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State board delays OK
for Sutter seismic bond

BY CHRIS RAUBER
San Francisco Business Times

The state board that authorizes most
health-care tax-exempt bond issues in
‘the state has delayed until mid-2007
review of a proposed $958 million issue
by Sutter Health. _

" The delay was backed by the Service
. Employees International Union’s United
Healthcare Workers West unit, a long-
time Sutter antagonist.
- Sutter said the delay by the California
-Health Facilities Financing Authority
could affect the cost of construction proi-
ects at California Pacific Medical Center
in San Francisco, Peninsula Medical
Center in Burlingame and elsewhere.,
_The agency’s board voted 4-3 on Dec. 7
to delay approving the giant bond issue.
. Mike Roth, a spokesman for the state
Treasurer's Office, said the financing
authority’'s board wanted more time to
review materials and comments made
. by SEIU and other groups. Roth said a
staff review will not be completed until
mid 2007.

The QOakland-based SEIU health—care
unit called the agency's stance “an
unprecedented move to contain hospital
overpricing,” but angry Sutter officials
denounced it as delaying crucial seismic
upgrades of hospitals and clinics and
other patient-care improvements.

Richard Thomason, the UHW's public

. policy director, said the union’s goal is to
make Suiter do a better job of meeting a
statutory requirement to return benefits
from tax-exempt bonds to the public, in

Sutter sald the delay wull affect -
“the cost of crltlcal hospltal

se;smlc sat‘ety mp_rqvgments”

and attempts.tok;ih‘lpmve services.

the form of lower prices.

According to United Healthcare
Workers West, CHFFA's decision includ-
ed a direction to its staff to develop
guidelines to ensure that “hospitals pass
through to consumers, the savings they
enjoy by accessing the tax-exempt, pub-
licly subsidized bond market.”

Sutter, one of Northern California’s
largest h’ea]t'h-c_are“ systems with 26
hospitals, said the vote resulted from a
“misleading attack” on its hospitals and
physician organizations that ignored' a
recommendation by the agency’s staff
to approve its application for the tax-
exempt financing issue:

Sutter said' the: delay will affect “the
cost of critical hospital seismic safety
improvements” and attempts to improve
both inpatient and ambulatory services,

Among the projects that would be
funded through the proposed bond issue
are a $508 million seismic rebuild of
Peninsula Medical Center, a $140 million
seismic retrofit of CPMC’s Davies cam-
pus in San Francisco, and work on hos-
pitals and clinics in Jackson, Modesto
and Roseville worth $124 million, among
other projects.
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SEIU hits Sutter in wallet

California delays $958 million bond application

he Service Employees International

Union brandished 2 new weapon in

its ongoing feud with Sutter Health,

successfully persuading a bond
authority earlier this month to delay the
Sacramento, Calif-based system’s $958 mil-
lion tax-exempt bond application.

The California Health Facilities Financing
Authority’s 4-3 decision to continue its con-
sideration would not “delay our
commitment to bringing these pro-
jects in,” vowed Suttef spokesman
Bill Gleeson. Nevertheless, it was
unclear what the next step might be
for both the health system and the
bond authority.

In a news release, the union
described the action as “an
unprecedented move to contain

hospital overpricing,” and it may Fuller says he hasn't
well be. Robert Fuller, principal at seen such a delay in

Capital Markets Management 15 years.
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Corp., a financial adviser to not-for-profit
hospitals, said he has not scen anything like it
in the past 15 years, although “certainly the
opportunity is always there for stuff like this to
happen” when hospitals access the tax-exempt
public bond market, thus opening the door to
public scrutiny.

The move arrives at a time when not-for-
profit hospitals are under the microscope
over their tax-exempt status and
pricing policies. Earlier this month,
the Congressional Budget Office
issued a report analyzing the costs
and benefits of not-for-profit hos-
pitals’ tax preferences, giving them
only a slight edge over for-profits
in providing community benefits
(Dec. 11, p. 12). '
And last week, a Superior Court
Judge in Sacramento granted final
approval to a settlement agreement
related to a class-action lawsuit
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concerning Sutter’s uninsured billing prac-
tices (Aug. 14, p. 6).

