
 
 
 
 
 
 
 
In the face of a tough economy, Providence Health & Services has taken steps to protect and 
strengthen its ability to serve its communities. While Providence is not immune to market volatility, 
through good stewardship and prudent management controls, the health system has maintained 
healthy fiscal operations. This commitment to financial sustainability, coupled with the spirit and 
drive of the people of Providence, enables Providence to continue to deliver the highest quality 
care, provide increased community benefit and offer free and discounted care to those who 
otherwise could not afford health care. 
 
Benefiting Our Communities 
As a not-for-profit Catholic health care ministry, Providence embraces its responsibility to provide 
for the needs of the communities we serve – especially the poor and vulnerable. All Providence 
regions increased contributions to community benefit programs in 2008, for a total of nearly $509 
million. This is a Providence-wide increase of 23 percent over 2007 community benefit spending. 
 
Providing for the Poor and Vulnerable 
The downturn of the economy has had tremendous effects on access to health care. Now, more 
than ever, the charity care Providence provides is necessary to ensure all people, regardless of 
their economic situation, can access quality health care. In 2008, Providence offered nearly $170 
million in charity care. This is nearly a 19 percent increase from the amount of free and discounted 
care offered in 2007. Consistent with other Catholic health care organizations, Providence does not 
include the unpaid cost of Medicare, Medicaid or bad debt in its cost of charity care numbers. 
 
Sustaining Our Mission 
Like nearly every organization, Providence’s net income in 2008 was affected by the investment 
market volatility. But, through an overall conservative approach to investments as well as sound 
stewardship, Providence’s financial performance in 2008 was a solid effort in continuing to sustain 
the health system. Providence’s net operating income for 2008 was $288 million. Providence’s non-
operating losses for 2008 were $427 million, primarily as a result of investment losses of 17.4 
percent.   
 
While these are difficult economic times, the Providence Mission is firmly rooted in the work started 
more than 153 years ago by the Sisters of Providence. This heritage is an inspiration and guides 
Providence & Health Services to be a constant and supportive presence in the communities it 
serves. 
 
A comprehensive community benefit report for 2008 will be available in May and will provide more 
information about the Providence Mission. 
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Fiscal Year 2008  –  Financial Performance Report 

 
Net operating income of $288.0 million exceeded budget by $18.7 million while running $17.2 
million below 2007. In summary, the positive budget variance was driven primarily by patient 
volume.  
 
The $47.0 million negative revenue or rate variance is the result of net service revenue per case 
running 0.8% below budget and 4.5% greater than 2007. In this case, the 4.5% increase over prior 
year is the more important variance as it demonstrates the market pressures on pricing and the 
demand for affordability. The combination of deliberate growth initiatives and focused elimination 
of operating cost-related waste through standardization, compliance and utilization has positioned 
the System to perform well in a declining revenue market.  
 
Pressure on pricing will continue to intensify in 2009 with further reductions in Medicaid budgets, 
growing uninsured and declines in personal discretionary spending that will put further pressure on 
commercial premiums and focus on operations to develop alternative, lower cost-of-care models 
and sites. 2009 budgeted net service revenue per case growth of 3.9% has been reforecast to 3.0%. 

The net loss of $156.7 million was $498.1 million less than budgeted net income and $811.3 
million less than 2007 net income. The 2008 negative budget variance on the following page is 
primarily the result of $470.0 million in unrealized investment losses. The $470.0 million 
unrealized investment loss represents a 19.2% negative investment return on $2.5 billion in cash 
and investments.  
 
The following Table is the consolidated key financial indicators report:  

 

Key Financial Indicators 

 

---- December 2008 ---- 

 Actual Budget 2007 
Net Operating Income 
 % Net Operating Income Return 

$288.0m 
4.1% 

$269.3m 
3.9% 

$305.2m 
4.8% 

Net Income (loss) 
                % Net Income Return 

$(156.7)m 
(2.4%) 

$341.4m 
4.9% 

$654.6m 
9.8% 

Charity Care Services % Net Patient 
Revenue 

5.2% 4.0% 4.7% 

Inpatient Activity – Inpatient Admissions 253,023 258,924 245,360 
Outpatient Activity – Outpatient Revenue $4,846m $4,710m $4,249m 
Long-term Care Activity – Resident Days 495,016 535,109 528,991 
Rate - Net Service Revenue/CMAA $10,584 $10,669 $10,131 
Labor Productivity – FTEs/AOB 7.98 7.98 7.79 
Supplies % Net Operating Revenue 13.7% 13.8% 13.7% 
Expense per CMAA $10,081 $10,186 $9,566 
Accounts Receivable Days 51 51 52 
Days of Cash on Hand 145 156 168 
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Health Plan Administrative Expense PMPM $28.75 $29.73 $27.97 
Health Plan Total Membership 284,336 263,125 254,944 

 
Inpatient admissions ran 2.3% below budget but exceeded 2007 by 3.1%. Below budget 
performance occurred in all regions except California.  The most significant variances occurred in 
the Portland service area, Missoula and Medford.    
 
