
RATING ACTION COMMENTARY

Fitch Rates Adventist, CA's 2024 Revs 'BBB+'; Downgrades
Outstanding Debt; Outlook Stable

Wed 01 May, 2024 - 2:46 PM ET

Fitch Ratings - San Francisco - 01 May 2024: Fitch Ratings has assigned a 'BBB+' long-term

rating to Adventist Health's (Adventist) taxable bonds series 2024 (issued by Adventist

Health System) tax-exempt bonds series 2024A (issued by the California Health Facilities

Financing Authority), and taxable bonds series 2024B and 2024C (issued by the California

Public Finance Authority).

Fitch has also downgraded Adventist's Issuer Default Rating (IDR) to 'BBB+' from 'A' in

conjunction with rating the system's series 2024, 2024A, 2024B, and 2024C bonds. The

rating downgrade also applies to all of Adventist's outstanding rated debt.

Fitch has also downgraded Adventist's Short-Term CP note rating to 'F1' from 'F1+'. This

re ects both the linkage to Adventist's 'BBB+' rating, as well as the organization's strong

levels of liquidity to meet any short-term puttable debt requirements. Adventist also has a

$400 million syndicated line of credit available that can be drawn upon for general

corporate purposes. Based on Fitch's rating criteria relative to self-liquidity, Adventist's

eligible cash and investments for same-day settlement comfortably exceeds Fitch's

requirement to cover the maximum tender exposure on any given date.
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audited), Adventist recorded an operating income loss of approximately $108 million,

which equated to a negative 1.8% operating margin and 3.0% operating EBITDA margin.

While still challenged and low, the system's operating performance is much improved from

scal 2022's larger operating loss of $241 million (negative 4.5% operating margin and

0.3% operating EBITDA margin).

Fitch expects the improved operating performance to continue. Progress has been

supported by management's implementing of its operational turnaround plan, which has

ultimately reduced costs and streamlined ef ciencies. The plan's goal is to reach breakeven

performance over the medium term, which Fitch views as attainable.

Adventist's credit strengths include continued leading market positions throughout its

three-state hospital footprint, adequate liquidity position for the new rating level, and a

reasonable and accretive strategic plan.

SECURITY

The bonds are secured by a gross revenue pledge of the obligated group.

KEY RATING DRIVERS

Revenue Defensibility - 'bbb'

Maintenance of Leading Market Positions; Growing in Accretive Markets

Adventist's revenue defensibility remains 'Midrange', with solid positions in multiple

markets, all of which exhibit stable-to-favorable population growth trends and

socioeconomic characteristics. Adventist is a multistate provider, with system operations in

four states and inpatient hospital facilities located in three states: California, Oregon and

Hawaii, (with one retirement facility in Washington). However, the vast majority of facilities

are located in California.
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Adventist's newest market is the Central Coast service area, where the system recently

acquired Adventist Health Sierra Vista (162 beds) and Adventist Health Twin Cities (122

beds) for approximately $600 million. The Central Coast market is characterized by a

favorable payor mix, good demographic indicators, and solid demand for services. Fitch

views this strategic acquisition favorably for the organization, which gives Adventist a solid

position in a good market that should be nancially bene cial to the system over the near-

term.

Adventist has a comparatively constrained payor mix, with over 30% of their gross

revenues coming from Medicaid (MediCal) and self-pay sources. This is somewhat

mitigated by California's provider-fee funding. The overall payor mix remains heavily

exposed to governmental payors, with approximately 76% of system gross payor revenue

coming from Medicare and Medicaid. However, Adventist also bene ts from supplemental

reimbursement at its rural facilities, with Adventist operating the largest rural health clinic

network in California.

Operating Risk - 'bbb'

Improved, but Challenged Performance in Fiscal 2023; Expected Operational Progress

with Robust Capex Plan

The system's operating risk assessment remains 'Midrange' with the expectation of

adequate cost management opportunities to continue supporting improved operating

performance. In scal 2023 (Dec. 31), Adventist recorded an operating loss of

approximately $108 million, which is signi cantly improved from the prior period's $241

million operating loss in scal 2022.

Fiscal 2023's improved operating performance translated into a better 3.0% operating

EBITDA margin (up from 0.3%), and is in line with management's projections. Fitch

anticipates operational performance to continue to track positively and reach between

6%-7% over the next 24-months, which should be attainable.

The observed operational improvements are largely related to the system's implemented

operational turnaround plans, which have included reductions to various expenses by

reducing contract labor and other workforce positions, capitalizing on group purchasing

opportunities for additional savings, and reducing enterprise services expenses.

Additionally, top-line revenue growth has been supported by positive payor contract rate

increases, revenue cycle and throughput improvements, along with enhanced volumes.
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equities and the remaining portion in hedge funds/alternative investments. If Adventist is

not able to meet its long-term budgeted operating performance goals, while maintaining (if

not growing) unrestricted balance sheet resources at or near current levels, further

negative rating pressure may be warranted.

Asymmetric Additional Risk Considerations

No asymmetric risk considerations were relevant to the rating.

RATING SENSITIVITIES

Factors that Could, Individually or Collectively, Lead to Negative Rating
Action/Downgrade
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address the risk of loss due to risks other than credit risk, unless such risk is speci cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, veri ed and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any securityan
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dv01, a Fitch Solutions company, and an af liate of Fitch Ratings, may from time to time

serve as loan data agent on certain structured nance transactions rated by Fitch Ratings.

Copyright © 2024 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall

Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Reproduction or

retransmission in whole or in part is prohibited except by permission. All rights reserved.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the

rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be,

are endorsed for use by regulated entities within the EU or the UK, respectively, for

regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit

Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch’s

approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs

page on Fitch’s website. The endorsement status of international credit ratings is provided

within the entity summary page for each rated entity and in the transaction detail pages for

structured nance transactions on the Fitch website. These disclosures are updated on a

daily basis.
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