' NEW JERSEY HEALTH CARE FACILITIES FINANCING AUTHORITY

Fall ‘08

NJHCFFA OFFERS
NEW POLICY FOR
UNDERWRITER
DISCOUNT

n June, the Authority began a trial

I run for a new designation policy

with respect to underwriter com-
pensation on Authority bonds.

It had been the Authority's long-
standing practice to require that the
sales commission portion of the
underwriter's discount (the "take-
down") be paid to at least three man-
agers, with no single firm getting
more than 50%, when bonds are sold
on a net-designated basis. Authority
staff would often hear criticism of this
practice, stating that a) it could
encourage underwriters to negotiate
for a larger overall underwriter dis-
count in order for the senior manager
to reach the level compensation they
feel is due for a project of a given size,
and b) it may allow for less than
enthusiastic co-managers to be guar-
anteed a larger takedown than is
earned. The end result could be a
higher cost to the borrower.

After hearing about the matter at its
June 2007 retreat, the Authority tasked
a committee with developing an alter-
nate designation policy. One year
later, the new practice has been put
into effect on a trial basis to see if it
reduces underwriter discounts on
bond transactions and encourages
more involvement from co-managers.

The new designation standard still
requires the designation of at least
three managers, however, the only
specification regarding takedown per-
centages is that each of these three
firms receive at least 15%. This per-

(continued on page 5)

FINANCIAL CRISIS
AFFECTS NJHCFFA

he financial crisis of 2008 contin-
I ues to have an affect on the
NJHCFFA and its borrowers.
The variable rate market has taken a hit
from higher interest rates. Holders of
variable rate demand bonds are taking
advantage of the put features and liqui-
dating their positions. In many cases,
remarketing agents unable to resell
bonds must either take them into their
own inventory or, when the remarketing
agent itself is in trouble, turn them over
to the liquidity provider. In either case,
higher interest rates can significantly
impact the borrower’s capital cost, espe-
cially if the borrower has other deriva-
tive products in place. This situation has
had a negative impact on the Authority's
Capital Asset Program. Investment rates
have not kept up with the interest rates
paid on the bonds, which has caused,
hopefully for the short term, a dramatic
spike in the rates paid by borrowers in
this program.

The long-term market is also suffering
from a lack of liquidity and credit. Rates
are rising, but more importantly, buyers
are extremely selective and institutions
are investing only in high quality securi-
ties, if they are investing at all.
Authority staff and underwriters are
unsure when many of the NJHCFFA's
“in development” bond issues will be
able to sell. The lack of bond insurance
options and letter of credit availability
limits what some of the Authority's bor-
rowers can do to satisfy the quality
needs of investors.

The NJHCFFA staff continues to mon-
itor the situation and will respond in any
way it can to help its borrowers and
bondholders in this tumultuous time. §
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HOLY NAME HOSPITAL

PROJECT NEARS COMPLETION

n June 15, 2006, the Authority
Oclosed a $60 million bond issue

on behalf of Holy Name
Hospital to renovate, expand and equip
its emergency department. On August
20, 2008, the new emergency care cen-
ter opened its doors.

"It's always a pleasure to see our proj-
ects bloom from ideas on paper to actu-
al standing health care facilities," says
Bill McLaughlin, Authority Project
Manager for the transaction.

With 21,000 square feet, the new
facility more than doubles the capacity
of its predecessor. "After years of
increasing patient volume in our emer-
gency department, we are now poised
to handle significant growth well into
the future, while delivering the utmost
in patient, family and care-provider sat-
isfaction,” said Michael Maron,

President/CEO of Holy Name. Each
of the 41 patient treatment areas is
equipped with leading-edge technolo-
gy including an integrated bedside
information system.

Touted by the hospital as bigger,
faster and better than the previous
facility, the new care center is named
in memory of George P. Pitkin M.D.,
renowned New Jersey physician, sur-
gical innovator, medical author,
researcher, and 1925 founder of Holy
Name Hospital.

The facility cost $22 million to com-
plete; the remainder of the 2006 issue
was used to currently refund two of the
Authority's outstanding COMP Series
(1998 and 2001), and to refinance cap-
italized leases. The official ribbon-cut-
ting ceremony for the facility was held
on September 18, 2008. §
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FINANCING NOTES$

n May, the Authority completed two

I more transactions intended to remove

outstanding bonds from the auction
rate market.

