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Summer ‘09

MONITORING
RIGHTS AND
DERIVATIVES
POLICIES MODIFIED

t its February 26, 2009 meeting,
Athe Authority was approached

by a borrower that was uncom-
fortable with the Authority’s monitoring
rights and derivatives covenants.
Continuing its aim to meet the needs of
its borrowers, the Authority agreed to
modify these covenants, in part, for all
Authority transactions going forward.
While the modifications did not fully
embrace the borrower’s requests, the
changes benefit borrowers across the
board without sacrificing the needs of
the bondholder.

Monitoring Rights

The borrower first presented its con-
cerns about the Authority’s monitoring
rights. Previously, the Authority
required the ability to attend all Board
and Committee meetings and required
the borrower to provide the attending
Authority representatives with all rele-
vant meeting materials. These require-
ments were established in 2007 to pro-
vide the Authority with a remedial action
against the threat of default by a borrow-
er. They gave the Authority a way to
interact with struggling hospitals that
fell between doing nothing and acceler-
ating the bonds.

In the current economy, where it has
become more
common for a hos-
pital to file for
bankruptcy, such
Authority inter-
vention can pro-
vide  additional
security for the
bondholders and
(continued on page 5)

STIMULUS COULD
REDUCE INTEREST
COSTS FOR BANKS
AND BORROWERS

he economic stimulus package

I signed into law by President Obama

on February 17th may benefit bor-

rowers and banks associated with the
issuance of Authority bonds.

In an effort to aid in the issuance of tax-
exempt bonds, the stimulus package
expands the ability of financial institutions
to deduct the interest costs associated with
tax-exempt bonds. These additional deduc-
tions can reduce the interest cost on a bond
issue by 1) reducing the banks’ costs to
invest in bonds, thereby potentially lower-
ing the rates they charge to borrowers, and
2) broadening the pool of banks willing to
purchase tax-exempt bond debt.

One way in which the stimulus package
reduces investment costs for banks is by
broadening the definition of Bank Qualified
Bonds. A Bank Qualified Bond is a tax-
exempt bond for which a financial institu-
tion can deduct the associated purchasing or
carrying interest costs. Previously, Bank
Qualification could only be met by issuers
that did not issue more than $10 million in
bonds per calendar year. In the past, the
term “‘Issuers” was interpreted to include
conduit financing authorities. As such, the
NJHCFFA could not issue Bank Qualified
Bonds due to its annual volume of issuance.

(continued on page 5)
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CONTINUING
DISCLOSURE
THROUGH EMMA

s of July 1, 2009, the SEC des-
Aignates the MSRB's Electronic

Municipal Market Access sys-
tem (EMMA) as the only official repos-
itory for continuing disclosure docu-
ments. Issuers will now file these docu-
ments exclusively with EMMA; the
Nationally Recognized Municipal
Securities Information Repositories no
longer exists.

“This is a historic day for the munic-
ipal bond market,” said Lynnette Kelly
Hotchkiss, Executive Director of the
MSRB. “With EMMA, we have creat-
ed a system that promotes public access
to disclosure documents and shines
light on the disclosure practices of
issuers.”

Since March 2008, EMMA, located
at http://emma.msrb.org, has been pro-
viding: free centralized on-line access
to official statements, escrow deposit
agreements for advance refundings of
outstanding bonds, real-time municipal
bond trade price information, interest
rates and auction results for municipal
auction rate securities and interest rate
reset information for variable rate
demand obligations.

Now, in accordance with amendments
to the SEC’s Rule 15¢2-12, municipal
bond issuers, obligated persons and
those that act on their behalf are
required to provide continuing disclo-
sure documents to the MSRB, which
will make them immediately available
to the public on EMMA’s website.

Previously these documents were col-
lected by private enterprises that
charged investors for the information.
“EMMA removes existing impedi-
ments to investors buying and selling
municipal bonds based on the most up-
to-date disclosures,” Hotchkiss said.

