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QUARTER 2023 DISTRESS RESEARCH INDEX

ANALYSIS
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For the third quarter of 2023, the Health Care Services Distress
Research Index was 650.00. This represents an increase of
over 61 points from last quarter.

650.00 588.33 186.67

For alook at the underlying causes that are creating financial
distress in the health care services industry from previous high
levels, see the 2015 Polsinelli | TIBK Distress Indices Speaal
Report: Causes of Health Care Distress in 2014, released on
August 13, 2015, and available at www.distressindex.com.

Volaulty

Case fiing numbers measured in the Health Care Services Distress Research Index show similar
volatility to the other Polsinelli | TTBK Distress Indices when comparing only whether the number is
greater or less. Since the benchmark penod of the fourth quarter of 2010, filing numbers declined
24 umes compared to the prior quarter and increased 27 umes, similar to the other indices.

The index is measured on a trailing four-quarter basis to smooth out volaiility and provide a better
picture of long-term trends. The Health Care Services Distress Research Index has declined 21 times
compared to the prior quarter and increased 26 umes, reflecting the upward trend in general filing levels
since 2010.

Asset Size

The percentage breakdown of index filings for the current period by asset size Is:
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The percentage breakdown

of index filings for the current h
penod by geographic region is: .
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NFP Healthcare outlook revised to stable

However, recovery is bumpy, and a full rebound will be gradual

@D @O @

Operating cash flow and Revenue growth will Liquidity will remain Covenant headroom will Federal and state policies
margins will improve slightly top expense growth healthy despite use of cash improve for most issuers offer opportunities and
for capital spending risks

Moody's Investors Service NFP Healthcare Outlook Webinar, December 2023 2
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Operating cash flow and margins will improve

Still, the median OCF margin will trail pre-pandemic
. = Mecian operaing cash flow margi Projected median operatng cash flow margin
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Revenue growth will slightly top expense growth

Strict expense management will be required to maintain path to recovery

= Median annual operating revenue growth rate Median annual operating expense growth rate

Modest rebound in patient volumes,

outpatient volumes leading recovery 10%
Higher-than-average reimbursement rate o
increases for some providers

Improvements in revenue-cycle o
management »

Growth in labor costs will decelerate

2%

Easing inflation will slow growth in costs

0%
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Liquidity will remain an anchor for the sector
Median days cash on hand will be above 200 days

s Median Days Cash on Hand (left axis) Median Unrestricted Cash and Ir to Total Debt (right axis)
300 250%
Days cash on hand will remain around pre-
pandemic levels 250 s
Hospitals will mainly use cash to fund 200
investments 150%
. . . 150
The sector will remain subject to any
o . . 100%
volatility in investment markets 100
50%
50
0 0%
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Developments to watch

2024 macroeconomic trends

Labor shortage

Structurally higher labor
costs fo persist

Unions emboldened

Moody’s Investors Service

Mergers & Acquisitions

Continued scrutiny at
federal level

Distressed systems will
look to partner

Federal and State
Policies

State programs can be a
big stabilizer
340B/drug pricing

End of continuous Medicaid
enroliment

Minimum nurse-to-patient
ratios

Technology & Cyber

Artificial Intelligence brings
revenue cycle & clinical
potential

Ongoing cybersecurity
investment will further raise
costs

Potential operating
disruption

NFP Healthcare Outlook Webinar, December 2023
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Covenants violations on the decline, although risks remain
Roughly 7% of hospitals breached covenants in 2022 and 2023

Credit fundamentals Proactive management Debt service Default and/or debt
and remedies can help avoid violations payment acceleration
are key deterioration to decline will be limited
» A covenant breach will not » Hospitals benefit from » Debt service coverage » Default and accelerated
always result in management that headroom will be debt repayments are rare
degradation of credit carefully monitors constrained for roughly » Some distressed
quality. covenants 25% hospitals will look to
» Impact to credit will » Amending agreements, » Hospitals with days cash partner or divest assets to
depend on underlying liquidating investments on hand covenants and keep operating
strengths and drawing on lines of weak liquidity will also
credit can be effective face the risk of narrow
tactics headroom

Moody's Investors Service NFP Healthcare Outlook Webinar, December 2023 7
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Healthcare ratings remain strong

Nearly 80% of outlooks stable and 92.5% of credits are investment grade

OUTLOOK DISTRIBUTION

B Positive Stable RUR I Negative
Total number of issuers 280 issuers
14 2%1 1 44

1 1
B2 B3 (CaalCaazCaa3 Ca C

Aaa Aal AaZ Aa3 Al AZ A3 Baal BaaZ Baa3 Bal BaZz Ba3 Bl
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Downgrades have steadily declined from Q4 2022 high
Quarterly rating actions through November 30, 2023

mmm Downgrade Upgrade = Ratio of Downgrades to Upgrades

Q12022 Q22022 Q3 2022 Q4 2022 Q12023 Q22023 Q32023

_________
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What could change the outlook?

(5(5

The outlook could move to positive if the median OCF
margin is above 8%, likely driven by significantly slower
expense growth and better reimbursement prospects.
A substantial rise in labor or supply costs or a disruption
in volume recovery could lead to a negative outlook

o)
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@ 2023 Moody's Corporafion, 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 CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS,
PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY"S (COLLECTIVELY, “PUBLICATIONS") MAY INCLUDE
SUCH CURRENT OPINIONS. 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 APPLICABLE MOODY'S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR
INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S CREDIT RATINGS.
CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS"), AND OTHER
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. AND/OR ITS AFFILIATES. MOODY’S CREDIT
RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR
FINANCIAL ADVICE, AND MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT
AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. MOODY'S
CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF
AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER
OPINIONS AND PUBLISHES ITS 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, ASSESSMENTS, OTHER OPINIONS, AND 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, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN
DOUET ¥OU 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.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND 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 fo 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 15" 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 fo 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 credit rafing
process or in preparing its Publications.