On May 22, 2008, the Authority closed
on $62,000,000 in bonds on behalf of
Underwood-Memorial Hospital
("Underwood™) in order to refund its auc-
tion rate debt.

In January of 2004, Underwood issued
approximately $65 million of variable
auction rate certificates. The proceeds
were used to fund a major capital expan-
sion and redevelopment initiative, includ-
ing: a large-scale redevelopment of the
Department of Emergency Medicine; a
significant  transformation of the
Department of Physical Medicine and
Rehabilitation; an enhancement of the
ambulatory surgery unit; increased imag-
ing services through renovations; the
reopening of 17 medical surgical beds in
a renovated patient care unit; and the
enhancement of patient and staff parking
facilities. The bonds were also used to
pay the redemption price of outstanding
Series B Bonds.

When the auction rate market collapsed,
however, Underwood returned to the
Authority to refund these 2004 bonds
through variable rate demand bonds
issued in 2008 backed by a direct pay let-
ter of credit from UBS AG. Reflecting
the short-term credit ratings of UBS AG,
the bonds were rated "VMIGL1" by
Moody's Investors Services, Inc. and "A-
1+" from Standard & Poor's Ratings
Services, with a final maturity of July 1,
2033. The initial weekly variable interest
rate was 1.50%.

Wilentz, Goldman & Spitzer, PA served
as bond counsel for the transaction and

Underwood-Memorial
Hospital expansion project
funded by auction rate
bonds issued in 2004,
refunded in 2008
The Bank of New York
# is the Bond Trustee.
' On May 28th, the
Authority completed a
- conversion of approxi-
mately  $30 million
worth of taxable auction
issued on behalf of
Healthcare  System
into variable rate

rate bonds,
CentraState
("CentraState"),
demand bonds.

In December 2006, the Authority
closed a $71,425,000 transaction on

behalf of CentraState. The proceeds
were used to construct a three-story out-
patient ambulatory care center attached
to the Medical Center and to finance rou-
tine capital expenditures for 2006
through 2009.

Within that transaction, Series 2006B
bonds in the amount of $29,850,000 were
issued as taxable auction rate bonds,
insured by Assured Guaranty. The trans-
action's bond documents included lan-
guage that allowed for a conversion, and
following the collapse of the auction rate
market, CentraState decided to convert
all of the Series 2006B bonds.

Banc of America Securities LLC served
as the remarketing agent for the conver-
sion, and Bank of America, N.A. provid-
ed the Liquidity Facility for the bonds.
The initial weekly interest rate for the
bonds was set at 2.50%.

Saint Barnabas Health Care System is
the Authority's one remaining borrower
with outstanding bonds in the auction
rate mode.

*k*k

On July 31st, the Authority closed on
$252,545,000 in bonds on behalf of St.
Michael's Medical Center ("St.
Michael's") through the Hospital Asset
Transformation Program ("HATP"). The
transaction is intended to consolidate the
struggling operations of three affiliated
hospitals into a single facility.

Newark was previously served by
Cathedral Healthcare's three hospitals:
St. Michael's, St. James and Columbus.
All three of these facilities were in finan-
cial trouble, collectively losing roughly
$6 million each month. Catholic Health
East, a multi-state non-profit parent par-
ent corporation of health care facilities up
and down the east coast, agreed to buy all
three of the hospitals as long as it was
allowed to consolidate the services into
one of the facilities (St. Michael's) clos-
ing the other two, and contingent upon
the receipt of low cost financing.

Under the HATP, the Authority can
issue bonds, secured by a contract with
the State Treasurer, on behalf of a hospi-
tal meeting certain criteria. When acute
care services are terminated at a location
where they are no longer useful, these
bonds can be issued to: refund outstand-
ing bonds; pay closure and transition
costs; and, pay costs of facility improve-
ments needed to handle the inflow of
services and patients to the surviving

hospital.

CentraState
Ambulatory

g Care Center,

& completed with
= the proceeds of
& | auction rate

W ponds issued in
% 2006, converted
8 in 2008
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According to the contract, the Treasurer
agrees to pay the principal and interest on
the bonds when due, subject to an annual
appropriation by the Legislature. At the
same time, the borrower (St. Michael's)
enters into a loan agreement with the
Authority to make payments equal to the
principal and interest on the bonds plus
other related costs and fees. The NJHCF-
FA, under contract with the Treasurer,
will pay those funds directly back to the

(continued on page 5)
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FINANCING NOTES

(continued from page 3)
State.