According to EMMA’s website, it is
working to make the transition as
smooth as possible by providing ongo-
ing training to market participants and
committing to resolving issues as they
arise. §

FINANCING NOTES

ue to the financial slowdown, the
DAuthority closed only one bond

issue in the last quarter of 2008.
Its next bond issue, for only $15 million,
didn’t occur until late February 2009. By
the middle of 2009, activity had begun to
pick up, however, and now several
financing projects are once again active.
Here are the projects that were complet-

ed since the last Authority Note$ edition.
skskosk

n November 13, 2008, the
OAuthority closed $30,255,000 in

bonds on behalf of Holy Name
Hospital ("Holy Name"). The proceeds
of the bonds were used to currently
refund of a portion of the Authority’s
Holy Name Hospital Series 1997 bonds
and to refinance a taxable loan in the
approximate amount of $3.7 million
through UBS Paine Webber, Inc.

Though the refinancings were expect-
ed to yield dissavings for Holy Name,
due to volatile activity within the bank-
ing industry, the 1997 bonds had to be
refunded as part of a UBS total return
swap. The swap provided a savings of
approximately 10% to Holy Name while
the 2008 private placement would yield a
lesser savings of approximately 5.2%
(roughly $2.7 million).

The short-term market had been
extremely unstable prior to the closing.
Interest on seven-day variable rate bonds
increased dramatically; the SIFMA index
jumped from 1.79% on September 10th
to 7.9% on September 24th. The Federal
Government proposed a plan to help
restore rates to their historic levels,
though there was no assurance as to how
long that would take. Holy Name decid-
ed to proceed with the financing and the
mid-November issue received an all-in
true interest cost of 5.20%.

Holy Name Hospital exterior
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Privately placed with Bank of
America, NA, the bonds constitute pari-
ty obligations secured by mortgaged
property and gross receipts of the hospi-
tal for the equal benefit of the holders of
the remaining Series 1997, Series 2006
and Series 2008 Bonds. In addition, the
term sheet gives the bank the right to put
the bonds in five years. The bonds have
a final maturity date of July 1, 2036.

kskok

n February 20, 2009, the
OAuthority closed $14,970,000 of

bonds on behalf of Christian
Health Care Center (“CHCC”), which
provides a continuum of elder care and
mental health services in Wyckoff.
Through this financing, CHCC refi-

nanced approximately $11.5 million of
outstanding 1997 Authority bonds and

F

Rendering of Virtua's new hospital in Voorhees

funded approximately $3 million worth
of construction and equipment.
Proceeds were also used to reimburse
CHCC for prior capital expenditures.

The bonds were issued in a variable
rate format with a rating of “A/A-1" by
S&P based on a Valley National Bank
letter of credit. The initial interest rate
was 0.55% and is reset weekly. Final
maturity for the transaction is July 1,
2038.

kokok

n May 14, 2009, the Authority
Oclosed the last portion of its

largest financing project to
date, totaling $564,645,000 on behalf of
Virtua Health ("Virtua"), a non-profit
multi-hospital health care system locat-
ed in South Jersey. The proceeds of the
issuance will be used to construct and

CHCC pre-closing (clockwise from top left): the Authority’s Wanda Lewis
and Suzanne Walton, Christine Gavzy and Kevin Stagg from CHCC

equip a new hospital, with approxi-
mately 368 beds, to replace Vitrua’s
current Voorhees facility.

“We are pleased to have helped Virtua
get access to this low-cost capital, espe-
cially on such a grand scale and in these
fluctuating economic times,” said Lou
George, Authority Project Manager on
the financing.