Long-term care activity, excluding the Mary Conrad Center, ran 3.0% below budget and 2.1% 
below 2007. Below budget performance occurred in all regions and is primarily the result of 
continued growth in less capital intensive competitive services such as home care services, 
residential care and assisted living as well as reduction in Medicaid coverage.   
 
Net service revenue per case ran 0.8% below budget and exceeded 2007 by 4.5%. The below 
budget net service revenue performance occurred in all regions except Oregon and Washington-
Montana. The overall below budget performance is primarily the result of less than budgeted 
growth in commercial payor mix and greater than budgeted Medicaid discounts.  

Days of cash on hand ran 11 days below budget and 23 days below 2007. The negative budget 
variance is primarily a result of the previously mentioned $470.0 million unrealized investment 
loss. The $470.0 million unrealized investment loss equates to 28 days of cash on hand. 

The following Table displays key balance sheet indicators’ performance vs. Moody’s Aa2 rating 
report:  

 

Balance Sheet Indicators 

 

---- December 2008 ---- 

  
@ Benchmark 

 
PH&S  

 
Moody’s 

Aa2  
Days of Cash on Hand  No 145 185 
Long-term Debt to Total Capitalization Yes 24% 33% 
Cash to Debt No 129% 148% 

 

While the days of cash on hand is below benchmark, the debt-to-total capitalization positive 
variance from benchmark of 9% equates to $700 million of debt capacity or 41 days of cash on 
hand. The combinations of the combined ratios result in the current Aa2 rating on the balance sheet 
side.  
 
In October, the System issued $289,195,000 through the California Health Facilities Financing 
Authority to refinance a portion of outstanding indebtedness incurred to benefit the System’s 
California hospitals. During the sale, investors requested additional performance data to assist in 
ongoing analysis. Following is a list of requested performance metrics. 
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Performance Metrics 

Actual Budget % Variance Last Year % Variance
Volume:
Acute Adjusted Admissions 412,212 419,960 -1.80% 402,353 2.50%
Total Acute Admissions 253,023 258,924 -2.30% 245,360 3.10%
Total Acute Patient Days 1,155,737 1,163,510 -0.70% 1,112,493 3.90%
Acute Outpatient Visits 5,223,359 5,329,590 -2.00% 5,038,815 3.70%
Primary Care Visits 2,028,487 2,014,659 0.70% 1,662,917 22.00%
Long-Term Care Patient Days 495,016 540,257 -8.40% 534,101 -7.30%
Home Health Visits 552,805 610,834 -9.50% 527,283 4.80%
Hospice Days 623,865 648,415 -3.80% 618,624 0.80%
Housing and Assisted Living Days 488,405 468,415 4.30% 485,281 0.60%
Health Plan Members 3,211,901 3,104,909 3.40% 2,999,278 7.10%
Total Occupancy % 63.90% 68.10% -6.10% 65.90% -3.00%
Total Average Daily Census 3,158 3,179 -0.70% 3,048 3.60%

Efficiency:
FTE's 41,035 41,061 0.10% 38,786 -5.80%
YTD Overall Case-Mix Index 1.3887 1.3292 4.50% 1.341 3.60%
YTD Case-Mix Adj Admissions (CMAA) 572,435 558,210 2.50% 539,538 6.10%
YTD Acute Care LOS (case-mix adj) 3.3 3.4 -2.70% 3.4 -2.70%
YTD Net Svc Rev/CMAA 10,584 10,669 -0.80% 10,131 4.50%
YTD Net Expense/CMAA 10,081 10,186 1.00% 9,566 -5.40%
YTD Paid Hours/CMAA 149 153 2.50% 150 0.30%
YTD Productive Hours/CMAA 132 134 1.10% 131 -1.50%
YTD Supplies Expense/CMAA 1,687 1,708 1.30% 1,612 -4.60%
YTD Med Supplies Exp/CMAA 1,022 1,022 0.00% 998 -2.40%
FTE's Per Adjusted Occupied Bed 7.98 7.96 -0.20% 7.76 -2.80%

