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Intended for Institutional Investors, Do Not Forward

Your resource for what’s happening in the market and its impact on fixed income — along with three illustrative portfolios: Cash Management, Corporate Bonds, and National
Municipal Bonds. Contact us for a customized approach tailored to your client’s specific needs.

Let’s talk!
As we approach year-end, we encourage every advisor to schedule an one-on-one Zoom call to discuss the market and strategies for your clients.

Rates

Treasury Market Update

Last week, we highlighted the volatility in the futures market, which remains our best gauge for assessing the probability of FOMC actions. With the government shutdown
delaying or eliminating key data releases, both markets and policymakers have been forced to rely on “noisy” private data or stale government data. Continuing the trend from
the last FOMC meeting, the Fed appears divided—a dynamic evident over the past two weeks through contrasting remarks from various central bank speakers.

This week brings several important data releases, including PPI, ISM Manufacturing and Services, and PCE. While inflation readings remain elevated but stagnant, the Fed’s focus
appears firmly on labor market conditions.

Last week’s Beige Book may not have made headlines, but its commentary on employment was significant. Concerns about weakening labor demand have contributed to Fed
Funds Futures now pricing in a 99% probability of a December 10t rate cut. Below is a key excerpt summarizing labor conditions across all Fed districts:

“Employment declined slightly over the current period, with around half of Districts noting weaker labor demand. Despite an uptick in layoff announcements, more
Districts reported contacts limiting headcounts through hiring freezes, replacement-only hiring, and attrition rather than layoffs. In addition, several employers adjusted
hours worked to accommodate higher or lower than expected business volume instead of changing the number of employees. A few firms noted that artificial
intelligence replaced entry-level positions or made existing workers productive enough to curb new hiring.”

Treasury Auction Recap
Last Week:
e 2-Year Note: Posted one of its better auctions in past 12 months
e 5-Year Note: Improved on the performance of the previous auction and continues its trend of improving demand send July.
e 7-Year Note: Matched the previous auctions somewhat lackluster results, with now 3 prior auctions significantly below 12-month averages

This Week:
The focus shifts to short-term bills:

Money Market Alternative / Cash Management Strategy example statistics
Please see below for the statistics of a portfolio of short term t-bills as a no fee & repo free alternative to money market packaged products.



Taxable Fixed Income

Issuance is expected to pick back up this week as dealers return from Thanksgiving and head into the final month of 2025. Expectations for supply are somewhat mixed
depending on the source, with more optimistic dealers calling for around $50 billion, while others forecast closer to $25 billion. Bloomberg’s consensus estimate lands near $40
billion for anticipated December issuance.

As expected, the majority of this month’s supply is likely to be front-loaded, given that market participation typically declines during the final two weeks of the year. Looking at
historical data, last December saw approximately $41 billion in issuance.

Corporate credit spreads finished last week tighter, reversing the recent trend of widening. The spread on the Bloomberg U.S. IG Corporate Bond Index now sits at 80 bps over
Treasuries, marking a 4bp tightening over the past week. The supportive backdrop reflected in credit spreads remains favorable for issuers and could serve as a catalyst for
supply to reach the upper end of market expectations. While spreads remain tight relative to historical ranges, our team is here to help you navigate the current corporate credit
environment—please reach out if you need any assistance.

Corporate Bond IG 5 — 10 year example statistics

Municipal Tax-Free Fixed Income
e AAA muni BVAL yields 2.45% (2Y), 2.38% (5Y), 2.72% (10Y), and 4.05% (30Y).
e Taxable equivalent yields: ~4.6% at 10 years and ~6.85% for longer maturities.
e 4s at par available in 19 years
e The Muni - Treasury ratios are around 67% at 5-years, 68% at 10-years and 87% at 30-years.

Muni Comment: Moody’s Outlooks for 2026

Stable: US States / Cities & Counties / Not-for-profit Healthcare / Toll Roads
Negative: Higher Education / K-12 School Districts / Ports

We've shared the outlooks on States and Cities & Counties, this week is Not for profit Healthcare

Moody’s maintains a stable outlook for the US not-for-profit healthcare sector in 2026 as hospitals continue a gradual financial recovery. For investors, not-for-profit hospitals
increasingly resemble corporate credits in terms of operating risk—marked by competitive pressures, labor challenges and margin volatility—but with the unique benefit of
accessing tax-exempt financing, which supports capital investment and liquidity even in tighter operating environments. Operating performance is improving, though still below
pre-pandemic levels, and long-term cost pressures and policy uncertainty remain material credit considerations.

