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he effects of the rapid and

continuing decline of the

sub-prime mortgage
market over the last six to eight
months have spilled over into the
broader credit markets and the
municipal bond markets have not
been spared. Mortgage-backed
securities tied to sub-prime
mortgages have declined dramati-
cally in value resulting in eventual
write-downs of between $300-500
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billion (and counting) by leading
financial institutions, including
investment banks, commercial
banks, hedge funds, institutional
bonds and money funds, along
with municipal bond insurers to
name a few.

In particular, the municipal
bond insurers’ exposure to the
sub-prime mortgage market has
resulted in heightened rating
pressures for some and the loss of
the coveted “AAA” ratings for oth-
ers, which has driven the $350
billion municipal insured auction
rate and the $400 billion insured
variable rate demand bond mar-

kets, specifically, into states of dys-
function bordering on paralysis.

As these events unfolded over
the past number of months,
investment bankers and financial
advisors were fielding regular calls
from their healthcare borrower
clients who were asking, “How will
this affect my organization?” More
recently, however, the tone of the
calls are more like “This is killing
me; how can I get out of these
markets?”

The goal of this article is to
provide healthcare borrowers and
other interested parties with some
perspective on (1) the challenges

continued on page 11
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New Online Program
Registration for First lllinois
Chapter HFMA

First Illinois Chapter HFMA recently moved
to a more efficient Program Registration process
for online Program Registration. As our program
volumes continue to grow, we want to ensure we are
utilizing the most efficient, secure, state of the art
technology for our electronic interfaces with our
membership, including our online Program
Registration technology and processes. We have
contracted with a company called “CVENT” who is a
nationally recognized Event Management company.
CVENT works with many HFMA chapters across the
country and has greatly improved the efficiency of
the Program Registration process for those chapters.

The changes to Program Registration process
will be transparent to our members. The Program
announcements/invitations sent via email will look
exactly like the emails you've historically received
from HFMA; but the emails will actually come from
CVENT, identified by “event-FIHMFA.org” in your
“From” line in email. We believe that most all of
our membership is receiving the Program
Announcements via email from CVENT without
disruption.

To ensure that all First Illinois Chapter HFMA
members continue to receive our emails regarding
our Programs & Events, we are asking our members
to check their Spam/Junk Mail/Blacklist boxes for
emails from “event-FIHMFA.org”, and pull any
emails from “event-FIHFMA.org” into your Whitelist
to allow you to continue to receive our Program
Announcements.

Based on HFMA’s experience with CVENT, this
issue affects a very small number of members, but to
be 100% certain we are sending all of our members
this information. We will continue to mail paper
copies of our Program Announcements, and accept
paper/fax Program Registrations as well. If your
contact information has changed at all, please
confirm the changes to via www.hfma.org, which is
the source of our information for member
communications.

Thank you for your continued support of First
Illinois Chapter HEMA, and for your attention to
this matter. Please feel free to call me at 630-928-
5233 if you have questions, comments or
concerns. 4
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Letter from the President

pening Day of the 2008 baseball season is here; spring has
sprung! You'd never know by the weather, but it won't be long
until summer comes.

Recent events in the hospital industry have put a spotlight on what peo-
ple routinely refer to as a system of “haves and have nots”. Last week
St. Francis Hospital and Health Center in Blue Island announced it was
closing, having lost some $40 million dollars in the past couple years.
Later that week there were two front page newspaper articles on the
non-profit hospital industry; the first on 4/4/08 was a cover story in the
Wall Street Journal, and the second was the 4/6/08 cover story on the
Chicago Tribune. Both of these articles highlighted how some hospitals
do very well financially, and others do very poorly financially.

This chain of events has heightened the discussion on hospitals, and health-
care overall. There two (2) central themes: First, the probability of a hospi-
tal's or any healthcare provider’s financial success is directly correlated to its
location and payor mix, and second, healthcare has become a complex busi-
ness full of contradictions and implications for all its stakeholders. If we
truly believe as Americans that our healthcare system should be the best,
centered in things like EMRs, and other quality-enhancing technologies, then
we need to find a way to make that possible for all hospitals, doctors, and
healthcare providers, not just those afforded a good location and an attrac-
tive payor mix. And we fundamentally need to decide how we feel about
the profit vs. non-profit aspects of healthcare, on both the delivery side (i.e.,
hospitals and healthcare providers) and the financing side (i.e., payors).

