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Summary
Stanford Health Care (SHC, Aa3 stable) will continue to leverage its strong market position
and brand name in order to generate stable margins and growing absolute cash flow. The
organization will continue to benefit from multiple strengths including its large size, strong
reputation for patient care and research, unique clinical offerings and its ownership by
Stanford University (Aaa stable). Material challenges over the near term are related to its
move into a new hospital, while managing the potential for operational disruption. Longer
term challenges include generating sufficient cash flow to sustain a period of high capital
spending that is expected to last several years and modestly depress liquidity metrics, while
continuing to grow the organization’s network throughout the competitive Bay Area.

Exhibit 1

Capital spending will reduce days cash on hand over the next two years, but debt to cash flow
will improve as the enterprise grows
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Credit strengths

» SHC is a wholly owned subsidiary of Stanford University, which benefits fundraising; SHC
has a strong working relationship with the School of Medicine and Children’s Hospital

» Strong brand name and significant demand for patient care services will allow SHC to
continue growing volumes at the main campus and satellite locations throughout the Bay
Area

» Revenue growth will remain strong due to favorable contracts, high case mix index, and
expected volume growth once the new hospital opens
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» Local service area will continue to be characterized by strong wealth levels and low rates of uninsured

Credit challenges

» Capital spending will remain elevated over the next several years, causing liquidity to decline

» Competitive market throughout the Bay Area with multiple systems pursuing growth and various insurance strategies

» Financial performance of the community hospitals will continue to depress consolidated margins

» Liquidity is modest relative to peer institutions given that over half is managed by Stanford Management Company, which requires
up to six-months advance notice of withdrawal of substantial funds

Rating outlook
The stable outlook reflects our expectation that SHC will maintain margins at approximately current levels and that although higher
capital spending will reduce liquidity from current levels, days cash on hand will remain strong.

Factors that could lead to an upgrade

» Significant growth in cash flow translating into increased liquidity and reduced leverage

» For the P-1 and VMIG 1 short term ratings: not applicable

Factors that could lead to a downgrade

» Material decline in days cash beyond projections

» Material additional debt issuance

» For the P-1 and VMIG 1 short term ratings: a material change in coverage levels of assets backing the program

Key indicators

Exhibit 2

Stanford Health Care, CA
 2014 2015 2016 2017 2018

Operating Revenue ($'000) 2,988,780 3,467,020 4,097,665 4,454,401 4,910,546

3 Year Operating Revenue CAGR (%) 13.0 13.3 15.4 14.2 12.3

Operating Cash Flow Margin (%) 12.3 9.7 6.6 8.1 8.9

PM: Medicare (%) 38.0 39.0 39.0 40.4 41.4

PM: Medicaid (%) 11.0 13.0 13.5 13.3 12.7

Days Cash on Hand 269 233 203 206 237

Unrestricted Cash and Investments to Total Debt (%) 155.7 141.8 151.7 152.5 157.9

Total Debt to Cash Flow (x) 2.6 3.3 3.7 3.2 3.2

Transfers to Stanford University as operating expenses; 2016 treats $36 million of this expense (related to purchase of blood center) as non operating
Revenue and expense related to the California Provider Fee reclassified as non-operating

Swap settlement payments reclassified to interest expense

Investment returns normalized at 6% prior to 2015, and at 5% in 2015 and beyond

Source: Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
Stanford Health Care is an academic medical center that is wholly owned subsidiary of Stanford University. It operates a hospital on
the university campus in Palo Alto, one community hospital in the East Bay, and several outpatient centers throughout the Bay Area, in
addition to numerous physician offices.

Detailed credit considerations

Market position: strong brand and reputation will continue to drive favorable market position
Stanford Health Care (SHC) will continue to maintain an excellent market position as one of two academic medical centers in the Bay
Area (the other is the University of California, San Francisco). SHC has a strong reputation for both clinical services and research, which
will continue to aid in recruiting faculty and researchers and results in a very high Medicare case mix index of nearly 2.5.

In fall 2019, SHC will open a new flagship hospital in Palo Alto that will increase capacity to about 600 beds from approximately
477 today. We expect patient volume to grow as demand for transfers and admissions currently exceeds capacity. Construction and
equipping the new hospital will be about $200 million over the original budget of $2.0 billion; the overage will be covered by cash flow.

Over the next several years, we expect SHC to focus on strategies that emphasize the organization’s quality and unique capabilities. We
expect SHC to continue building out its network of primary and specialty care centers throughout the Bay Area and begin offering new
services in tele-health including second opinions for complex cases. We also expect SHC to emphasize various centers of excellence
in high demand or relatively complex and highly reimbursed services such as neurology, cardiovascular, or solid organ transplantation.
Given the organization’s strong reputation and already high demand (many transfer requests are currently denied due in part to
capacity constraints), we expect focus on these services to drive growth for the next several years.

