CASE STUDY: NON-RATED TAX EXEMPT BOND FINANCING

$59,130,000

Tarrant County Cultural Education Facilities Finance Corporation
Series 2007 Hospital Revenue Bonds
Doctors’ Hospital Project, Bridgeport, Texas

Non-Rated Tax-Exempt Bonds
Issued to Finance a Start-Up Community Hospital Project
Development, Construction, Equipment, Working Capital and Permanent Funding
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“Based on InnoVative Capital's reputation for getting difficult deals done, we retained their
services to help us get our financing back on track, after our previous financing source failed to
live up to their promises. InnoVative Capital delivered! They directed all aspects of the financing
process, no detail was too small. Their efforts culminated in a successful non-rated tax-exempt
bond offering for our start-up hospital project. We could not be more pleased with their efforts on

our behalf.”
- Paul Owens, CEO, Doctors’ Hospital

- Financial Advisor -
Development, Debt-Financing & Ongoing Hospital Representation
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DOCTORS’ HOSPITAL - BRIDGEPORT, TEXAS

BACKGROUND

A Community Suffers the Closure of its Hospital

The last acute care facility in Bridgeport, Texas was
built with Hill-Burton funding in 1949. Originally
owned and operated by local physicians, in 1988 it
was sold to outside investors representing a private
hospital management company, who had promised to
deliver a much-needed replacement facility to the
community. The new hospital never materialized, as
financial troubles at the company’s other hospitals led
to its overall corporate demise. Without a new facility,
and lacking a sponsor, the Bridgeport hospital closed
in 1991. This left the community with no local acute
care services and a major impediment to future
economic growth; as quality healthcare is considered
essential for commercial investment. Reestablishing
a hospital became a priority for the citizens of
Bridgeport.

The Future of the Hospital and the Community

After years of discussions, community leaders and
local physicians in 2002 began efforts to reestablish a
hospital in Bridgeport. The group contributed funds,
received federal, state and local grants, hired a
hospital CEO, engaged an architect, retained a
construction firm and began the pursuit of project
funding. Doctors’ Hospital was becoming a reality.

PROMISES ARE MADE & BROKEN

Site Work Starts but Quickly Stops

To meet certain grant requirements, site work began
in July 2004, prior to the procurement of project
financing, but with the belief from its original bankers
that financing was on the horizon. However, in March
2005, still without a permanent funding source and
the project “seed” money having dried-up,
construction stopped with the completion of a
foundation and cementing of hospital pilings.
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Beds: 36
Size: 100,000 Square Feet

Architect: Page Sutherland Page
Contractor: Vaughn Construction

GETTING DIFFICULT DEALS DONE

With a Reputation for Financing Complicated
Transactions, InnoVative Capital is Retained

Delays in construction were resulting in a rapid
increase in the cost of the project, as well as causing
doubt in the community that the hospital would ever
be built. It was feared that this loss of confidence
could have the effect of damaging physician
recruitment and hamper the growing momentum of
economic development in anticipation of the new
hospital. It was imperative that Doctors’ obtain
financing as quickly as possible. With a national
reputation  for financing extremely  complex
transactions, InnoVative Capital was selected as the
ideal partner to get this project back on track.

EXAMINATION PHASE

Transactional Due Diligence

InnoVative Capital began the engagement, gathering
and analyzing project budgets, physician reports,
census, demographic information, municipal data,
market studies and competitor’s utilization patterns.
This upfront analysis confirmed the initial viability of
meeting the client’s expectations.

DIAGNOSTIC PHASE

Identifying Credit Strengths & Weaknesses

InnoVative Capital modeled financial projections that
generated sources and uses requirements for the
proposed project, including upfront working capital
reserves required to fund start-up operating deficits.
Doctors’ Hospital posed two main challenges that
had to be addressed before approaching capital
sources: (1) a start-up rural hospital with no operating
history, and (2) it was located in a potentially
competitive market, without the benefits of CON laws.
InnoVative Capital believed not only had these issues
been inadequately addressed, by the prior bankers,
but the project’s inherent credit strength had not been
properly identified and highlighted. With the
unwavering support of doctors committed to join the
hospital's medical staff and their loyal patient base,
the new hospital could potentially experience strong
utilization from opening day. However, assistance
was required, Doctors’ Hospital needed to retain a
consulting firm to support its pre-opening activities
and a hospital management company to provide
ongoing operational assistance.
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PRESCRIPTION PHASE

