S&P Global
Ratings

RatingsDirect’

Research Update:

Netherlands-Based Healthcare
Guarantee Fund Waarborgfonds voor
de Zorgsector 'AAA' Rating Affirmed;
Outlook Stable

Primary Credit Analyst:
Andrea Croner, Stockholm (46) 8-440-5921; andrea.croner@spglobal.com

Secondary Contact:
Karin Erlander, London (44) 20-7176-3584; karin.erlander@spglobal.com

Table Of Contents

Overview

Rating Action
Rationale
Outlook

Related Criteria
Related Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 17,2018 1



Research Update:

Netherlands-Based Healthcare Guarantee Fund
Waarborgfonds voor de Zorgsector 'AAA' Rating
Affirmed; Outlook Stable

Overview

* Waar bor gf onds voor de Zorgsector (WZ) has a critical public policy role
i n Net herlands through providing guarantees on |oans to healthcare
providers, and the Dutch governnent is ultimately responsible for WFZ's
obl i gati ons.

e W therefore see an alnost certain |likelihood that the Dutch governnent
woul d provide tinely and sufficient extraordinary support to WFZ in the
event of financial distress, and we equalize our rating on WFZ with that
on the sovereign.

* W are therefore affirmng our ' AAA" long-termissuer credit rating on
WFZ.

e The stable outlook on WFZ reflects that on Netherl ands.

Rating Action

On July 17, 2018, S&P d obal Ratings affirmed its ' AAA" |ong-termissuer
credit rating on Dutch healthcare guarantee fund Warbor gf onds voor de
Zorgsector (WFZ). The outlook is stable.

Rationale

The affirmation points to our assunption of an al nost certain |ikelihood that
the Dutch government would provide tinmely and sufficient extraordi nary support
to WFZ in the event of financial distress. W do not believe such support
could be reduced, given the |ong-standing backstop agreenent between WZ and
the state. As a result, we equalize our rating on WFZ with our |ong-term
rating on Netherlands (unsolicited AAA/ Stabl e/ A-1+)

Qur assessnment is based on the following two key factors:

* WFZ's critical public policy role in enabling the provision of accessible
and affordable health care, through providing guarantees on |l oans to
health care providers. WFZ is an independent, not-for-profit guarantee
fund, whose mmin and key purpose is to safeguard the funding of the Dutch
health care sector. Its primary nethod of achieving this is by
sel ectively guaranteeing | oans made to participating health care
provi ders, which hel ps them access nore affordable finance, especially in
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a context of growi ng pressure on Dutch health care providers' financials.
In addition, WFZ al so seeks to pronote good financial managenent anong
its participants. WZ adnministers a | egacy portfolio of |oan guarantees
that were previously issued by the governnent.

* WFZ's integral link with the Dutch governnent is the result of WFZ having
a special public status, given the governnent's ultinmate responsibility
for ensuring WFZ can neet its obligations. The governnent created WZ,
provided its initial capital, and is ultimately liable for all WZ's
financial obligations. Al though WFZ has a degree of operational autonony,
t he governnment has effectively determ ned WFZ' s broad purpose and overal
strategy. Wiile we believe a default of WZ would not necessarily inpair
mar ket access for the Dutch government itself, it could have a
detrinental inpact on the reputation and narket access for other sinilar
entities, and hence the access to funding of public sectors in general

G ven that WFZ enabl es healthcare providers to access finance at relatively
affordable rates, it plays a central role in enabling the governnent to neet a
key public policy objective of ensuring that the Dutch popul ati on has access
to effective and affordabl e heal thcare. That said, Netherlands' healthcare
systemis nostly private, with a mandatory insurance schene that is paid by
all residents that have access to the service. Wth the | ow margi ns and | ack
of own funds in the sector, it is essential for WFZ to provi de affordable
long-term funding to enable health providers to nmake i nvestnents, nostly on
large fixed assets |ike buildings. Such fixed assets are pledged to WZ as
part of the guarantee agreenent, but the market value is usually |ower than

t he amount of guarantee, given restrictions on use of the assets. WZ applies
certain eligibility criteria for its guarantees, based on its credit analysis
of the participating health care providers and their business plans, and only
provi des guarantees for long-terminvestnment, rather than working capital. In
addition, it nmmintains ongoing credit surveillance on its participants and
hol ds regul ar discussions directly with senior nanagenent.