The bonds were issued in several
series to allow for the inclusion of vari-
ous security providers and provide flex-
ibility to respond to various market
changes. Referred to as Series A, the
largest portion of the financing totaling
$379,645,000 was issued as fixed rate
securities, with $363,465,000 of bonds
insured by Assured Guaranty and
$16,180,000 of bonds issued on the

(continued on next page)
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FINANCING NOTES

(continued from previous page)
underlying credit of the hospital. These
bonds have a final maturity date of July
1, 2038, and the fixed rate issue in total
had an all-in true interest cost of 5.82%.
The remaining $185,000,000 bonds
were issued as variable rate securities
with two series (B & C) resetting their
rates on a daily basis and two series (D
& E) with rates that reset weekly. The
daily variable rate bonds, supported by a
JP Morgan Chase Bank letter of credit,
were initially priced at an interest rate of
0.15%. The weekly variable rate bonds,
backed by a TD Bank letter of credit,
were priced at an interest rate of just
.30% for the period May 14th through
May 20th. The final maturity date of the
variable rate debt is 2043.

At an Authority meeting, Bob Segin,
Virtua’s CFO/SVP of Finance, noted
that the seeds of this project were plant-
ed on December 7, 2002 when a strate-
gic meeting determined the need to build
a new facility in Voorhees. Since then,
Virtua worked through numerous facili-
ty designs, permit approvals, banker
changes, and then a virtually frozen
bond market with the 2008 economic
downturn. He stated that Virtua was
grateful to finally see all of the hard
work come through to a successful
financing that will help to provide a new
facility for Voorhees and the surround-

ing communities.
skskeosk

n June 18, 2009, the Authority
Oissued $152,925,000 of bonds
on behalf of The Community
Hospital Group, Inc. (t/a JFK Medical

Center) through the Hospital Asset
Transformation Program ("HATP").

JFK Medical Center ext.

B

Under the HATP, the Authority
can issue State-backed bonds,
secured by a contract with the
State Treasurer, on behalf of a
hospital terminating acute care
services at a specific location
where they are no longer useful.
These bonds can be used to:
refund the outstanding bonds of
the area in which services will be
terminated; pay closure and tran-
sition costs of the closed hospital;
and, pay costs of facility
improvements to the surviving
hospital to help handle the extra
patients. This accomplishes several pol-
icy goals, such as reducing overbedding
(as reported by the Commission on
Rationalizing New Jersey’s Health Care
Resources), providing some relief to
hospitals that are financially-strapped
from the terminated facility’s stranded
debt, and preserving as many services
and jobs as possible in a nearby facility.

The program allows the bonds to ben-
efit from the good credit rating resulting
from the backing of a State contract,
which provides lower interest rates for
the transaction.

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
borrowing hospital 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 Authority, under
contract with the Treasurer, will pay
those funds directly back to the State.

Consistent with the HATP, the pro-
ceeds of the Series 2009 bonds were
used to pay off outstanding
debt related to Muhlenberg
Regional Medical Center,
which closed last year, and to
refund outstanding indebted-
ness of its nearby sister facil-
ity JFK Medical Center, and
B renovate and expand JFK to
meet the increased demands

of the service area popula-
tion. The bonds received an

South Jersey Regional Medical Center ext.

"A+" rating from Fitch, "Al1" from
Moody's and "AA-" from S&P. These
encouraging ratings helped to yield the
low all-in true interest cost of approxi-
mately 5.77%.

On March 31, 2009, the Authority
closed a $12,022,000 loan on behalf of
South Jersey Hospital, Inc. The loan
was issued through the Authority’s
Capital Asset Program (“CAP”),
designed to take advantage of bonds
issued prior to the 1986 changes in the
tax laws. Loans under the program are
continuously repaid, making fresh
funds available for other health care
organizations in need of capital. Unlike
bond issues, for which the bonds are
delivered at closing, CAP funds remain
in a Project Fund that was established in
1985. As existing borrowers repay CAP
loans, the money recycles back into the
Project Fund.

The proceeds of the loan were used
to finance and reimburse South Jersey
Hospital for routine capital equipment,
and to finance renovations and expan-
sions to the emergency department and
other areas at the Elmer Division.

