivatives, with undoubted, if
unknown, consequences for bonds.

Other Congressional Action

Congress is jumping in with an unprecedented
welter of hearings that directly or indirectly
affect bonds. It is not business as usual.
There have already been hearings on bond
insurance, credit ratings and tax-exempt bonds
in general. We had a recent House Ways and
Means hearing on the overall financial crisis,
including a panel on municipal bonds.

Before the credit crunch hit municipal bonds,
we were delighted Congress enacted
legislation that allows Federal Home Loan
Banks and their members to provide letters of
credit backing bond financings, especially for
small institutions, without running afoul of the
“federal guarantee” prohibition. We are
hopeful, and it is extremely important, this
provision generates actual deals across the
country so we can argue in a year’s time that

it should be extended. Interested institutions
should contact their state authorities as well
as the banks to see how these programs
might assist them.

Similarly, Senate (S. 3518) and House (H.R.
6333) legislation has been introduced to
liberalize the “bank deductibility” rules. Under
existing law, banks are economically
“disincented” from purchasing tax-exempt
bonds except from small issuers who in total
issue no more than $10,000,000 dollars per
year. This obviously excludes virtually all
statewide authorities and works to the
disadvantage of small charities and
governments. The legislation not only
increases this “small issuer” exemption from
ten to 30 million dollars but also allows an
election so the exemption can be applied at
the conduit borrower or institution level not
just at the issuer level. This legislation would
be a tremendous benefit to smaller healthcare
and educational institutions which seek
private placements with the bank- across- the-
street versus Wall Street.

Bank deductibility reform may have new life,
not just through the new legislation but,
through Congress’s and the Federal Reserve
Chairman’s support of a second economic
stimulus package. In addition, there is some
interest in allowing an additional advance
refunding, perhaps for a limited period of time,
as part of the effort to deal with disruptions in
the tax-exempt bond marketplace.

Disclosure

Prior to the financial meltdown, there was
great concern about SEC Chairman Cox’s
support for revising or repealing the “Tower
Amendment” that essentially prohibits the
SEC from regulating bond issuers. In the
short run, the SEC, the Congress and other
parts of government are diverted from this
issue. It can be expected, however, this issue
will arise again and the question will be is it
still justified, particularly for conduit
financings, to maintain the present regulatory
exemption. The argument for municipal and
501(c)(3) bonds is that there is an incredibly
low default rate as compared to the corporate
sector, no new regulatory burdens are
needed, dealers are directly regulated and
issuers under the securities laws are subject
to the antifraud provisions.
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Meanwhile, NAHEFFA supports the Municipal
Securities Rulemaking Board’s (MSRB) new
EMMA (electronic municipal market access)
system. This new electronic system would be
one-stop shopping for submission of
disclosures by charitable institutions, for
example, and requires a SEC rule change.
NAHEFFA does believe there needs to be
care to ensure that the system is suitable for
conduit financing.

Charitable Issues Still on Agenda
Meanwhile, the overall issue of whether
hospitals and universities are fulfilling their
proper charitable role continues and can be
expected to be at least discussed in the next
Congress and Administration. The role of
hospitals in charitable and broader community
benefits is subject to state and local action,
media reports, studies, and criticism,
particularly from Senator Grassley of lowa.
The Congressional Budget Office is presently
examining the interaction between university
endowments and eligibility for tax-exempt
bonds. There is a push for a minimum 5%
use of endowments per year in light of
increases in tuition and other costs. However,
all of these proposals may be affected by the
financial crisis. For example, colleges in
particular have been hard hit by the market
turmoil, are increasingly dipping into
endowments and argue this proves the need
for prudent use of reserves in good years.

NEW FEDERAL HOME
LOAN BANK
LEGISLATION -
DESIGNED TO
INCREASE CAPITAL
ACCESS

Background

President Bush signed a Housing bill into law
which contains authority for Federal Home
Loan Banks (FHLBs) to back-up local banks
in guaranteeing tax-exempt bonds.
Technically, this revision to the Internal
Revenue Code is an additional exemption to

the “federal guarantee” ban. The provision is
aimed at smaller, non-rated deals but can be
used by any sized transaction.

With banks and bond insurers faltering,
borrowers have been met with higher debt
prices and more restrictive lenders. The
disruption of the bond insurance market
triggered massive restructuring among tax-
exempt borrowers in a tight credit market,
increasing demand for bank letters of credit
as an alternative to insurance. This law
unlocks a new source of credit enhancement.
Among those that may gain are borrowers
squeezed out by the current crisis and small
borrowers that have been unable to obtain
bond insurance or credit ratings needed to
issue affordable tax-exempt bonds.

The FHLBs typically provide low-cost loans to
more than 8,000 member banks, credit
unions, savings and loans and others to
finance housing. Now the 12 FHLBs — which
carry ratings of AA or AAA may extend their
credit strength to member banks that
guarantee tax-exempt bonds.

