CLIENT CASE STUDY

Hospital system re-evaluates /, %{usseill t
asset allocation strategy nvestments

Applying an enterprise risk management approach to
modernizing asset allocation and investment policy

Organization

A premier not-for-profit hospital system with multi-billion dollars in investible assets. The
organization operates multiple hospitals and affiliated entities and has historically
maintained a conservative balance-sheet posture, with a significant share of assets held
in short-term and intermediate fixed income.

The client was concerned that their historical approach to asset allocation may not serve
them as well in the future. After a thorough analysis to confirm the system’s future
financial plans, the CFO developed a clear vision: align the balance sheet and
investment program with the system’s long-term strategic plan and capital needs while
preserving its strong credit profile and ample liquidity.

Challenge

Initial discovery discussions with the new CFO and Investment Committee

identified several interrelated issues: Legacy balance sheet
Legacy balance sheet structure and risk posture. Relative to structure, fragmented
similarly rated health systems, the client maintained a lower allocation pools and an outdated

to growth assets and a larger allocation to cash and short-duration IPS left the system
fixed income, limiting the portfolio’s contribution to long-term capital Yy
formation. under-invested in

Fragmented pool structure. Investment pools and policies had growth assets and
evolved over time and no longer cleanly reflected distinct time horizons misaligned with its
or risk budgets, making it difficult to link investment strategy to

long-term plan.
operating and capital-planning needs. g P

Outdated investment policy. The Investment Policy Statement (IPS)
did not fully reflect current best practices around governance, risk
budgeting, and delegation of authority, nor did it integrate clearly with
the system’s long-range financial plan.
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O Need for integrated analysis. The CFO wanted an enterprise-level
view of how potential debt issuance, changes in asset allocation, and
different capital spending paths would interact—patrticularly their impact
on key liquidity and leverage metrics monitored by rating agencies.

Solution

1. Enterprise risk analysis and peer benchmarking

We began by benchmarking the system’s asset mix and risk posture
against a broad peer universe of not-for-profit health systems. The
analysis highlighted that, despite strong liquidity and credit metrics, the
client maintained a materially lower allocation to growth assets than peers
(roughly low-40s vs. about 60% for comparable systems).

Using our capital markets assumptions and the client's own projections,
we built enterprise models that combined investment returns, debt
structure, and capital spending plans into a set of scenario analyses.
These showed how various asset-allocation and debt choices would affect
days cash on hand, leverage, and coverage ratios under both base and
stress scenarios.

2. Pool simplification and horizon-based design

To align investment strategy with cash-flow needs, we recommended
restructuring the investment program into a clearer, time horizon-based
pool structure:

O A Working Capital Pool focused on near-term liquidity and operating
flexibility.

O An Intermediate Pool aligned to known capital and debt service needs
over an intermediate horizon.

O A Long-Term Pool designed to maximize risk-adjusted returns for
surplus assets not needed for near-term obligations.

This simplification made it easier for the CFO and Committee to see how
much of the balance sheet could prudently be invested for growth and how
much needed to remain in lower volatility assets to protect liquidity.

3. Strategic asset allocation and capital-structure
alignment

Within the revamped pool framework, we proposed new target allocations
that:

O Increased the overall allocation to growth assets (equities and
diversifying strategies) while keeping liquidity metrics comfortably
within the client’s internal and rating-agency thresholds.

Enterprise-wide
modelling linked asset
allocation, debt
strategy and capital
spending, showing
how different paths
would affect liquidity,
leverage and key
rating-agency
metrics.
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O Reduced the reliance on short-term cash and ultra-short fixed income
in the overall mix of balance sheet assets, moving those assets into
higher-returning strategies appropriate for the pool’s long horizon.

O Coordinated asset-allocation changes with a planned debt
restructuring and new-money issuance, so that debt proceeds could be
invested into the Long-Term Pool on a phased basis, rather than
building cash balances that would dilute returns.

Our modeling showed that, once fully implemented, the new structure
would raise the expected return of the investible asset base by roughly 1
percentage point per year. While not guaranteed, on a ~$10 billion balance
sheet, the modeling equates to potentially over $100 million in additional
expected annual return to support capital projects and strategic initiatives,
while still preserving strong liquidity and credit metrics.

4. Investment Policy Statement rewrite and governance
enhancements

To make these changes durable, we led a comprehensive rewrite of the
client’s IPS. The updated policy:

O Clarifies the purpose and time horizon for each pool, along with target
allocations and ranges.