The loan is secured by a note, issued
under an existing master trust inden-
ture, secured by a parity interest in the
pledge of gross receipts and a mortgage
on certain property of the obligated
group. With a final maturity of April 1,
2016, the loan received an initial
monthly interest rate of 2.9%.

As of July 1, 2009, approximately
$38 million remains available for eligi-
ble borrowers through the CAP. §
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MODIFIED POLICIES

(continued from front page)

strategic assistance for the hospitals. As
such, the Authority values this covenant.
Staff and the Members agree, however,
that once the meeting materials are in the
Authority’s possession, those materials
are subject to OPRA requests from the
public. This could put the hospital in an
unjustifiably difficult position.

The Authority agreed to amend the
covenant so that, instead of providing
confidential or proprietary meeting mate-
rials, the borrower is only obliged to make
that information available to the represen-
tatives for review at least one hour in
advance of the meeting. Any materials
provided must remain available for
review so long as they are retained in the
borrower’s records.

The monitoring covenant is only acti-
vated when certain other covenants have
been breached.

Derivatives Policy

he second covenant with which the
I borrower had a concern addressed
the Authority’s derivatives policy,
which had been newly enacted to protect
bondholders who risk having their securi-
ty siphoned by a mandatory posting of
collateral in accordance with a swap
agreement. In short, the covenant stated
that a borrower cannot enter into a swap
agreement in which the counterparty gets
better security than the bondholders

unless the borrower is financially sound.

The concerned borrower stated that
derivatives can be an integral and effec-
tive part of an organization’s financial
strategy, and, in this less-than-stable econ-
omy, it is imperative that borrowers have
access to such tools to manage their
funds. Any limitation placed on deriva-
tives makes the borrower a less attractive
counterparty, which makes using deriva-
tive products more expensive.

This was an important point because,
since the borrower’s argument was that
any limitation creates a problem, it pre-
sented the Authority with little room to
compromise on behalf of the bondholders.
The Authority is certainly sensitive to the
delicate financial needs of its borrowers
and wants, in no way, to limit the financial
tools available to the health care organiza-

STIMULUS

(continued from front page)

Under the new law, “Issuers” is defined
as the entity actually using the bond pro-
ceeds (i.e., the borrower), and the limit has
been raised from $10 million to $30 mil-
lion. Therefore, if a borrower issues $30
million or less in a year, the Authority can
issue Bank Qualified Bonds on its behalf.
Such deductions may increase the banks’
margins enough to allow them to purchase
bonds at lower interest rates, thereby sav-
ing the borrower some interest expense.
This provision applies to bonds issued
after December 31, 2008.

Also, under the prior regulations, aside
from Bank Qualified Bonds, financial
institutions could only deduct interest
expenses associated with certain state and
local tax-exempt bonds purchased on or
before August 7, 1986. The new law
allows a financial institution to deduct its
interest costs allocable to tax-exempt obli-
gations issued in 2009 and 2010, so long as
the financial institution’s municipal hold-
ings are less than 2% of their total assets.

tions. However, the Authority must bal-
ance its concern for the borrowers with
concern for the bondholders, since, after
all, lowered appeal within the bondholder
community also limits the organization’s
available financial management options.

In a compromise that maintained a pro-
tection for its bondholders while address-
ing the needs of its borrowers, the
Authority agreed to modify the covenant
by increasing its days cash on hand limita-
tion, thereby permitting the collateraliza-
tion of derivative obligations if such col-
lateralization is identified as a permitted
encumbrance and (assuming the collateral
deposit has been made) the borrower’s
days cash on hand would not be less than
60 days

These covenant changes were applied to
the Authority’s standard policies for moni-
toring rights and derivatives. Therefore,
all Authority transactions going forward
will benefit from these improvements
made with the help of one concerned bor-
rower. Staff continues to evaluate and
hear feedback on these and all of its poli-
cies, in the hopes that it can present the
best financing options available. §

The change aims to reinstate banks as pur-
chasers of all bonds adding some liquidity
to the bond market and increasing investor
demand for larger issuances.