Wth the current cost pressures, there has been a steady decline in the volune
of investnent in the institutional healthcare sectors. Providers of
institutional healthcare are faced with changes in the pattern of denand and
prospects of falling revenues. In addition, healthcare providers are having to
contend with the pressure on revenues due to the nore explicit procurenent
role played by health insurers. For the main part of institutional healthcare
providers, there are continued problenms with overcapacity and existing rea
estate that is lying idle rather than new investment plans. The declining

i nvestment activity in the healthcare buildings is also reflected in the
annual vol urme of new WFZ guarantees. |In 2017, guarantees were issued for €247
mllion of newlong-termloans. This is simlar to the volune in the preceding
year of €229 mllion. Neverthel ess, the volunme of guarantees issued was nore
than €1 billion (per year) a few years ago

Al so, we recognize the integral link that WFZ has with the Dutch governnent,

reflecting what we view as WFZ's special public status. Nevertheless, with the
strain on the healthcare sector, we expect the total volume of guarantees for
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WFZ to decrease. Including contractually agreed repaynents on | oans, WZ's
total outstanding guarantees on long-termloans anpbunted to approximately €7.6
billion at year-end 2017, which is a net decrease of €382 mllion (-4.8%
conpared with 2016. Going forward, we expect the decline in the total volune
of guarantees to continue as the decrease of investnents by healthcare
institutions will reduce conbined with a focus on | ean nanagenent. Both in the
cure and care sector, the trend over the past few years is that inpatient care
is substituted by outpatient care. Mdreover, with regards to the long-term
prospects for curative care it is worth noting that ICT, information and
conmuni cati on technol ogy, is having a major inmpact on the way in which care is
provi ded, further reducing the need for |arge physical hospital |ocations and
accentuating the devel opment "frombricks to clicks." Based on these trends,
we assume that, despite a possible tenporary recovery due to sone catch-up

i nvestments, the volune of new guarantees for WFZ will be at a structurally

| oner level in the com ng years than before.

WFZ is adjusting to these devel opments by strengthening review checks on
participating providers and through the increase in fees to 0.25% from 0. 1%
whi ch has had a positive inmpact on the financial performance. Hence, we expect
an average operating i ncone of about €2.5 million (40% of revenues) over

2018- 2020, conpared to €1.7 mllion in 2017, provided that no further

guar antees are call ed.

WFZ posted an operating income of €1.7 million (27% of revenues) at year-end
2017, followi ng an operating incone of €0.9 mllion (16% of revenues) in 2016.
We believe that WFZ will continue to post surpluses in the next few years
thanks to | ower guarantee costs and increasing discount fees. As a result, we
expect WFZ to report an operating incone of €2.7 mllion by year-end 2020.

WFZ's three-tier security structure reflects the alnost certain |likelihood of
support fromthe Dutch governnent. Firstly, if healthcare providers becone
unable to service their debt, and creditors call on the WZ guarantees, then
WFZ has sone capacity to neet these demands fromits cash and i nvestnents. WZ
mai nt ai ns conservative criteria for its investnents, with 'AAA rated entities
accounting for 62% of the total portfolio in 2017, while adhering to a strict
policy of no exposure to equities. W consider that WFZ has strong interna
liquidity; at year-end 2017, it held cash and investnents of about €303
mllion. WFZ has a history of generating positive cash flows, and we generally
expect this to continue. Another positive liquidity feature is the regular
redenmption profile of its investnents.

Secondly, if WFZ's reserves were to fall bel ow 0.25% of guaranteed debt, under
the terms of the guarantees it provides, all the participating healthcare
providers are obliged to provide WFZ with interest-free |l oans up to 3% of
their respective guaranteed debt until reserves again exceed 1% of guaranteed
debt measured at year-end

Thirdly, if, despite this, WFZ's reserves still fall to I ess than 0.25% of the

total guaranteed anmount, Netherlands has an obligation to provide unlimted
interest-free loans to increase reserves up to the 0.25% | evel. According to
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the terns of the docunments, the government nust do this by the 15th day of the
second nmonth after the 0.25% | evel is breached. In practice, however, based on
our discussions with the governnment and our analysis above, we consider it

al nost certain that the governnent would be willing to act as quickly as
necessary to allow WFZ to honor its guarantees as agreed.

Outlook

The stable outl ook on WFZ refl ects our outl ook on Netherl ands.

W would | ower the rating on WFZ if we were to downgrade Netherl ands.
Alternatively, we would lower the rating if we were to change our assessment
of the likelihood of tinely and sufficient extraordi nary support fromthe
gover nnent .

Related Criteria

e Ceneral Criteria: Rating Governnent-Related Entities: Mthodol ogy And
Assunpti ons, March 25, 2015

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e The Netherlands Ratings Affirned At ' AAA/A- 1+ ; Qutl ook Stable, My 18,
2018

Ratings List

Ratings Affirmed

Waar bor gf onds voor de Zorgsector
| ssuer Credit Rating AAA/ St abl e/ - -

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
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(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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