FitchRatings

Fitch Rates Memorial Sloan Kettering Cancer Center, NY's
Rev Bonds 'AA'; Outlook Stable

Fitch Ratings-New York-06 December 2017: Fitch Ratings has assigned a
'AA' rating to $304.86 million series 2017-1 revenue bonds issued by the New
York State Dormitory Authority on behalf of Memorial Sloan Kettering Cancer
Center (MSKCC). Fitch also affirms the 'AA' rating on approximately $2.2
billion of outstanding debt listed at the end of the press release.

Bond proceeds will refund about $91.3 million series 2015-1 bonds and
provide $243 million of funds for MSKCC's clinical expansion plan. The bonds
are expected to sell via negotiated sale during the week of Dec. 18, 2017.

The Rating Outlook is Stable.
SECURITY

The bonds are unsecured obligations. There are funding events that would
trigger springing collateral including a gross revenue and mortgage pledge of
certain entities. The entities pledged for springing collateral vary under each
bond resolution.

KEY RATING DRIVERS

SUPERIOR CLINICAL REPUTATION DRIVING DEMAND: MSKCC is one of
the world's premier cancer care and research institutions and is consistently
ranked as one of the best cancer hospitals in terms of quality outcomes and
patient satisfaction. As a result of increased patient access and expanded
capacity, the number of initial active patients increased 4% in 2016 and about
9% through the first nine months of 2017.

STRONG PHILANTHROPIC SUPPORT: MSKCC has strong fundraising
abilities and philanthropy has been a consistent source of funds for



operations, as well as capital needs. MSKCC has exceeded its $4 billion goal
for its ongoing capital campaign and revenues from philanthropic activities
remain robust at a total of $248 million in fiscal 2016 (Dec. 31 year-end) and
$204.9 million for the nine months ending Sept. 30, 2017.

MAJOR CAPITAL SPENDING: MSKCC has been executing a clinical growth
strategy with a significant investment in additional outpatient capacity and
regional sites to capture growing demand. Approximately $996 million of
capital spending remains for the clinical expansion plan until the end of 2019,
with most of the funding derived from taxable bond proceeds that already
have been issued. While MSKCC is issuing new money proceeds with the
series 2017 financing, it plans to cash-defease $309 million of bonds,
resulting in a net debt reduction by July 1, 2018.

GOOD CASH FLOW: MSKCC's operating performance remains good due to
favorable reimbursement arrangements, a diversified revenue base with solid
growth in patient revenues as well as research and royalty revenue.
Operating cash flow has been robust and related ratios exceed Fitch's 'AA'
category medians.

RATING SENSITIVITIES

MAINTAINING BALANCE SHEET STRENGTH: Fitch expects Memorial
Sloan Kettering Cancer Center to maintain balance sheet metrics in line with
'AA' category medians, as it completes its major capital projects. If there is a
material weakening in liquidity metrics, downward rating pressure could
occur.

CREDIT PROFILE

MSKCC is the oldest and largest independent academic medical center
exclusively focused on cancer care, research and education. MSKCC and
Affiliated Corporations (consolidated entity) include the Cancer Center,
Memorial Hospital for Cancer and Allied Diseases (477 operated beds),
Sloan Kettering Institute for Cancer Research, SKI Realty, and MSK
Insurance. Fitch's analysis is based on the consolidated entity. Total revenue
in fiscal 2016 was $3.98 billion.



PREEMINENT ORGANIZATION

The 'AA' rating reflects MSKCC's strong clinical reputation as a leading
provider of cancer care services, excellent philanthropic support and strong
demand. Over 30% of MSKCC's patients are from outside New York State
and it enjoys favorable patient satisfaction scores.

Management is implementing and executing a growth strategy to expand its
capacity regionally, as well as grow its reach both nationally, through
affiliations with other healthcare providers, and globally through the
development of a cancer diagnostic and treatment tool. In addition to its
growing Manhattan-based ambulatory care network, MSKCC has
successfully developed four comprehensive outpatient locations in suburban
locations outside of New York City and is constructing two more.

MSKCC has also formed a cancer alliance with three providers - Hartford
Healthcare, Lehigh Valley Health Network and Miami Cancer Institute at
Baptist Health South Florida - with the goal of expanding patient access to
clinical trials, developing shared care models and generating royalty income.