It should be noted that, in this case,
the Loan Agreement provides that if St.
Michael's does not reach certain bench-
marks, it will be eligible for partial or
full forgiveness on its loan payments for
up to five years.

Consistent with the HATP, the pro-
ceeds of the St. Michael's issues were
used to pay off outstanding debt and

St. Mlchaels Medlcal Center

renovate and expand the facilities to
meet the increased demands of the serv-
ice area population.

Based on the State's backing pursuant
to the HATP contract, the bonds
received an "A+" rating from Fitch,
"Al" from Moody's and "AA-" from
S&P. These ratings helped to sell the
bonds at a low true interest cost of
approximately 5.32%.

**k*

On August 7th, the Authority closed on
$25,930,000 in bonds on behalf of
Somerset Medical Center
("Somerset"). The proceeds were used
to acquire various pieces of equipment
and to currently refund all of the
Authority's Series A bonds issued in
1994, the proceeds of which were used
to construct three floors and renovate
nearly one-third of the existing space
within the main hospital facility.

Somerset concluded that the most eco-
nomical way to refinance the bonds was
to use variable rate demand bonds
enhanced by a letter of credit provided
by Commerce Bank. Commerce Bank
was purchased by TD Bank, N.A.
before the bonds were refunded.
Therefore, the transaction is backed by
a TD Bank letter of credit, and the

gaimaioRied-oopy:
bonds were rated "Aa2/VMIG1" based on
that letter of credit. The interest rate for the
initial period was set at 1.85%.

Windels Marx Lane & Mittendorf LLP
served as bond counsel for the transaction;
U.S. Bank National Association serves as
bond trustee.

**k*x
On August 13th, the Authority closed on
$248,910,000 in bonds on behalf of St.
Joseph's Healthcare System  ("St.
Joseph's").

The proceeds of the bonds will be used at
St. Joseph's Patterson facility to:
= construct and equip a 4-story building,
including an emergency department, twelve
operating rooms, a sterile services facility,
two critical care units and a helicopter land-
ing pad,;
= create a new lobby and other ground floor
improvements;
= renovate a portion of the facility to be
used for pediatric and adult clinical services;
and,
= various other renovations and equipment
acquisitions.

Proceeds will be used at St. Joseph's Wayne
facility to:

= renovate, expand and equip two of its
operating rooms; and,

= renovate and equip the intensive care,
critical care, and various other units at the
hospital.

Proceeds were also used to refund out-
standing Authority bonds (Series 1996 A and
Composite Program Series 2003 A-6
bonds), as well as a loan from Valley
National Bank issued in connection with the
acquisition of the Wayne facility.

Even though the financial position of St.
Joseph's has improved over the last few
years, the rating agencies remained cautious,
with Moody's and Standard & Poor's rating
the bonds "Bal" and "BBB-", respectively.
The Worklng group, therefore had to over-
ra W come two

- large hur-
~ dles in

! financing
] I for St.
ML\ == Joseph's:

St Joseph s Regional Medical Center (1) low
(continued on page 6)
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UNDERWRITERS

(continued from page 1)

mits the senior manager to vie for 70% of
the sales commissions rather than 50%.
If a bond purchaser designates to more
than three managers, the additional desig-
nations do not have a minimum require-
ment. Therefore, any fourth or fifth firm
designated can be given less than 15%.

In putting the policy into effect, bor-
rowers who had already negotiated an
underwriter discount were asked to sug-
gest reopening the negotiation with this
new information. Staff asked these bor-
rowers to report back to the Authority on
how the new guideline affected the
amount of the proposed fee, noting that,
if the reopened negotiations did not
reduce the underwriter discount, the
Authority's Executive Director would
revert to the original 50% maximum
guideline. Borrowers yet to negotiate fees
with their senior manager were asked to
request fee quotes under each set of
guidelines and then share the responses
with the Authority. The borrower could
then select the most attractive proposed
fee.

In order to ensure that co-managers
provide service to the transactions and do
not receive sales commissions without
effort, Authority staff will review orders
from co-managers and request that co-
managers provide detailed information
on their sales efforts when there is con-
cern.

