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Background

* Hospitals primarily rely on borrowed money, philanthropy and
reserves to provide the capital required to update facilities and purchase
life-saving technologies to meet community needs.*

* Borrowed money (debt) primarily comes from bond offerings and loans from banks
and other financial institutions.

* Philanthropy refers to charitable donations received by hospitals from
organizations or individuals.

* Reserves refer to the savings hospitals build up over time by having a positive net
income and a return on invested money.

« Capital refers to the money used to fund investments in facilities and equipment.

« This report provides the results of the AHA Survey, “The Capital Crisis:
Survey of Impact on Hospitals.”

« Survey was sent to all non-federal hospital CEOs in late December 2008 via fax
and e-mail.

« Data was collected through January 6, 2009.
* A total of 639 responses were received.
« Sample is representative of the non-federal hospital field.

*Equity (selling an ownership share) is another less frequently used source of capital.



Survey Highlights

Hospitals’ ability to borrow is severely constrained.

* 9 out of 10 hospitals are finding it harder or even impossible to access to tax-
exempt bonds — a critical source of borrowing for the majority of hospitals.

« Other important sources of debt such as banks and other financial institutions are
becoming more difficult to access as well.

* 9 out of 10 hospitals report that attracting charitable donations has
become harder.

* The broader effects of the economic slowdown play into hospital capital
decisions as uncertainty mounts, operating performance declines and the
value of reserves falls due to stock market and other investment woes.

* Nearly half of hospitals have put capital projects on hold and many have
even stopped projects already in process. Of those hospitals putting
projects on hold:

* 82% have put facilities projects on hold.
*  65% have put clinical technology projects on hold.
*  62% have put information technology projects on hold.
* Postponing capital projects affects a hospital’s ability to meet community

needs as well as move toward larger U.S. health care system goals sucl'g
as improved quality, efficiency and coordination of care.



Tax-exempt bonds are a critical source of financing for

hospitals.

Percent of Hospitals by Importance of Various External Sources
of Capital to Hospitals

Tax-exempt Bonds 62% 11% 5% 22%

Serv?fgské/olzirr\] sgrﬁ :le 43% 29% 1870 10%
Philanthropy 29% 23% 13%
Taxable Bonds 5%5% 13% 7%
Equity/Venture Capital 6% 6% 10% 78%
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Many hospitals find it significantly more difficult or even

Impossible to access tax-exempt bonds and other sources of
capital.

Percent of Hospitals* Finding Access to Various Types of Capital
More Difficult

12%

Tax-exempt Bonds

Banks/Financial
Services Companies

24%

1%

Philanthropy 41% 49% 9%

Taxable Bonds 22% 34% 26% 18%

Equity/Venture Capital 18% 32% 34% 16%

B No Access M Significantly Harder ® Somewhat Harder =~ Same or Easier

*Excludes those hospitals indicating that they don’t use that source of capital



Nearly half of hospitals surveyed are postponing capital

projects and some even stopped those already in progress.

Percent of Hospitals Postponing Capital Projects
because of Economic Situation

Postponed Capital
Projects Planned
to Start within 6

Months

45%

Stopped Capital
Projects Already in
Process

13%




The highest percentage of hospitals are postponing facilities

projects, with clinical and information technology projects

close behind.

Percent of Hospitals by Type of Project Put on Hold
[Includes only those hospitals that indicated they had put projects on hold]

Upgrade/Modernize

Facility or Add New 82%
Capacity
Add Clinical 65%
Technology
Add Information 62%

Technology




A number of factors related to the current economic crisis

play arole in the decision to postpone capital projects.

Percent of Hospitals Indicating Key Factors as “Very” or “Somewhat

Important” in Decision to Put Projects on Hold
[Includes only hospitals that indicated they had put projects on hold]

Uncertainty about Future Economic 3

0) 0]
Conditions 370 13%

Decline in Operating Performance 58% 26%
Usual Sources of Capital Unavailable 53% 30%
Decline in Value of Reserves 59% 17%

Interest Rates too High 27% 38%

|
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Postponed facilities projects would respond to a variety of

community health service needs.

Percent of Hospitals Citing Services Affected by Facilities

Projects Put on Hold [Includes only those hospitals that indicated they had
put facilities projects on hold]

mpatient S 5

Medical/Surgical

outpatient Diagnostic | 55
Emeraeney or oSN 1 3%
Care
outpatient Surgical | NN /07
Other Outpatient _34%

patient
Obstetrics/Gynecology 28%

Post-acute Care |G 17%

Inpatient Behavioral
g I 139

Health
Other F 19% 9




Postponing facilities projects affects a hospital’s ability to

meet community needs and meet larger U.S. health care
system goals such as improved quality and efficiency.

Percent of Hospitals Citing Anticipated Benefits of Facilities

Projects Put on Hold [Includes only those hospitals that indicated they had
put facilities projects on hold]

Modernize or Update Facilities — 89%

Increase Efficiency _ 70%
Meet Growing Demand for Services _ 68%
Improve Quality/Patient Safety _ 63%
Improve Accessibility for Patients _ 56%
Make New Services Available to Patients _ 44%

Add Jobs or Contribute to Economic
I 209

Growth
Other F 6% 10




Postponed clinical technology purchases were expected to ensure

equipment is up-to-date as well as improve quality and efficiency
for the majority of hospitals putting such projects on hold.

Percent of Hospitals Citing Anticipated Benefits of Clinical

Technology Purchases Put on Hold [Includes only those hospitals that
indicated they had put clinical technology purchases on hold]

Replace or Update Aging Equipment — 87%

Improve Quality/Patient Safety _ 67%
Increase Efficiency _ 64%
Make New Services Available to Patients _ 91%
Meet GrowingseDr(?/rinCaér;d for Existing _48%
Improve Accessibility for Patients _ 40%

Add Jobs or Contribute to Economic
0,
Growth -18@

Other J 2% 11



The expected benefits of delayed IT projects included improved

guality, efficiency and care coordination for the majority of
hospitals putting such projects on hold.

Percent of Hospitals Citing Anticipated Benefits of Information

Technology Projects Put on Hold [Includes only those hospitals that
indicated they had put information technology purchases on hold]

Automate Clinical Processes — 82%

Increase Efficiency __ 76%
Replace or Update Existing IT __ 74%
Improve Quality/Patient Safety __ 68%
Improve Care Coordination __ 59%
Automate Administrative Processes __ 50%
Provide Decision Support Tools __ 47%
Increase Patient Engagement __ 42%

Improve Accessibility for Patients (e.g. _
()
Telemedicine) 28%

Other F 3%

12



Half of hospitals with projects on hold would need at least

$10 million to complete them.

Approximate Dollar Amount of Capital that Would be Required to

Complete Projects that Have Been Postponed
[Percent of hospitals by amount of capital required*]

Under $1 Million

$50 Million or More

$25 to 49 Million

$1-9 Million

23%

$10-24 Million

*Includes only hospitals that indicated they had put projects on hold. Dollar amounts reflect 13

total project costs not just the costs in the current year.



Projects put on hold represent the majority of the

capital budget for these hospitals.

Percent of Hospitals by Portion of Capital Budget Put On Hold
[Includes only those hospitals that indicated they had put capital projects on
hold]

Under 25% of Capital
Budget on Hold

25%to 49% of
Capital Budget on
Hold

75% or More of
Capital Budget on
Hold

17%

50%to 74% of
Capital Budget on

Hold 14
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