This is my last “President’s Message” as First lllinois HFMA President. As
we do every year, come June we will rotate leadership and | will hand over
the wheel to Guy Alton, who will become your next President. It's been a
great year for me personally, and | hope you our members feel that HFMA
is still providing you with the benefits, services and educational opportuni-
ties you've come to know and expect from the largest healthcare financial
association in the country. | would like to take this time to thank all the
volunteers within HFMA who work so hard to make our chapter run so
well. First lllinois is one of the largest HFMA chapters nationally, and we
provide a high volume of programs and events, all coordinated and
orchestrated flawlessly by our hardworking committee mem-
bers and volunteers.

In closing, I'd also like to thank each of you, our valued
HFMA members, for making my year as your President
so rewarding. |'ve met many people this year, and every-
one | meet reminds me of what great people we have in
this industry, and what a great industry we work in and
commit ourselves to. | can tell you that | have a much
greater appreciation for that today than |
did a year ago.

Best wishes to you and yours,
and keep fighting the good

fight! ¢

Jim Watson
President

First lllinois Chapter
HFMA

continued on page 3



First lllinois Chapter News, Upcoming
Chapter Events & Committee Updates

Membership Committee

Membership Directory Update

We recently discovered that the following members were inadvertently omitted from
the 2007-2008 Membership Directory, distributed last fall. The cause of the oversight
was a database extraction procedure which has since been identified and corrected.
First Illinois/HFMA sincerely regrets the error and for any inconvenience caused to

our membership.

John Brugioni, FHFMA, CPA
3328 Dato Avenue

Highland Park, IL 60035-1255
Phone: 847/432-3047
jlbrugioni@aol.com

Paul Dude, LFACHE
Financial Strategist
Assistance in Finance
To Institutions & Government, LLC
1528 Mansfield Drive
Aurora, IL 60502-6783
Phone: 630/740-9355
pdude@comcast.net

David L. Fringer

Product Support Specialist
Eclipsys Corporation

1550 Soldiers Field Road
Boston, MA 02135

Phone: 630/208-6572
david.fringer@eclipsys.com

Philip Fues
Chief Credit & Risk Mgmt Officer

Founding Partners Capital Management

20 N. Wacker Drive, Suite 2240
Chicago, IL 60606
Phone: 312/726-6731

philip.fues@foundingpartnerscapital.com

Mike Gaul

The Istari Group

13125 Sheffield Lane
Beach Park, IL 60083-3036
Phone: 847/360-1909
m.gaul@sbcglobal.net

Michael Grady, FHFMA, CPA
904 Buell Avenue

Joliet, IL 60435-6938

Phone: 815/685-2248
mgrady0827@sbcglobal.net

Melanie M. Hennessy
Corporate Controller
Rockford Health System
2400 North Rockton Avenue
Rockford, IL 61103

Phone: 815/971-5941
mhennessy@rhsnet.org

Alfred Moore

Audit Manager

Chan Healthcare Auditors

16065 Hickory Creek Drive, Suite 115
Mokena, IL 60448

Phone: 708/478-6321
amoore@chanllc.com

Kathy Reszel
Healthcare Consultant
1514 Canterbury Court
Darien, IL 60561-4452
Phone: 630/240-7674
kreszel@comcast.net

Edward W. Wehling
Quovadx/Healthvision

721 Manley Road

St. Charles, IL 60174

Phone: 630/584-8533
ewehling@healthvision.com

Debbie Weinstein Huml, CPCC
Founder

Inspiring Leadership Partners, LLC
Phone: 773/348-3720
www.inspiringleadershippartners.com

Tabari Woodson
Manager—Healthcare Finance
Rush University Medical Center
1700 West Van Buren, Suite 161
Chicago, IL 60612

Phone: 312/942-3660
Tabari_Woodson@rush.edu

pring has arrived and the season has

officially started, however, the warmer

weather seems to have a slow start. As
the temperatures keep rising and the snow
keeps melting, we are reminded to be patient as
a wonderful season is on the horizon. | can't
wait to see all of the tulips in full bloom! In cele-
bration of spring, | have chosen yellow for this
newsletter. Hopefully the color will stick out in
your piles of mail and it will not only grab your
attention but also brighten your day.

This is the last newsletter for this year, but |
have accepted the position of newsletter editor
for one more year. | hope that our members
continue to feel that the newsletter and its
content are an additional benefit to their mem-
bership in the First lllinois Chapter of HFMA.

As the new chapter year begins, | am almost out
of articles for the future newsletters. Therefore,
if you have an article that you think may be of
interest to other members, please forward them
to me. | try to get as many articles as possible
into the newsletters to keep everyone updated
on all of the changes in healthcare.