Operating performance, balance sheet, and capital plans: opening of new hospital will suppress margins over the near term;
significant growth expected longer term
We expect operating margins in fiscal 2019 to be somewhat below that of fiscal 2018 as SHC incurs a number of one-time costs
related to its move into the new hospital. Also suppressing margins in 2019 are higher than normal equity transfers to the university to
support a school of medicine capital project. We expect margin improvement in fiscal 2020 with cash flow margins approaching 10%.
Through six months fiscal 2019, SHC generated a 10.8% operating cash flow margin, inclusive of transfers to the university, compared
to 11.3% in the prior year. Margins will come down by year end as SHC incurs move in costs.

Expense control will be key to achieving margin targets. Although SHC provides a number of highly reimbursed services, it also has a
relatively high cost structure compared to community hospitals due to its role as an academic medical center with a large emphasis on
research, teaching and high acuity care and we expect the organization will continue pursuing savings. Since joining several years ago,
the current management team has emphasized operational discipline and achieving sustainable margins.

We expect capital spending to remain high for the next several years, totaling over $1 billion in fiscal years 2020 - 2021. Spending will
be focused on a variety of growth opportunities including new outpatient capacity.

LIQUIDITY
We expect liquidity to moderate over the next several years, given SHC’s large capital spending plans. Absent additional debt to fund
capital projects, liquidity will likely fall to about 200 days cash on hand over the next three years. At the end of February, 2019, SHC
had about 225 days cash.

Aside from approximately $1.3 billion of cash, short term bond funds, and mutual funds, investments are managed in the university’s
merged pool. SHC can access a portion of the funds with up to six months’ notice, but given the more aggressive nature of university
investments, SHC’s investment profile is more similar to that of a university than a typical hospital. Moreover, liquidity is modest for
the rating category and compared to peer institutions (monthly liquidity as a percentage of total cash and investments is currently
higher than in recent years, but still low at approximately 50% given the large share of investments not readily accessible by the
hospital.
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Debt structure and legal covenants
Strong revenue growth will allow SHC to continue deleveraging. Debt to revenue is currently average at about 35%, but we expect this
ratio to improve rapidly over the next several years due to strong revenue growth.

DEBT STRUCTURE
Debt structure is approximately 78% fixed rate, 12% self-liquidity, and the balance in direct bank loans.

Self-liquidity supported debt is comprised of $84 million in weekly VRDB’s and $84 million of VRDB’s in a commercial paper mode.
There is also $60 million in Windows mode which requires a six month notice before any put. SHC staggers the rolls of debt in a CP
mode and keeps the two tranches at least one months apart. Assets supporting the program are evenly divided among three money
market funds.

DEBT-RELATED DERIVATIVES
SHC has a very large swap program with approximately $575 million in notional amount outstanding. The portfolio is diversified
across four counterparties (JP Morgan, Wells Fargo, Goldman Sachs, and Morgan Stanley). The mark-to-market value across the entire
portfolio was a liability of $176 million at November 2018. At that date, there was no collateral posted. SHC has been required to post
collateral at various points over the last several years which has been manageable given SCH’s cash position.

PENSIONS AND OPEB
SHC has a small defined benefit plan. The unfunded liability was about $6.5 million at FYE 2018, significantly down from the prior year
after SHC annuitized a portion of the plan. Operating lease exposure is average and the comprehensive debt position (inclusive of the
unfunded pension liability and operating lease debt equivalents) is manageable.

Management and governance
SHC is a wholly owned subsidiary of Stanford University which approves various budgets at SHC and helps manage fundraising efforts.
The hospital’s senior management team has been in place since 2016 or 2017, depending on the role.

4          2 May 2019 Stanford Health Care: Update to credit analysis

This document has been prepared for the use of Daniel Steingart and is protected by law. It may not be copied, transferred or disseminated unless
authorized under a contract with Moody's or otherwise authorized in writing by Moody's.



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

© 2019 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE
MOODY’S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S
RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT
RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY
ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT
RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES
AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody’s Investors Service, Inc. for ratings opinions and services rendered by it fees ranging from $1,000 to approximately $2,700,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for ratings opinions and services rendered by it fees
ranging from JPY125,000 to approximately JPY250,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1173575

5          2 May 2019 Stanford Health Care: Update to credit analysis

This document has been prepared for the use of Daniel Steingart and is protected by law. It may not be copied, transferred or disseminated unless
authorized under a contract with Moody's or otherwise authorized in writing by Moody's.

http://www.moodys.com


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

6          2 May 2019 Stanford Health Care: Update to credit analysis

This document has been prepared for the use of Daniel Steingart and is protected by law. It may not be copied, transferred or disseminated unless
authorized under a contract with Moody's or otherwise authorized in writing by Moody's.