O Defines risk-management parameters around liquidity, leverage, and
tracking error.

O Formalizes roles and responsibilities across the Board, Investment
Committee, management, Russell Investments, and external
managers.

O Establishes a structured framework for reviewing asset-allocation
policy, monitoring performance, and updating the IPS as conditions
change.

Our modeling showed
that, once fully
implemented, the
new structure would
raise the expected
return of the
investible asset base
by roughly 1
percentage point per
year.
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Results

The approved policy and allocation changes are expected to improve the
long-term contribution of investment income, helping the system fund its
capital plan and mission-driven initiatives while maintaining a conservative
liquidity buffer.

Clear linkage between strategy, capital, and investments. The CFO and
Committee now have an enterprise-wide playbook that connects debt
strategy, pool structure, and asset allocation into a single, coherent
framework.

Modern governance and transparency. A refreshed IPS and structured
review process have strengthened fiduciary oversight and created a
repeatable mechanism for revisiting risk posture as the organization’s
strategy and capital needs evolve.
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The new pool
structure and IPS are
expected to add
roughly 1% in annual
returnona ~$10
billion asset base,
while maintaining
strong liquidity and
credit metrics.
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Where to next?

Call Russell Investments at 800-426-8506

—>

or visit russellinvestments.com

About Russell Investments

Russell Investments is a leading global investment solutions partner providing a wide range of
investment capabilities to institutional investors, financial intermediaries, and individual investors
around the world. Since 1936, Russell Investments has been building a legacy of continuous
innovation to deliver exceptional value to clients, working every day to improve people’s financial
security. Headquartered in Seattle, Washington, Russell Investments has offices worldwide,
including: Dubai, London, Mumbai, New York, Paris, Shanghai, Sydney, Tokyo, and Toronto.

Important Disclosures

Nothing contained in this material is intended to constitute legal, tax,
securities, or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted
upon without obtaining specific legal, tax, and investment advice
from a licensed professional. Case study provided for discussion
purposes only. Individual client results will vary based on individual
circumstances and market events. There is no guarantee that all
clients will experience the same positive results.

This case study represents a unique situation faced by non-profit
hospital system seeking to adjust its asset allocation to better align
its balance sheet and investment program with its long-term strategic
plan and capital needs. Case studies are problem-solving stories.
We select a situation that is indicative of problems clients in this
category are facing. The recommendations described do not
represent a standard strategy or set of recommendations made for
all advisory clients with similar issues. Each client has unique
requirements, challenges, and constraints, and our advisory
solutions are tailored to each client’s specific needs. Every client’s
situation, experience and needs are different, and Russell
Investments does not imply that the solution herein is appropriate for
any other client.

The case study provided is for illustrative purposes only and is meant
to provide an example of a type of financial issue a client may have
and our process and a methodology to address it. Individual client
results will vary based on individual circumstances and market
conditions. The results presented were based on a period of
fluctuating marketing conditions and the underlying asset allocation,
market criteria and assumptions, or the investment advice/strategy
followed may have changed materially. There is no guarantee that all
clients will experience the same results.

Please remember that all investments carry some level of risk,
including the potential loss of principal invested. They do not typically
grow at an even rate of return and may experience negative growth.
As with any type of portfolio structuring, attempting to reduce risk
and increase return could, at certain times, unintentionally reduce
returns.

Diversification and strategic asset allocation do not assure profit or
protect against loss in declining markets.

Russell Investments' ownership is composed of a majority stake held
by funds managed by TA Associates Management, L.P., with a
significant minority stake held by funds managed by Reverence
Capital Partners, L.P. Certain of Russell Investments' employees and
Hamilton Lane Advisors, LLC also hold minority, non-controlling,
ownership stakes.

Frank Russell Company is the owner of the Russell trademarks
contained in this material and all trademark rights related to the
Russell trademarks, which the members of the Russell Investments
group of companies are permitted to use under license from Frank
Russell Company. The members of the Russell Investments group of
companies are not affiliated in any manner with Frank Russell
Company or any entity operating under the “FTSE RUSSELL" brand.

Copyright © 2025. Russell Investments Group, LLC. All rights
reserved. This material is proprietary and may not be reproduced,
transferred, or distributed in any form without prior written permission
from Russell Investments. It is delivered on an "as is" basis without
warranty.
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