To make sure you don’t miss any of the informa-
tion in this newsletter, here's a summary:

Articles

1. Anatomy of a Market Meltdown

2. Step Outside of Your Comfort
Zone...Observations and Reflections on
Healthcare Financial Careers

Committee Updates
1. Updates to the Membership Directory
2. CVENT Information

HFMA Event Recaps

1. Founders Merit Award Recipients
2. Access Takes Center Court

3. Managed Care “Spring Training”

HFMA Upcoming Events

1. 32nd First lllinois Chapter HFMA Golf Outing
2. Annual Meeting

3. First lllinois Diamond Anniversary Ball

As always, if you have an article for future
newsletters, please forward them to my
attention. 4

Amanda Springborn
amanda.springborn@rsmi.com
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Founders Merit Award Recipients

Pam Waymack, Silver Award Jim Watson,Silver Award
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Gail Walker, Gold Award

William DeMarco, Bronze Award




Access Takes Center Court
March 6, 2008 alPAM Conference at OakBrook Bath & Tennis Club

BY KATHERINE MURPHY

he March 6th alPAM conference,

was attended by approximately 140

people and proved to be a bright
spot for everyone. The program educa-
tion session was multifaceted in topics and
included: the latest and greatest in Patient
Access Technology, a legislation update by
the THA, leadership, human resources, the
FBI regarding Healthcare Fraud and the
finale of The Good, The Bad and The Ugly
(presented by Clint Eastwood — AKA Jim
Heinking). Jim’s presentation was a big
hit with the audience and as you can see
from his photos — he spared nothing to
make a REAL statement!

Attendees were treated to mini-mas-

sages by Massage Envy throughout the
breaks and lunch. Guests also enjoyed

cocktails and a raffle at the conclusion.
Mark your calendars now for the fall

alPAM conference scheduled for October
2, 2008 at The Hyatt Lodge located on the

McDonald’s Campus in Oak Brook. @

alPAM Conference in full swing

The Good, the Bad, and the Ugly Olivia Gutierrez & Katherine Murphy

www.FirstlllinoisHFMA.org m [ ]



Managed Care “Spring Training”

Thursday, March 20, 2008

BY GRACE DAIGEL

t was like a breath of fresh air. On

March 20th, the first day of Spring,

First Illinois held its annual managed
care conference at the University Club in
downtown Chicago. Some highlights
from the day:

Dr. Terry Fouts, Senior Vice President
and Chief Medical Officer of Great-West
Healthcare, presented how managed care
is not just about rates and utilization
management anymore. There is a busi-
ness case for promoting wellness.

Elena Butkus, Vice President of Finance
for the Illinois Hospital Association, gave
us an overview of the most relevant bills
pending in the Illinois Legislature. She
also updated us on developments with the
Certificate of Need requirement, laws
affecting Quality and Patient Safety
reporting, Workers’ Compensation, Tax-
Exemption and Charity Care.

Liz Simpkin, President of The Lowell
Group, moderated a thought-provoking
discussion with executives from some of
Chicagoland’s most prominent managed
care companies:

* Aetna — Dr. Burt VanderLaan, Regional

Medical Director
« BCBSIL — Bill Patten, Senior Director

of Professional Network Management
+ Cigna — Sue Podbielski, President and

General Manager for the Midwest Markets
+ Humana — Paul Butler, Vice President

of Network Management
» United Healthcare — Michelle Lobe,

Vice President of Network

Management

Bridget Gibbons

This illustrious panel addressed:

+ approaches to pay-for-performance

+ what employers are looking for

+ whether payers have a role in helping to
fund provider efficiencies, such as
EMRs

+ consumer-driven health plans and what
is being done to help providers collect
increasing amounts of patient
responsibility

+ Medicare Advantage plans

Sue Podbielski said that what their cus-
tomers are looking for are transparency,
consumer education, value as a partner,
and renewal predictability. With regard to
the funding question, Paul Butler com-
mented that there is a business case for
such funding —“How much are we going
to save collectively?”

The panel also fielded questions from
the audience. What percentage of claims
are electronic? Bill Patten commented
that BCBSIL tracks this percentage as an
Administrative Efficiency and BCBSIL's
percentage is 95%. What is value-added
on a Medicare Advantage plan? An
attendee commented that there have been
multiple iterations of Medicare managed
care attempting to enter the market.
What are the practices regarding retro-
spective outsourced audits? The concern
was that there is a lack of consistency and
subsequent lack of accountability regard-
ing interpretation of contract terms. As
one attendee asked, “What are the rules of
engagement?” From a payer perspective,
Dr. VanderLaan commented there may be
more claims that are hitting a “take
notice” threshold. Michelle Lobe com-
mented that reimbursement methodology
affects whether a claim is audited.

Bridget Gibbons, Vice President of
Finance at the Neurologic & Orthopedic
Hospital of Chicago, walked us through
how to calculate Medicare inpatient reim-
bursement, including calculations for
Disproportionate Share (DSH), Indirect
Medical Education (IME), and Outliers.

