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Summary:

Charlotte-Mecklenburg Hospital Authority, North
Carolina; CP; Joint Criteria; System

Credit Profile

US$200.0 mil taxable hlth care comm pap rev bnds ser 2015B-1&2

Short Term Rating A-1+ New

Charlotte-Mecklenburg Hosp Auth taxable hlth care comm pap rev bnds ser 2015B-1&2

Short Term Rating A-1+ Affirmed

Charlotte-Mecklenburg Hosp Auth

Long Term Rating AA-/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'A-1+' short-term rating to Charlotte-Mecklenburg Hospital Authority

(the authority), N.C.'s $200 million series 2015B taxable health care commercial paper (CP) revenue bonds program.

Standard & Poor's also affirmed its 'AA-' long-term ratings and underlying ratings (SPURs) on the authority's

outstanding bonds. The authority, directly and through its affiliates, does business as Carolinas HealthCare System

(CHS). The outlook is stable.

The 'A-1+ short-term rating reflects our opinion of CHS' general credit strengths and liquidity support. Management

plans to draw down CP to fund the costs of operating existing or additional health care facilities, including general

operating costs and various capital needs. CHS has identified about $691.21 million of investment assets as of June 30,

2015, to guarantee the full and timely purchase price of the CP program for which CHS has arranged to provide

self-liquidity. The assets invested in highly rated money market funds, treasuries, agencies and investment-grade debt

provides sufficient coverage in the event of a failed remarketing. Management has established clear and detailed

procedures to ensure the ongoing maintenance of sufficient asset coverage and to meet liquidity demands on a timely

basis. Standard & Poor's will monitor the liquidity and sufficiency of assets pledged by Charlotte-Mecklenburg Hospital

Authority on a monthly basis.

Three letters of credit (LOCs; 'AAA/A-1+') from U.S. Bank N.A. support the series 2005B, 2005C, and 2005D bonds.

We based the long-term rating component on the application of joint criteria, which reflects the rating on U.S. Bank

('AA-/A-1+') and the 'AA-' SPUR on CHS. The short-term rating component reflects the A-1+' short-term rating on

U.S. Bank. The LOCs supporting the series 2005B, 2005C, and 2005D bonds expire July 1, 2018.

Supporting the series 2007B and 2007C bonds, which we rate 'AA-/A-1' are standby bond purchase agreements

(SBPA) from JPMorgan Chase Bank N.A. The long-term rating component reflects the 'AA-' long-term rating on CHS,

and the short-term rating component reflects the 'A-1' short-term rating on JPMorgan Chase Bank. The SBPAs

supporting the series 2007B and 2007C bonds expire May 4, 2017.
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An LOC from TD Bank supports the 2007E bonds, which we rate 'AAA/A-1+'. We based the long-term rating

component on insurance from Assured Guaranty Municipal Corp. and the application of joint criteria between TD

Bank and the 'AA-' SPUR on CHS. The short-term rating component reflects the 'A-1+' short-term rating on TD Bank.

The LOC expires on May 30, 2018.

An LOC provided by Wells Fargo Bank supports the series 2007H variable-rate demand bonds, which we rated

'AAA/A-1+'. We based the long-term rating component on the application of joint criteria reflecting the rating on

Wells Fargo Bank (AA-/A-1+) and the 'AA-' SPUR on CHS. The short-term rating component reflects the 'A-1+'

short-term rating on Wells Fargo Bank. The LOC supporting the series 2007H bonds expires June 18, 2019.

In 2013, the series 2007D, 2007F, and 2007G bonds were restructured from variable-rate demand bonds supported by

LOCs or SBPA to variable-rate direct purchase agreements with SunTrust Bank, PNC Bank, and Bank of America,

respectively, following a mandatory tender and mode change. Upon the mode change into direct purchase

agreements, Standard & Poor's no longer rates the series 2007D, 2007F, and 2007G bonds, but factors the new

structure into its analysis.

After significant weakening in 2013 and through the first quarter of fiscal 2014 ended March 31, management

accelerated its remediation efforts intended to restore system profitability and operating cash flow. Management's

initiatives were successful, producing a solid margin and debt service coverage for full fiscal 2014, consistent with 'AA-'

medians, and strong compared with medians through the first half of fiscal 2015 ended June 30. The overall balance

sheet remained healthy for the rating, driven by strong operating cash flow and solid investment returns. CHS' strong

enterprise profile, highlighted by increasing market share and considerable geographic reach, continue to support the

rating. We expect the enterprise profile to remain strong, and anticipate continued solid operating results and balance

sheet growth during the next year or two.

Management intends to spend $1.3 billion on capital between 2015 and 2019. CHS spent 1.4x depreciation expense in

2014, down from a previous average of 1.8x between 2011-2013, which also helped balance sheet growth.

Management indicates that CHS is able to accommodate the annual spending at 1.4x depreciation expense because

the plan's focus is on revenue-enhancing projects.