MAJOR CAPITAL PROJECTS

MSKCC is in a period of heavy capital investments that are part of its clinical
expansion plan. Fitch views these expansion plans favorably and expects the
projects to be additive to operating cash flow as they are completed and
operational, as has occurred with the several facilities that have already
opened. Any cost overruns or extended delays that put stress on MSKCC's
liquidity position could result in negative rating pressure.

Recent projects completed include an ambulatory care and surgery facility in
Middletown, NJ that opened in 2016; an expansion to MSKCC's facility in
Commack, NY; an expansion to its ambulatory facility in Basking Ridge, NJ;
and a laboratory medicine building on East 64th St. in New York City.

Approximately 40% of the capital plan remains to be spent and includes
completion of a 760,000 sf ambulatory care facility on East 74th St. in New



York City, an ambulatory care facility in Nassau County, NY, and an
ambulatory care facility in Montvale, Bergen County, NJ, which are all slated
to open in 2019.

The series 2015 taxable bonds and series 2016-2 tax-exempt bonds were the
last issuances for the capital plan. Bond proceeds available for the clinical
expansion plan total $911 million as of Sept. 30, 2017, with the balance being
funded mostly through philanthropic giving and some internal liquidity. The
projects will increase ambulatory care capacity by 40% and total costs have
increased by about 10% since its inception, due to scope changes.

SOLID BALANCE SHEET

Unrestricted cash and investments totaled $4.65 billion at Sept. 30, 2017 and
have remained largely stable over the past several years. MSKCC had 441.2
days cash on hand (DCOH), 36.3x cushion ratio, and 182% cash to debt at
Sept. 30, 2017, compared to Fitch's 'AA' respective category medians of
254.1 DCOH, 29.4x cushion ratio, and 201% cash to debt. MSKCC also
holds about $630 million of restricted funds to support operations.. Any
weakening in MSKCC's unrestricted liquidity metrics could result in downward
rating pressure.

DEBT POSITION

MSKCC's debt burden is moderately high for the rating category; however,
Fitch expects this pressure on the financial profile to be temporary until more
of the clinical expansion projects are completed and generate cash flow. In
addition, MSKCC does not have any additional debt plans and existing tax-
exempt bond amortization is relatively quick. Given the three bullet maturities
in MSKCC's debt portfolio, pro forma maximum annual debt service (MADS)
is approximately $193 million, assuming the bullet maturities are smoothed at
a 5% interest rate over 30 years. Using this assumption, pro forma MADS
coverage is moderate at 2.4x in fiscal 2016. However, coverage of actual
annual debt service is very good at 5.5x in fiscal 2016 and 8.9x for the nine
month period ending Sept. 30, 2017. Management anticipates using internal
sinking funds for the bullet maturities of long-term debt.



MSKCC's pension liability has been decreasing as a result of increased
contributions above minimally required amounts, the purchase of annuities for
certain retirees and buy-outs for terminated vested non-retirees. As of Dec.
31, 2016, MSKCC's $257 million pension liability (82% funded ratio)
decreased from $387 million (71%) two years earlier. The funded status is
expected to decline further given strong investment returns and large
contribution (about $185 million) made in the current fiscal year.

SOLID PROFITABILITY

MSKCC has experienced good profitability on a diversified revenue stream
and enjoys favorable Medicare reimbursement, which accounts for about
25% of net patient service revenues. As a result of its position as a
designated center from the National Cancer Institute, MSKCC is exempt from
the Center for Medicare and Medicaid Services prospective payment system.
Therefore, MSKCC enjoys more pricing flexibility on that component of its
operations. Further, Medicaid accounts only for approximately 3% of its net
patient service revenues.

Given the organization's fundraising capabilities, MSKCC has a policy of
supporting operations with a portion of investment income and philanthropic
proceeds. Total operating revenue in 2016 of $3.98 billion included $3 billion
hospital care and medical practice revenue, $258 million of grants and
contracts, $161 million of contributions allocated to operations, $86.8 million
in net assets released from restriction, $167.7 million of royalty income, $137
million of investment returns allocated to operations and $75 million of other
income. Fitch includes all these revenue sources in its operating ratios so
they may not be comparable to those of other healthcare organizations.