Financial Performance:
Operating Margin 4.10% 3.90% 5.40% 4.80% -14.70%
Total Margin -2.40% 4.90% -148.80% 9.80% -124.40%
Capital Spending ('000) 612,953 939,955 34.80% 653,285 6.20%
Debt Service Coverage 7.5 7.1 5.50% 8.8 -14.70%
EBIDA ('000) 239,826 752,622 -68.10% 1,009,835 -76.30%
Days of Total Cash on Hand 145 156 -6.70% 168 -13.90%
Net Patient AR Days (3 mo rolling ave) 51 51 -0.20% 52 2.90%
Ave Yearly Salary/FTE (w/o benefits) 65,307 64,646 -1.00% 62,215 -5.00%
Employee Benefits as a % of Salaries 27.80% 28.20% 1.30% 25.70% -8.10%
Current Ratio 1.2 1.4 -12.00% 1.5 -19.40%
Supplies as a % of Net Svc Revenue 17.10% 17.10% 0.30% 17.10% 0.00%
Supplies as a % of Net Op Revenue 13.70% 13.80% 0.20% 13.70% -0.30%
Bad Debt & Charity as a % of Gross Svc 4.30% 4.00% 6.90% 4.50% -6.10%

Community Benefit: ('000)
Cost of Charity Care Provided 169,853 141,329 20.20% 142,947 18.80%
Medicaid Charity 197,780 168,174 17.60% 158,343 24.90%
Education and Research Programs 34,807 22,152 57.10% 26,169 33.00%
Unpaid Cost of Other Govt Programs 16,040 19,378 -17.20% 16,822 -4.60%
Negative Margin Services and Other 55,211 39,201 40.80% 42,272 30.60%
Non-Billed Services 35,166 17,883 96.60% 26,088 34.80%
Total Community Benefit 508,858 408,117 24.70% 412,640 23.30%

2008 Year-To-Date
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Auction Debt Update 
In February, Providence Health & Services (PH&S) held $720.5 million in auction rate debt, in 14 
different series of bonds resetting on staggered dates. When the auction market began to 
deteriorate, the System developed a diversified plan to address the increasing interest expense 
being incurred on the System’s variable-rate debt. As of October, one series remains in auction 
mode with an outstanding balance of $11.35 million. It is expected this series will be refinanced 
within the next 12 months at the time other financing is undertaken. Six of the series have been 
converted or refinanced into fixed-rate debt and seven of the series have been converted to different 
forms of variable-rate vehicles backed by self-liquidity. One of the rating agency’s requirements 
for granting a short-term rating utilizing self-liquidity is a monthly reporting providing a summary 
of the System’s cash and investments available to retire maturing short-term debt in the event 
bonds cannot be remarketed. The table below summarizes the information provided to the rating 
agencies at the end of the fourth quarter describing cash and investments that could be available for 
liquidation. 
 

Liquidity Assessment Provider Name:
Portfolio As of Date:

Cash & Cash Equivalents * 350.72$              350.72$        34.40% 1.00 0.3440                   
S&P rated money market funds (> Am) 17.97$                17.97$          1.76% 1.00 0.0176                   
Highly rated (A-1 or A-1+) dedicated bank line -$                    -$              0.00% 1.00 -                         
Highly rated (A-1 or A-1+) money market instruments (< 1yr) -$                    -$              0.00% 1.10 -                         
U.S. Treasury Debt Obligations (> 1 year) 12.12$                12.12$          1.19% 1.10 0.0131                   
U.S. TIPs 6.66$                  6.66$            0.65% 1.15 0.0075                   
U.S. Agencies (> 1 year) 55.26$                55.26$          5.42% 1.20 0.0650                   
Investment Grade Debt (that is not included above) 197.56$              197.56$        19.38% 1.50 0.2906                   
Equities** 351.89$              351.89$        34.51% 2.00 0.6903                   
Non-Investment Grade Debt 27.40$                27.40$          2.69% 2.50 0.0672                   

Totals 640.29$              -$                    379.29$              $1,019.58 100% 1.495                   
REQUIRED RATIO

Same Day Mode Next Day Mode > Next Day Mode

$50.00 $63.48 $300.00

11.63 #DIV/0! 0.98 $413.48 0.97
Same Day +/- Next Day +/- > Next Day +/- Total Debt +/-

Times 
Coverage

Assets                 ($ 
millions) with  > 

same day liquidity 
(T+2, T+3,…T+n)

Asset Allocation 
(Security Type) $ in Millions %

* Cash & Cash Equivalents  (using a coverage ratio of 1.00x) covers only cash/bank deposits with A-1 or A-1+ rated entities and US Government securities maturing in under one year. 
   Additionally, a 1.00x coverage ratio can be used for cash/bank deposits with entities rated less than A-1 that are less than $100,000.

2.47
CURRENT RATIO

Contribution to 
Coverage Ratio

Enter amount of Debt Maturing in: 

Standard & Poor's Liquidity Assessment Coverage Calculation Spreadsheet (Last Revised March 2008)

INSTRUCTIONS:  Fill in Name, Date and Shaded Cells to Compute Coverage Ratios

Providence Health & Services Investment Portfolio

December 31, 2008

TOTAL 
SUPPORTED 

BY SELF 
LIQUIDITY

Assets                 ($ 
millions) with same 
da

Assets                 ($ 
millions) with next 
day liquidity (T+0) y liquidity (T+1)

 
 
Mike Butler, CFO 
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