The stimulus package also alters the
Alternative Minimum Tax (“AMT”) regu-
lations for bonds issued during 2009 and
2010. Under previous tax laws, interest
on tax-exempt “private activity bonds,”
such as those issued by the NJHCFFA,
was considered a tax-preference item
when calculating an investor’s AMT. As a
result, even though the bonds may be tax-
exempt, they could still be subject to tax-
ation if the holder of the bonds had to pay
the AMT. Thus, those bonds typically car-
ried higher interest rates than those that
are purely tax-exempt.

Under the new stimulus laws, all tax-
exempt private activity bonds issued dur-
ing 2009 and 2010 are excluded from the
AMT calculation. Authority borrowers
who need to issue bonds that fall into the
AMT category over the next two years
will benefit from this repeal’s lower inter-
est rates. Further, bonds issued between
the years 2004 and 2008 that are refunded
in 2009 and 2010 are also excluded from
the AMT calculation, as will be any
refundings of bonds issued in those years.

The Authority looks forward to working
with banks and borrowers to maximize the
savings provided by these provisions. If
you are interested in pursuing a financing
with the Authority, contact the Project
Management team at (609) 292-8585. §

PCo

er(@NJHCFFA.com
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AM. BEST’S
RATINGS FOR
HEALTH CARE
SYSTEMS

.M. Best, known for providing
Arating services for the Authority

borrowers’ captive insurance
companies, also provides issuer credit
ratings (“ICR”) on entire health care
systems. Unlike a bond rating, an ICR is
an overall rating of the entire system’s
ability to meet its ongoing senior finan-
cial obligations, based on a comprehen-
sive quantitative and qualitative evalua-
tion of the system’s balance sheet
strength, operating performance and
business profile.

The rating is partially model-driven
and incorporates confidential informa-
tion provided by senior management.
During company meetings, senior man-
agement presents to A.M. Best the cur-
rent and future business plans and rea-
sons for various items outlined in those
plans including the company’s strategy,
competitive position and financial fore-
cast. While experience is important, the
rating is as much forward-looking as it is
based on historical experience.

Even after the ICR has been deter-
mined, the system has year-round access
to the rating analysts, which allows sen-
ior management to discuss various busi-
ness plans as they develop and the effect
such plans may have on the rating.

An A.M. Best ICR can provide a sense
of security for those who interact with
hospitals and health care systems. From
grantors, loan underwriters and lessors
of high tech equipment in the private
sector, to politicians, officials, regula-
tors, and even Medicaid and Medicare
on the State and Federal levels, many
borrowers could benefit from a clearly
presented financial picture and outlook.

To learn more about A.M. Best’s
Credit Ratings for hospital and health
care systems, visit
http://www3.ambest.com/health/healthcare/
or contact Michael Hoppes, business
development manager, at (908) 439-
2200, ext. 5154. §




INVESTMENT NEWS

he Authority conducted a bid for

I open market US Treasury Securities

to defease NJHCFFA Capital Health

System Series 2003A Bonds. The winning

bidder/provider was Cantor Fitzgerald with

a total cost of $104,895,276.94 and a cover
bid of $105,012,040.58.

Also, using the services of The Grant
Street Group, the Authority conducted an
on-line auction bid for an investment agree-
ment on behalf of the Virtua Health Series
2009A-E bond proceeds. The winning bid-
der was Trinity Funding Company, LLC,
with a bid for the $261,972,460.54 fixed
rate portion of 1.773% and for the
$143,002,994.91 variable rate portion of
0.801%. §

Par Amount

Christian Health Care Center $14,970,000I
Virtua Health, Inc. $564,645,000I
ICommunity Hospital Group, Inc. (JFK) $152,925,000|

Total Bonds Issued: $732,540,000I

ICAP Loan

South Jersey Hospital, Inc.

$12,022,000)

Total CAP Loans closed: $12,022,000
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