In our view, additional positive rating factors include:

• Favorable balance sheet, with 269 days' cash on hand as of June 30, 2015, that is healthy for the rating;

• Maintenance of a significant business position within North and South Carolina as the largest health care provider;

• Robust population growth, with very strong economies in the county and Charlotte; and

• An experienced management team that has a long record with the organization.

Partly offsetting credit factors include:

• Continued exposure to underlying variable-rate debt and contingent liabilities, though the degree of the exposure

has lessened in light of the 2009 restructuring; and

• Adequate excess margin in fiscal 2014.

A gross revenue pledge of the obligated group secures all bonds including the commercial paper revenue bonds, which

includes CHS' primary enterprise and two component units, the Carolinas HealthCare Foundation and Stanly Health

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 6, 2015   3

1460719 | 300123077

Summary: Charlotte-Mecklenburg Hospital Authority, North Carolina; CP; Joint Criteria; System



Services Inc.; Stanly Health Services joined the obligated group in January 2015. All ratios cited in this report refer to

the obligated group, unless otherwise noted. Our rating reflects our view of the authority's group credit profile and the

obligated group's core status. Accordingly, the rating is at the level of the group credit profile.

CHS is the larger of two health care systems serving the Charlotte region and offers area residents convenient access

to all primary and secondary services, in addition to a broad tertiary and quaternary service mix, including its

recognized strength in key specialties such as pediatrics, cardiology, orthopedics, cancer, and neurosciences.

Currently, CHS' primary enterprise consists of 3,183 beds including the following: 10 acute-care hospitals (one tertiary

and quaternary, three tertiary, and six acute-care hospitals with a total of 2,390 licensed beds); two behavioral health

facilities with 132 licensed beds; four rehabilitation facilities with 179 licensed beds; four long-term care facilities with

482 licensed beds; and a large physician network of primary and specialty physicians and faculty at Carolinas Medical

Center as well as home health, hospice, and palliative care services.

Patient volumes have been increasing through the first six months of 2015 ended June 30, stemming from growth at

Carolinas Medical Center, continued expansion of CHS' physician network through recruitment, and programmatic

growth associated with recent strategic investments. All of the aforementioned have contributed to greater

downstream admissions and outpatient volume and market share growth. We expect volume growth to continue

through the rest of 2015.

Management reports that the rebound in profitability in 2014 following a first-quarter deficit resulted from effective

cost controls, volume and revenue growth, and greater clinical and operating efficiencies. We expect that full fiscal

2015 results will be comparable with those of 2014, and through the first six months of 2015 ended June 30, totaled

$152 million (a 5.7% margin). Excess income of $255 million for the first half of 2015 ended June 30, 2015, excludes

$28 million of unrealized investment losses. Debt service coverage was strong for the rating at 7.5x through June 30,

2015, compared with 5.4x in 2014. We expect that coverage will remain at or near 2014 levels should operating cash

flow remain healthy.

CHS' core strength has been its balance sheet. From 2009 through June 30, 2015, favorable investment returns, sound

operations, a continued low balance of accounts receivable, and improved revenue-cycle management have increased

cash on an absolute basis. Unrestricted reserves increased to a strong $3.5 billion (269 days' cash on hand) as of June

30, 2015, compared with $3.2 billion (263 days' cash on hand) as of Dec. 31, 2014, due to favorable investment returns

and operating cash flow. Cash-to-debt on a pro forma basis includes $100 million of CP, which could potentially be

drawn during the next year, and in our view was consistent with the rating at 178% as of June 30, 2015; pro forma

leverage was also in line with the rating at 32% as of June 30, 2015.

Outlook

The stable outlook reflects our assessment of management's successful restoration of profitability in 2014, and our

expectation that solid margins will continue during the next one to two years, consistent with relevant medians. In

addition, the stable outlook reflects our opinion of CHS's healthy balance sheet metrics and our expectation that the

balance sheet will strengthen further during the next one to two years.
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We could revise the outlook to positive beyond the two-year outlook period if CHS sustains financial metrics at a level

commensurate with a higher rating. Given the recent improvement in the financial profile, we do not expect to lower

the rating in the next one to two years, but we could revise the outlook to negative if the operating margin decreases to

a negative level or if balance sheet metrics decline sharply.

For additional information regarding Charlotte Mecklenburg Hospital Authority, please see our report published June

8, 2015.
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Ratings Detail (As Of October 6, 2015)

Charlotte-Mecklenburg Hospital Authority (AGM)

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Charlotte-Mecklenburg Hosp Auth hosp ARs rev bnds ser 2007E

Long Term Rating AAA/A-1+ Affirmed

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Charlotte Mecklenburg Hosp Auth

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Charlotte Mecklenburg Hosp Auth Series 2007C
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Ratings Detail (As Of October 6, 2015) (cont.)

Long Term Rating AA-/A-1/Stable Affirmed

Charlotte Mecklenburg Hosp Auth Series 2007H

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Charlotte-Mecklenburg Hosp Auth

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Charlotte-Mecklenburg Hosp Auth Series 2007B

Long Term Rating AA-/A-1/Stable Affirmed

Many issues are enhanced by bond insurance.

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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