Joined by the California Nurses Associa-
tion, the union questioned whether Sutter, as
required by state law, was passing through to
consumers the savings they enjoy by accessing
the tax-exempt bond market.

“We have over the years seen lots of evidence
that Sutter’s prices are much ligher than other
hospital systems in Northern California. We just
simply want to make sure the pass-through sav-
ings are realized here,” said Richard Thomason,
policy director for the United Healthcare Work-
ers West Jocal of the SEIU.

“We just think this is an important step
toward containing the rising cost of healthcare,
...We think any hospital borrower should be
looked at through this lens,” Thomason said.

The financing authority voted to delay the
bond issue in order to give the board “more
time to thoroughly review the materials and
testimony from what was a very extensive pub-
lic-comment period,” said Mike Roth,
spokesman for the California treasurer’s office.

Roth said the board asked its staff to review
its pass-through-savings guidelines, and the
executive director promised the information
by mid-2007, but he said it was yet to be deter-
mined if that would hold up Sutter’s and other
hospitals’ bond applications.

Gleeson said the tactic was not new to Sut-
ter although it had never before reached this
tevel in the finance process. “SEIU has always
opposed our bond financing. This is a tactic in
their corporate campaign against Sutter
Health over a decade,” Gleeson said. “This is
how union misinformation plays out. We
would be surprised if SEIU were not there.”

The delay should not carry any credit
implications for Sutter, said Jamie Cortez, a
Standard & Poor’s analyst. Still, S&P has
noted that Sutter’s confrontational relation-
ship with the union has generated “opera-
tional issues,” he said.

“It’s definitely been a distraction to the
organization, and something we monitor
and talk about as a (credit) factor as well,”
Cortez said.

Gleeson said $650 million of the bond issue
would be earmarked for seismic improve-
ments at two hospitals, including a total
replacement at 380-bed Mills-Peninsula
Health Services in Burlingame. The remain-
ing bonds would fund new construction
at other facilities and refinancing of
existing debt.

Sutter was considering “alternatives”
such as going to another bond authority or
even perhaps pursuing taxable bonds, Glee-
son said. «
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Fate of Calif.'s Sutter Health Sale Up in Air
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Sutter Health's plans for a $958 million bond issue are in limbo after the California
Health Facilities Financing Authority board voted last week to delay action on the
issue, Sutter officials said their bond plans have become a hostage to an ongoing
conflict between SEIU United Healthcare Workers-West and the Northern California

nonprofit, which operates 26 California hospitals.

The board voted 4-3 to delay action on the conduit issuance, with the four votes
from representatives or appointees of politicians who have sought SEIU support -
outgoing state Treasurer Phil Angelides, outgoing Controller Steve Westly, and
Assembly Speaker Fabian Nunez. "Frankly we expected we would be approved,” said
Bob Reed, Sutter's chief financial officer. "We are very disappointed that we were
not, that the process has been politicized.

"Sutter wants to issue $958 million in revenue bonds. The plan includes $790 million
in new money for a variety of projects, the biggest being $508 million to finance a
243-bed replacement for the Mills-Peninsula hospital in San Mateo County to meet

earthquake safety regulations.

The CHFFA staff recommended approval of the bond issue, Sutter Health officials
said. Officials at the state treasurer's office, which staffs the CHFFA, did not respond

to a request for the staff report,

According to an SEIU news release, the board voted to defer action on the Sutter
issue and direct staff to develop guidelines for enforcing requirements in the CHFFA's
authorizing statute requiring savings realized through tax-exempt financing be
passed on to consumers.

Sutter had pianned to go to the market in January, with Morgan Stanley & Co. as
bookrunner.

"It throws a big question mark over what the timing will be because we don't know
what the requirements of the authority would be," Reed said.

Union officials say they are fighting for consumers. "Sutter is a cost driver in
California and we applaud CHFFA's bold action to control health care costs,” Sal
Rosselli, president of SEIU United Healthcare Workers-West, said in a statement. But
the union has battled Sutter for years on several fronts, inciuding challenges to
environmental and zoning entitlements for construction projects as well as strikes

and strike threats,






