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Covid -19 has, and will continue, to impact our sector outlook

Stable to Negative:  
March 2020

Negative to Stable:  
December 2020

4

The sector will need to engage in more than the traditional ways of improving margins

Traditional Strategies
Growth Pursue increases in market share and the size of operations; develop economies 

of scale; become too big to fail.  Includes partnering with others; developing 
new services and entering new markets

Efficiency Focus on reducing variable per-unit expenses; reduce the number of units

Capital Focus on reducing fixed costs; although this has to be balanced by capacity 
needs/demographics

Quality Focus on high quality and customer experience

Lagniappe Accepting risk; focusing on the total cost of care/value equation
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Why governance matters

• What has changed?
- Level of cooperation and collaboration among what would normally be considered competitors

- Resistance to change (the status quo isn’t sufficient)

- Pace of change in general has increased and the industry absorbed that philosophy – it is now a new expectation

- Staying nimble (anti-size and scale?)

- Office space and work place – more employees will be remote, less expenses for office space

- Perhaps a rethinking of too much outpatient – Inpatient beds are what was needed during COVID; aging of the population and the aged use 
rates may drive addition inpatient build over outpatient build

- Virtual care acceleration; force multiplier, but also increases the CMI at the inpatient site requiring additional spending

- Location of care out of the downtown setting?

- Medical diversity and healthcare disparity – developing actionable items

• What hasn’t changed?
- Healthcare delivery remains challenged and very fluid – even absent the presence of a pandemic

- Focus on clinical care, patient care – following the science

- Protect your flanks – no margin, no mission – renewed focus on total cost of care and value based payments

- Pursuit of size and scale / consolidation (anti-nimbleness?)

- Labor will remain a “top three” issue:  employee morale and stress; early retirements are likely

- More focus on behavioral health in the community (tele/virtual care has been very beneficial)
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Outlook remains negative as volume recovery remains uneven and 
labor challenges persist

Industry outlooks reflect our view of fundamental business conditions for an industry over the next 12-18 months. Since outlooks represent our forward-looking view on business conditions that factor into 
our ratings, a negative (positive) outlook suggests that negative (positive) rating actions are more likely on average. However, the industry outlook does not represent a sum of upgrades, downgrades or 
ratings under review, or an average of the rating outlooks of issuers in the industry, but rather our assessment of the main direction of business fundamentals within the overall industry.

» Financial performance constrained by uneven volume recovery in many markets; surges will impact 
markets differently, slowing volume gains made in highly impacted service areas

» Labor costs and resumption of certain compensation benefits will contribute to cash flow pressure

» Pre-pandemic shift to lower cost settings and increased competition for ambulatory volumes will 
continue

» Labor costs and resumption of certain compensation benefits will contribute to rising expenses

» Aging population will reduce commercial insurance revenue 

» Large, diverse systems and those with cash will be better positioned 
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Labor pressure will continue over the near term

» Clinical and non-clinical shortages will dampen margin recovery 
in 2021

» Retention, recruitment, wage inflation and competition will 
contribute to salary and benefits pressure

» Additional benefits including expanded behavioral health to 
drive up expenses

» Rising minimum wage in various states will also contribute to 
wage inflation

» Possibility of greater union activity or tougher contract 
negotiations following the pandemic

Salaries & 
Benefits
53%

Supplies
21%

Other
20%

Depreciation & 
Amortization
5%

Interest
1%

Salaries & benefits represent over half 
of total expenses

Median expense by expense category. Data based on fiscal 2020 audits.
Other includes pension, leases, and research.
Source: Moody's Investors Service
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Strong governance integral in complex healthcare sector

» Pandemic highlighted the most effective 
organizations and teams

» Parameters or guideposts that drive strategic 
decisions

» Robust discussion around projections and 
assumptions, even if imperfect

» Available levers to address shortfalls and 
challenges

» Demonstrated flexibility to respond to changes, 
execute strategies

» Good transparency practices followed
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© 2021 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 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 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.

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 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 its 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, ASSESSMENT, 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 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 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 credit rating, agreed to pay to MJKK or 
MSFJ (as applicable) for credit ratings opinions and services rendered by it fees ranging from JPY125,000 to approximately JPY550,000,000.

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

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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Sector view: revised to stable from negative (June 2021)

Improving Revenues Financial Flexibility Level of Federal 
Support

• Improving volume trends, 
although still not back to 
pre pandemic levels for 
most providers

• Revenue yield continues 
to be sound

• Rebounding economy 
supported payor mix 
trends

• Reserves remain sound 
for most

• Investment markets, 
limited capital spending, 
and stimulus funds have 
been supportive to 
credits’ reserves

• Access to external 
liquidity sources provides 
additional flexibility

• Federal support & 
CARES Act funds 
provided significant 
support and helped limit 
negative financial and 
downside risk from the 
pandemic 

• Expanded ACA has 
remained supportive to 
credits

Enterprise Strengths

• Demand for services, 
proactive management 
teams and institutional 
characteristics continue to 
support credit quality
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What to watch as health systems manage COVID-19 and industry related 
financial challenges

Volume Recovery 
& Revenue Focus

Balance Sheet 
Considerations

Federal & State 
Support Mixed

• Pressured margins 
likely with current 
variant and payor mix 
and IP to OP trends

• Expanding access 
may help grow 
volumes over time

• Revenue diversity 
efforts may aid in top 
line growth

• For many larger 
providers, non-op 
helping cash flow

Other Impacts to 
Cash Flow

• Impact to hospitals 
when public health 
emergency ends & 
CARES Act funds are 
no longer available

• Increased scrutiny of 
M&A activity/other 
regulatory pressures

• ACA support remains 
ongoing, but some of 
that is temporary

• Expense pressures, 
notably labor, remain a 
challenge

• Technology and data 
needs to be factored 
into cost structure

• Ongoing focus to 
identify ways to lower 
cost structure as 
revenue remains 
pressured

• Maintaining reserves 
will remain important 
for near-term credit 
stability

• Balancing capital 
spend on current and 
future state

• Capital markets and 
access to liquidity 
provide added 
flexibility for business 
decisions 
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How and Why Governance Matters

More complicated 
enterprise risks 

Balance of 
management & 

governance

Complex industry 
under transitionM&A/partnerships/JVs

Management of 
diverse group of 

stakeholders
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