"We hope that this interim measure
responds to the requests from our bor-
rowers," says Dennis Hancock, Director
of Project Management and Deputy
Executive Director, "However, we need
input from our borrowers to determine
whether we are moving in the right direc-
tion before we permanently establish a
new Authority practice.” Therefore, dur-
ing this trial period, staff will be monitor-
ing the effect on underwriter discounts
and improved co-manager efforts.

The designation guideline changes are
too new to evaluate at this point, as staff
has yet to receive any responses from the
borrowers regarding a difference in pro-
posed discounts. At the time of this writ-
ing, two borrowers were in the process of
renegotiations. §
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NJHCFFA 2008 Issues

Completed Bond Issues Issue Structure Par Amount

Christian Health Care Center Equip. Rev. Note Program Private Placement $3,500,000
Hackensack University Medical Center |Fixed rate; Public $249,180,000
Warren Hospital Fixed rate; Private Placement $45,840,000
Atlantic Health System Fixed rate; Public $354,220,000
Underwood-Memorial Hospital Weekly Variable Rate; Public $62,000,000
St. Michael's Medical Center Hospital Asset Transformation Program $252,545,000
Somerset Medical Center Weekly Variable Rate; Public $25,930,000

St. Joseph's Healthcare System Fixed rate; Public

Bonds Issued as of Sept. 15, 2008:

$248,910,000
$1,242,125,000

Bond Conversions

Meridian Health System From Auction Rate to Variable Rate $97,000,000
Meridian Health System From Auction Rate to Fixed Rate $145,125,000
CentraState Medical Center From Auction Rate to Variable Rate $29,850,000

INVESTMENT NEWS

n July 30, 2008, the Authority's
OOperations and Finance Division
conducted bids through the Grant
Street Group's electronic bidding platform.
The bids were for Guaranteed Investment
Contracts on behalf St. Joseph's Healthcare
System Obligated Group Issue, Series 2008.
The bids were done for Repurchase
Agreements or Collateralized Investment
Agreements for the Construction Fund
($170.9 million) and the Debt Service
Reserve Fund ($14.1 million). Bids were
received from three bidders. Bayerische
Landesbank won the auction with rates of
3.06% for the Construction Fund and
3.662% for the Debt Service Reserve
Fund.§

NEW JERSEY HEALTH CARE FACILITIES FINANCING AUTHORITY|

SENIOR NJHCFFA STAF

Mark E. Hopkins
Executive Director

Dennis P. Hancock
Deputy Executive Director,
Director of Project Management

Stephen M. Fillebrown
Director of Research, Investor Relations
and Compliance

James L. Van Wart
Director of Operations and Finance,
Custodian of the Public Record

Conversions Completed as of

CONGRATS TO
HUMC’s JOHN
FERGUSON

The Authority

would like to
congratulate
John P. Ferguson, |
President and Chief
Executive Officer of John P. Ferguson
Hackensack  University  Medical
Center, for being named one of Modern
Healthcare magazine's "100 Most
Powerful People in Healthcare"
(August, 2008). Mr. Ferguson was
ranked number 12 in a list that includes

technology leaders, prominent law-
makers and presidential nominees.§

$271,975,000

FINANCING NOTE$

(continued from page 5)

Sept. 15, 2008:

ratings including one non-investment
grade, and (2) a healthcare interest rate
market that was extremely volatile and
saturated with refinancings from the auc-
tion rate crisis.

Management was given the opportuni-
ty to tell their turnaround story at face-to-
face presentations in Boston and New
York, as well as during an investor con-
ference call. While these were helpful,
investors remained hesitant, with some
indicating that the bonds did not meet
their internal credit standards.

The bonds were structured with fixed
interest rates with a final maturity of July
1, 2038.The final all-in true interest cost
is 7.21%. §

NJHCFFA MEMBERS
Ex-Officio Members

Heather

=

Commissioner

Howard, J.D. Chairman -
of Health and Senior Services

Stephen M. Goldman -
Commissioner of Banking and Insurance

Jennifer Velez, Esq. -
Commissioner of Human Services

Public Members

Gustav Edward Escher, 111. -

Ulysses Lee -

The Authority currently has two Public Member vacancies.