To the extent permitted by law, MOODY'S and its direclors, officers, employees, agents, representatives, licensors and suppliers
disclaim liability fo any person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from

Moody’s Investors Service

or in conneclion 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 fo: (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 exient permitied by law, MOODY'S and its direclors, officers, employees, agents, representatives, licensors and suppliers
disclaim liability for any direct or compensatory losses or damages caused to any person or enfity, including but not limited to by any
negligence (but excluding fraud, willfiul 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, ASSESSMENT, OTHER OFINION OR INFORMATION IS
GIVEN OR MADE BY MOQDY'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 credit rating, agreed to pay to Moody's Investors Service, Inc.
for credit ratings opinions and services rendered by it fees ranging from §1,000 to approximately $5,000,000. MCO and Moody's
Investors Service also maintain policies and procedures to address the independence of Moody's Investors Service credit ratings and
credit rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold credit ratings from Moody’s Investors Service, Inc. and have also publicly reported to the SEC an ownership
interest in MCO of more than 5%, is posted annually at v moodys.com under the heading “Investor Relations — Corporate
Govemance — Charter Documents - 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 65TAFSL 336969 and/or Moody's Analylics
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 Corporatfions 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 enfity you represent will directly or indirecily 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
("MSFJ7) 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
credit rating, agreed to pay to MJKK or MSFJ {as applicable) for credit ratings opinions and services rendered by it fees ranging from
JPY 100,000 to approximately JPY550,000,000

MJKK and MSFJ also maintain policies and procedures lo address Japanese regulatory requirements.
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Christopher Ward represents companies facing stress and distress with a
business-minded, client-driven approach. He has represented clients in corporate
bankruptcy, financial restructuring, business divorce, bet-the-company litigation
and distressed asset sales for the last two decades. He has extensive experience
in Delaware in addition to working nationally, which is an added benefit when
dealing with corporate governance, independent directors and special
committees facing fiduciary duty concerns. Chris also serves on the Board of
Directors of the American Bankruptcy Institute and is the Vice President-
Development, which provides him with full-insight into the restructuring
community.

As Chair of the Bankruptcy and Restructuring practice and Managing Shareholder
of the Delaware office, Chris routinely tackles financial restructurings, litigation,
business divorces, fiduciary investigations and asset sales with a creative and
efficient, yet aggressive approach. In bankruptcy, he has significant experience in
representing Chapter 11 debtors, Boards of Directors and Managers, litigants and
Official Committees, which allows him to provide his clients with invaluable
insight into all aspects of the restructuring playing field. As a result, Chris advises
his clients in situations where a negotiated resolution may be the appropriate
course of action or, when an agreement cannot be reached, he aims to zealously
push his client’s interests forward in litigation.

Chris leads Polsinelli’s national bankruptcy practice from Delaware but practices
all across the country. Whether it be a bankruptcy, business divorce, corporate
governance or another restructuring alternative, Chris has the depth and breadth
in his practice to represent clients under stress or in distress no matter what
forum or location they may arise.

Clare Moylan is a co-founder of Gibbins Advisors. She is a healthcare professional
with a broad base of experience including operations management, turnaround
and restructuring, bankruptcy, strategic planning, business analysis, performance



improvement consulting and litigation support. The combination of operational
leadership, business/financial acumen, strategic mindset and calm demeanor
create a strong and versatile skill set that Clare brings to each engagement.

Clare’s experience covers the public, private, and not-for-profit sectors across the
healthcare continuum: primary care, acute care hospitals, nursing homes,
hospice, specialty practice clinics, assisted living and home health care.

Early in 2020, Clare was appointed the Interim Director COVID-19 Response for
Australia’s second largest private hospital system (43 hospitals) supporting its
crisis response and 5-year strategic plan. Through 2021 she led their nationwide
COVID vaccination policy program, as well as supporting multiple programs to
solution and deliver performance improvement initiatives valued at over $20
million annually.

Prior to founding Gibbins Advisors, Clare was the Managing Partner of Healthcare
Management Partners, a healthcare-specialist turnaround and restructuring
professional services firm. In that role, she established the Nashville (Tennessee)
headquarters and more than doubled the size of the firm.

Ryan Sowers is vice president and head of Data Science at Definitive Healthcare,
LLC in Framingham, Mass. He focuses on statistical modeling, including regression,
logistic regression, cluster analysis, decision trees, multivariate analysis, ANOVA,
ANCOVA, CHAID, time series analysis, predictive modeling and forecasting, and
machine learning. He also is experienced in natural language processing,
commercial strategy, customer segmentation, quantitative market research,
business and data analytics, data management and social network science. Mr.
Sowers also has pharmaceutical expertise in the areas of sales force alignment
and performance measurement, price sensitivity and copay offset programs,
market-sizing and segmentation, therapy adherence and persistence, patient
outcomes, patient and physician profiling, product launch strategy, claims data
analysis, patient journey and cost-of-care analysis. In the financial services realm,
he has experience in quantitative stock selection modeling, portfolio
management, backtesting and simulation, and multivariate portfolio attribution.
Previously, Mr. Sowers was a senior director and data scientist with Decision
Resources Group, a senior data scientist with Slalom Consulting, and chief data
scientist with Transform. He received his B.A. in economics and B.S. in computer
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science from the University of Rochester, and his Master’s in statistics from
Harvard University.

Daniel Steingart is a vice president and senior credit officer with Moody’s
Investors Service, Inc. in New York.
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