With the collapse of the auction rate market
and the uncertainty surrounding whether bond
insurance will rebound, tax-exempt bonds
continue to need credit enhancement. The
FHLBs give borrowers another option at a
time when financing choices are limited and
demand for capital continues to grow. This
new authority allows a borrower to work with
their community bank, which prior to this
legislation might not have been possible since
many small, community banks are unrated or
carry ratings below the minimum rating
required to successfully sell and remarket tax-
exempt bonds. The authority, however, is
limited to “original issuances” which occur
before the end of 2010, though letters of
credit issued under the provision may be
renewed after the law sunsets.

The Mechanics

Under the new program, a borrower may ask
a financially qualified FHLB member bank for
a direct pay letter of credit which the
appropriate FHLB office will confirm with the
issuance of its own confirming credit facility.
The FHLB guarantees payment to bond
investors should the initial member bank fail.

The economics of the transaction are such
that the FHLB does not assess the risks of
specific deals, but rather its focus is the credit
strength of the member bank. The member
bank that issues the letter of credit does so
after its sole credit assessment and
negotiations with the borrower. (Sources:
Searching for Approval, Modern Healthcare,
August 4, 2008; FHLB Letters of Credit to
Guarantee Tax Exempt Bonds, Stern Brothers
& Co., October 2008 Bulletin; Washington
Advocacy Report, By Charles A. Samuels and
Patrick D. Mara, Mintz Levin/ML Strategies,
August 11, 2008)

COMMUNITY
DEVELOPMENT
FINANCIAL
INSTITUTIONS -
ANOTHER SOURCE OF
CAPITAL

A community development financial institution
(CDFI) is an organization that provides loans
and financial services to underserved
communities. CDFls were created to bridge
the lending gap between low and moderate
income neighborhoods and mainstream
financial institutions.

Nationwide, over 1,000 CDFIs serve
economically distressed communities by
providing credit, capital and financial services
that are often unavailable from mainstream
financial institutions. CDFls have loaned and
invested billions in our nation’s most
distressed communities. In addition, their
loans and investments have leveraged billions
more dollars from the private sector for
development activities in low wealth
communities across the country.

While CDFls share a common mission of
community development, they have a variety
of structures and development lending goals.
Some CDFls are organized as community
development banks, while others come in the
form of community development credit unions,
loan funds, or venture capital funds. All are
market-driven, locally-controlled, private-
sector organizations. CDFls receive their
money from banks, corporations, foundations,
individuals, governments, and faith-based
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institutions. The single largest funding source
for CDFls is the CDFI Fund, a program of the
U.S. Department of Treasury. The CDFI Fund
certifies CDFls and awards them resources
through a competitive application process.

CDFIs must provide matching funds from
private or nonfederal sources in order to
receive some types of CDFI Fund awards.
2006 saw the eleventh round of funding for
the CDFI Fund, which was awarded more
than $800 million to community organizations
and financial institutions. CDFls have a
successful track record. For example, at the
end of fiscal year 2005, the loan loss ratio for

all certified CDFIs was only 0.3 percent, or
$6,799,247 out of $2,711,161,088 in total
outstanding loans.

In addition to providing direct support for
CDFls, the CDFI Fund conducts two
programs designed to promote private sector
investment in CDFls. The first is the Bank
Enterprise Awards Program, which
encourages bank-CDFI partnerships by
providing cash awards to banks that invest in
CDFls. As of 2002, banks had received more
than $179 million in awards. The second is
New Markets Tax Credit (NMTC) Program,
which provides tax-credits to private
companies that invest in specialized
organizations called community development
entities, or CDEs. All certified CDFls are
classified as CDEs and are therefore eligible
for NMTC investments.

The origins of CDFlIs date back several
decades. CDFls arose out of the necessity to
secure financing for the grassroots economic
development

efforts of community

development corporations (CDCs).
ShoreBank in Chicago, which was founded in
1973, is often cited as one of the earliest
CDFls. The growth of the CDFI field
accelerated in the 1990s, spurred by two
events. The first was the establishment of the
CDFI Fund in 1994. The second event
occurred in 1995, when the Community
Reinvestment Act (CRA) was revised. The
CRA requires depository institutions to meet
the credit needs of their entire communities,
including low- and moderate-income
neighborhoods. Under the revised rules,
banks could get CRA credit for lending to and
investing in CDFls. There are now
approximately 800 certified CDFls across the
U.S., according to the CDFI Fund, plus many
additional CDFls that have not sought or
received certification. (Sources: Community
Dividend, Published by the Community Affairs
Department of the Federal Reserve Bank of
Minneapolis, June 3, 2008; CDFI Coalition
Website, http://www.cdfi.org/)
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“No homework for the first one who can
show me how to use my new phone.”
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RATIOS FOR PRIVATE COLLEGES & UNIVERSITIES

Standard & Poor’s has released data on financial ratios for its rated private colleges and universities for fiscal year 2007. They continue to use a
broad spectrum of financial and demand ratios in determining both a rating and the outlook for college and university bond financings. The following
medians are based on a sample size of private colleges and universities. The financial ratios are compiled from fiscal year 2007.