Recommending a Financing Approach

Due to the unique credit risks associated with this
start-up  venture, InnoVative Capital knew
immediately that Doctors’ Hospital would be unable
to garner an investment grade credit rating and be
ineligible for either bond insurance, or federal
mortgage insurance. While ordinarily this would be a
hindrance to accessing affordable financing rates,
with its intimate knowledge of the investment
community, InnoVative Capital was confident there
would be a demand for high yield tax-exempt bonds.
The tasks were to mitigate certain risk factors and
also develop an attractive credit story.

EXECUTING THE FINANCING PLAN

InnoVative Capital Directs the Financing Process

InnoVative Capital produced a unique composite-
funding structure, relying upon non-rated tax-exempt
hospital revenue bonds (municipal venture capital
debt), matching working capital bank credit lines
guaranteed by the City of Bridgeport and community
leaders (including founding doctors), federal, state
and local grants, and charitable donations. To
generate interest from prospective investors, financial
feasibility of the project had to be independently
presented. InnoVative Capital advised the hospital to
engage a national CPA, with an office in Texas and
local financial forecasting experience. But first, the
hospital needed to strengthen its development team
to validate operating assumptions, project budgets
and oversee its pre-opening activities, as well as hire
a management company to allay market concerns
relating to the ongoing management of the hospital.
In order to complement an experienced CEO and a
dedicated medical staff, Quorum Health Resources
(QHR), the leading manager of independent hospitals
was retained to direct the pre-opening and support
ongoing management functions. Finally, an
investment banking firm needed to be selected;
InnoVative Capital produced requests for proposals
and held interviews with qualified underwriters,
experienced in marketing non-rated hospital bonds.
Ziegler Capital Markets Group was hired with
responsibility of mobilizing its institutional sales force
to sell the bonds. With the working group in place, the
financial and legal documents were drafted, reviewed
and finalized. The bond structure had to comport with
the demands of the investment community, while the
establishment of capitalized reserve funds and
procurement of liquidity facilities needed to provide

financial buffers during the pre-stabilization period of
operating deficits. Upon the completion of the bond
documents and after successful public hearings
authorizing the transaction, $59.13 million of non-
rated tax-exempt bonds were priced and sold in a
public offering at an average interest rate of 6.5%
and a long-term maturity of thirty years.

INNOVATIVE CAPITAL DELIVERS

Doctors’ Hospital and the Bridgeport Community
Begin the New Year Back on Track

Doctors’
bond
financing
closed on
January 12,
2007. ltis
expected
construction
will begin
immediately
and will be
completed
by March,
2008.

ZIEGLER CAPITAL MARKETS GROUP

ABOUT INNOVATIVE CAPITAL, LLC

InnoVative Capital is a banking and financial advisory firm
with a specialty focus on providing construction and
permanent financing to hospitals. We tailor our niche
representation of rural, community and critical access
hospitals to meet the unique challenges that differentiate
this segment of the healthcare industry from our tertiary
care and health system clients and offer them broad
access to the capital markets at reasonable rates and
terms. Since its inception in 2001, InnoVative Capital has
served as the financial advisor, mortgage banker or
consultant for hospitals and financings using FHA
mortgage insurance, tax-exempt revenue bond financings
(rated and non-rated), tax-supported debt, USDA and
commercial loans valued in excess of one-half billion
dollars. To learn more about InnoVative Capital’s products
and services or to discuss your financing needs, please do
not hesitate to contact us at your convenience:

Alan P. Richman, President & CEO
Tel: 610-543-2490, ext.101
Email:arichman@innovativecapital.com
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+ Specialists in non-rated hospital debt issuance + Turnkey InnoVative Capital Funding Delivery System*™
+ HUD licensed FHA mortgage lender + Proprietary CFO HELPER®" hospital analytics
+ Unique construction/permanent USDA banking + Acquisition financing, equity and working capital
+ Success in obtaining hospital tax support + Bond restructurings and financial turnarounds
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