1. Financial Recovery Continues, But Slower

e Operating cash flow (OCF) margins are expected to rise modestly to 6.5%—7.0% in 2026 (vs. ~6.5% in 2025).

e Margins remain well below pre-pandemic norms of 8%—10%.

e More hospitals are generating positive cash flow—58% above 6% OCF margin as of mid-2025, up from 40% in 2023.
Upside/Downside Triggers:

e Outlook could turn positive if median OCF margins exceed 9%.

e Qutlook could turn negative if margins fall below 6%.

2. Revenue Tailwinds: Higher Reimbursement & Outpatient Growth
e Commercial rate increases and expanded state-directed Medicaid payment programs will support revenue in 2026.
e Medicaid boosts are temporary and could be pressured in later years by federal policy changes (OBBBA).
e Hospitals continue shifting toward outpatient care:
o Outpatient revenue now = 57% of net patient revenue, up from just over half in 2020.
o Growth supported by investments in ambulatory surgery centers (ASCs) and partnerships.
Competitive Pressure:
Physician-owned and private-equity-backed ASCs are capturing profitable procedures, forcing hospitals to pursue joint ventures to retain market share.

3. Expense Pressures Remain the Sector’s Weak Spot
Labor Costs
e Labor remains >50% of operating expenses and is the primary headwind.
e Persistent shortages in nursing, imaging, respiratory therapy and surgical support keep compensation elevated.
e Hospitals are:
o Reducing reliance on expensive contract labor
o Implementing automation/Al
o Reworking staffing models
o Investing in training and workforce stabilization
Non-Labor Costs
e Supply-chain costs, especially drugs and medical devices, remain elevated (drug inflation >5%).
e Hospitals are leaning more heavily on group purchasing and vendor renegotiation.




4. Liquidity Expected to Improve Modestly
e Cash flow levels should support both operations and renewed capital spending after years of deferral.
e Lower interest rates are expected to prompt new debt issuance as systems finance outpatient expansion while preserving cash.
e Days cash on hand likely around 200 days in 2026—solid by historical standards.
® Investment volatility remains a risk, particularly for systems with higher equity exposure.

5. Policy Environment Creates Longer-Term Uncertainty
Policy changes will have limited impact in 2026, but greater implications in 2027+:
e Potential NIH funding cuts could pressure academic medical centers.
e State policies such as mandatory staffing ratios and expense-growth caps could reduce flexibility and raise costs.
e Growing bipartisan support for site-neutral Medicare payments could reduce outpatient revenue for hospital-based locations.
e Ongoing scrutiny of the 340B drug discount program adds additional uncertainty.
Consolidation will remain active as smaller hospitals seek partners for capital needs, technology investment and financial resilience.

6. Cyber & Environmental Risks Rising
e Healthcare remains the most targeted sector for cyberattacks.
e Cybersecurity budgets expected to reach ~7% of IT spend (up from 5% in 2019).
e Smaller systems are at higher risk due to resource constraints.
e Increasing frequency of climate-related events (hurricanes, floods, wildfires) poses operational and financial risk.
e Liquidity and capital planning are becoming increasingly important components of climate resilience strategies.

The not-for-profit healthcare sector shows continued stabilization, supported by improved cash flow, outpatient expansion and enhanced revenue streams. However, structural
labor costs, rising supply expenses, competitive outpatient dynamics and policy uncertainty will cap margin recovery. Hospitals with strong management, diversified revenue
streams, robust liquidity and outpatient-focused strategies are best positioned. Meanwhile, rural and independent hospitals face greater vulnerabilities as cost pressures and
reimbursement challenges persist.

Also, Moody’s latest study on US municipal bond defaults and ratings shows the sector remains stable, with just one default in 2024 and continued strong credit quality—98.5%
of issuers rated investment grade. We’'ll provide a more detailed breakdown once we finish reviewing the 2026 outlook reports.

Example Portfolio Statistics:
Municipal Bond - Laddered Calls (Avg Maturity 20 yrs/Duration 4.2)

Issuance dynamics:
This week the market is anticipating a significant increase to $16bln in new issuance; $13.5bIn negotiated and $2.4bln competitive.
Below are deals Raymond James is bringing or bidding on this week:

Negotiated



Competitive

Have a great week!
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