Operating cash flow has been strong with operating EBITDA margins of
12.3% in fiscal 2016 and 13.4% for the nine months ended Sept. 30, 2017
compared to Fitch's 'AA' category median of 10.6%. Strong profitability has
been mainly driven by strong growth in outpatient volume and a continued
focus on costs.

DEBT PROFILE



As of Sept. 30, 2017, outstanding debt totaled $2.48 billion and is 100%
fixed-rate with no swaps. MSKCC has a $400 million bullet maturity in 2042,
a $400 million bullet maturity in 2052, and a $550 million bullet maturity in
2055. Fitch does not view these bullet maturities as a concern given
MSKCC's access to the capital markets and management's plan to amortize
the debt with internal sinking funds. Also, while MSKCC is issuing additional
debt as part of the series 2017 bond issue, it plans to cash-defease $309
million of debt during fiscal 2018 which results in a net debt decrease.

Fitch has affirmed the following at 'AA":

--$550 million taxable bonds, series 2015A

--$400 million taxable bonds, series 2012A

--$262.3 million New York State Dormitory Authority revenue bonds, series
2012-1

--$84.2 million New York State Dormitory Authority revenue bonds, series
2012

--$400 million taxable bonds, series 2011A

--$368 million New York State Dormitory Authority revenue bonds, series
2008A-1 and A-2

--$137 million New York State Dormitory Authority revenue bonds, series
1998
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U.S. Nonprofit Hospitals and Health Systems Rating Criteria (pub. 09 Jun
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS:// WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https://www . fitchratings.com/understandingcreditratings). IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS
ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM (https://lwww.fitchratings.com). PUBLISHED
RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM



THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF
THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS
ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY

(https://www fitchratings.com/site/regulatory). FITCH MAY HAVE PROVIDED
ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED
ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS
ISSUER ON THE FITCH WEBSITE.

Copyright © 2017 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its
subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission
in whole or in part is prohibited except by permission. All rights reserved. In
issuing and maintaining its ratings and in making other reports (including
forecast information), Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be
credible. Fitch conducts a reasonable investigation of the factual information
relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the
extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch’s factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated
security and its issuer, the requirements and practices in the jurisdiction in
which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the
management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reports, engineering reports, legal opinions and
other reports provided by third parties, the availability of independent and
competent third- party verification sources with respect to the particular
security or in the particular jurisdiction of the issuer, and a variety of other
factors. Users of Fitch’s ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that



all of the information Fitch relies on in connection with a rating or a report will
be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to
the market in offering documents and other reports. In issuing its ratings and
its reports, Fitch must rely on the work of experts, including independent
auditors with respect to financial statements and attorneys with respect to
legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as
facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or
warranty of any kind, and Fitch does not represent or warrant that the report
or any of its contents will meet any of the requirements of a recipient of the
report. A Fitch rating is an opinion as to the creditworthiness of a security.
This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore,
ratings and reports are the collective work product of Fitch and no individual,
or group of individuals, is solely responsible for a rating or a report. The rating
does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in
a Fitch report were involved in, but are not solely responsible for, the opinions
stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the
information assembled, verified and presented to investors by the issuer and
its agents in connection with the sale of the securities. Ratings may be
changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment
on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect
to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In
certain cases, Fitch will rate all or a number of issues issued by a particular



issuer, or insured or guaranteed by a particular insurer or guarantor, for a
single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent
by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial
Services and Markets Act of 2000 of the United Kingdom, or the securities
laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia
Pty Ltd holds an Australian financial services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by
persons who are retail clients within the meaning of the Corporations Act
2001

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this
Rating Action Commentary (RAC) by the obligatory being rated or the issuer,
underwriter, depositor, or sponsor of the security or money market instrument
being rated, except for the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that
ratings produced outside the EU may be used by regulated entities within the
EU for regulatory purposes, pursuant to the terms of the EU Regulation with
respect to credit rating agencies, can be found on the EU Regulatory
Disclosures (https://www. fitchratings.com/regulatory) page. The endorsement
status of all International ratings is provided within the entity summary page
for each rated entity and in the transaction detail pages for all structured
finance transactions on the Fitch website. These disclosures are updated on
a daily basis.