RATING CATEGORY (Medians Used)

AAA A A BBB
Sample Size 15 40 74 79
Tuition (%) 245 471 65.7 73.8
Grants & Contracts (%) 17.5 2.3 1.9 1.6
Investment & Endowment Income (%) 13.6 12.0 5.0 1.9
Financial Aid Burden (%) * 10.6 15.4 18.8 19.9
Total Outstanding Debt ($000s) 539,406 203,814 82,932 38,351
Current Debt Service Burden (%) * 3.7 4.1 44 44
Cash & Investments to Operations (%) * 1043.5 438.8 177.0 75.3
Cash & Investments to Debt (%) * 1034.4 576.1 281.6 143.6
Unrestricted Resources to Debt (%) * 467.2 299.8 154.2 64.8
Net Tuition ($) per FTE 20,671 21,742 17,360 14,630
Total Adjusted Operating Revenue ($) per FTE 139,071 69,367 40,469 28,900
Unrestricted Resources ($) per FTE 549,770 164,724 45,010 11,462

* Definitions

Financial Aid Burden (%) — Total financial aid costs/total operating expenses

Current Debt Service Burden (%) — Current debt service/total operating expenses

Cash & Investments to Operations (%) — Total cash and investments/total operating expenses
Cash & Investments to Debt (%) — Total cash and investments/total debt

Unrestricted Resources to Debt (%) — Unrestricted resources/total debt

To receive a complete listing of the ratios, please contact Standard & Poor’s at (212) 438-2079 or go to www.standardandpoors.com. (Source:
Standard & Poor’s Public Finance; July 10, 2008)
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OUTLOOK & MEDIANS FOR HEALTHCARE

Moody’s Investors Service has recently released data on Fiscal Year 2007 Not-for-Profit Hospital Medians for both the not-for-profit hospitals and
healthcare systems. The medians are based on an analysis of audited fiscal year 2007 financial statements for 410 free-standing hospitals and
single-state healthcare systems and 16 multi-state healthcare systems, representing 94% of Moody’s publicly-rated portfolio that are eligible to be
included in the medians. The median rating for the sector remains A3.

MEDIANS BY BROAD RANGE CATEGORY, 2007

All Ratings Aa A Baa Below Baa
Median Sample Size 410 51 196 132 31
Operating Margin * 2.1% 3.9% 2.6% 0.7% -1.6%
Excess Margin * 4.9% 7.8% 5.6% 3.1% -0.3%
Maximum Annual Debt Service Coverage (x) * S 5.8 4.7 29 1.8
Cash on Hand (Days) * 156.6 248.6 180.0 112.3 55.7
Cushion Ratio (x) * 14.2 274 17.1 9.5 49
Debt-to-Capitalization * 38.6% 30.6% 35.3% 47.3% 58.1%
MEDIANS FISCAL YEARS 2003-2007

2003 2004 2005 2006 2007
Sample Size 16 16 16 16 16
Operating Margin * 2.7% 2.9% 2.7% 3.3% 3.4%
Excess Margin * 5.0% 5.4% 6.3% 6.1% 6.7%
Maximum Annual Debt Service Coverage (x) * 4.8 5.0 5.2 55 5.7
Cash on Hand (Days) * 167.9 181.1 191.1 182.8 193.9
Cushion Ratio (x) * 16.6 18.6 21.7 21.0 23.2
Debt-to-Capitalization * 39.7% 35.8% 34.1% 31.7% 32.9%

* Definitions

Operating Margin (%) — (total operating revenue — total operating expenses) / total operating revenue

Excess Margin (%) — (total operating revenue — total operating expenses + nonoperating income) / (total operating revenue + non operating income)
Maximum Annual Debt Service Coverage (x) — net revenue available for debt service / estimated future peak principal payments and interest
expense

Cash on Hand (days) — (unrestricted cash and investments x 365) / (total operating expenses — depreciation and amortization expenses)

Cushion Ratio (x) — unrestricted cash and
investments / estimated future peak debt
service

Debt-to-Capitalization (%) — (long-term debt +
short-term debt) / (long-term debt + short-
term debt + unrestricted fund balance)

To receive a complete copy of this report,
please contact Moody's at (212) 553-4431 or
go to www.moodys.com. (Source: Moody’s
Investors Service — Not-for-Profit Hospital
Mediians for Fiscal Year 2007; August 2008)

“Watch yourself around that new shredder in medical records.”
Source: H&HN; September 2008
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RATIOS FOR
CONTINUING CARE
RETIREMENT
COMMUNITIES

As of the date of the printing for this
newsletter, Fitch Ratings had not released
their data on the 2007 Median Ratios for
Continuing Care Retirement Communities
(CCRCs). Once the ratios for CCRCs become
available, it will be posted on the Wisconsin
Authority website (www.whefa.com).

STATE HAPPENINGS

NEW YORK

Staff Changes

On June 25, 2008, Paul T. Williams, Jr. was
appointed Executive Director of the Dormitory
Authority — State of New York. He is the first
African American to be named to this post.
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