Keith Kudla, President of Illinois
Harmony/Wellcare, addressed the debate

m www.FirstlllinoisHFMA.org

Elena Butkus

over whether Medicare Advantage (MA)
plans are overpaid. He contended that
the commonly quoted statistic about how
12% more is spent on MA than original
Fee-for-Service Medicare is really a myth.
He described how CMS establishes
benchmarks for every county in the
United States and how there is wide varia-
tion in the benchmarks. He also
described an MA bid and how 75% of the
difference between the bid and the bench-
mark is used for added benefits for
enrollees.

Dr. Kaveh Safavi, Chief Medical Officer
of Thomson Healthcare, discussed trends
in hospital demand, reimbursement, hos-
pital financial performance, clinical per-
formance, and consumerism. Dr. Safavi
noted that Medicine (compared with
Surgery, Mental Health, Newborn, and
Women’s Health) accounted for 62% of
growth in inpatient cases. Renal Failure
and Dialysis experienced the biggest
increases. With regard to consumerism,
Dr. Safavi characterized the Quality
Driven Consumer (i.e., someone likely to
research ratings information on hospitals
or doctors and likely to change hospitals if
preferred hospital received a low rating)
as wealthy Baby Boomers and Generation
X’ers. Quality Driven Consumers are
more interested than others in informa-
tion about medical conditions and their
physician’s background. Quality Driven
Consumers however only represent one
out of five U.S. Adults and 76% of con-
sumers overall would not change physi-
cians for poor ratings.

continued on page 7



Managed Care Spring Training (continued from page 6)

Jeff Teske, partner at Hogan Marren,
brought his wealth of antitrust law exper-
tise and addressed the importance of clin-
ical integration for joint negotiation/con-
tracting and discussed the indicia of “real”
clinical integration. He addressed how
the electronic medical record (EMR) fits
into clinical integration.

The Managed Care Committee wishes
to thank all our speakers and our over
one hundred attendees for making our
“Spring Training” a great event. We also
thank Great-West Healthcare for its gen-
erous support of this year’s Social Hour
reception after the program.

Sure, Chicagoland got walloped by a
Winter snow storm the very next day, but
we Spring ahead having gained knowl-
edge and inspiration from our managed
care conference.

Managed Care, Bill Patton, Paul Butler, Sue Podbielski, Michelle Lobe, & Burton
VanderLaan, M.D.

THERE ARE HUNDREDS OF
WAYS WE HELP HOSPITALS.
HERE ARE FOUR

* 401(k) PLAN AUDITS

* 401(k)/DEFINED BENEFIT PLANS*
* INVESTMENT CONSULTING*

* CO-FIDUCIARY SERVICES*

*Services provided by PMFA, an affiliate of Plante & Moran, PLLC

For more information, please contact Pat Moran at 312.602.3549
or Sal Veltri (PMFA) at 312.899.4460.
plantemoran.com THRIVE.

CPAs /Business Advisors
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Watch Out and Save The Date!!!
First lllinois Chapter - HFMA Golf Outing is May 23, 2008

The 32nd First lllinois Chapter HFMA Golf Outing will be held on Friday, May 23, 2008 with the
primary scramble location at St. Andrews Golf and Country Club and the Klein Creek Golf Club
for regular play.

All participants in our outing will receive a golf gift of a Callaway Watch — Men and Women will have two styles to
choose from and there will also be Callaway staff onsite at St. Andrews to adjust watch sizes.

For early bird golfers, an early barbeque will be held from 11:00 AM to 1:00 PM outdoors,
weather permitting.

Our regular networking barbeque will be held after golf — the barbeque opens at 3:00 PM
and runs until 7:00PM.

Sponsorship opportunities for this fun and well attended event are still available!

For more information, contact Ross Stebbins, Golf Committee Co-Chair for more information
via email at ross.stebbins@rsmi.com or at (847) 413-6918. Get your tee times booked before
they fill up!!!

¥% Charter One Healthcare Receivables

Not your typical bank®

» Call Center Solutions

» Extended Busimess Office Services
» Customized Pre-Collection Services
Reputation. Expertise. Commitment. » Third Party Recovery

» Bad Debt Recovery

* [itigation

And the ability to execute.

At Charter One, we understand healthcare organizations have unique

877-427-05S55

objectives, particularly when it comes to ready access to credit. Our ICS'COLLECTION COM

Healthcare Financial Services Group is based in Chicago, ready to

needs when it comes to achieving their financial and strategic

assist and respond quickly with innovation and creativity. With a
dedicated focus on not-for-profit acute care and long term care, the " ‘ - l (“
vast and committed resources of our parent company, the Royal Bank P COLLECTION SERVICE
of Scotland, and an experienced team of professionals, we have the ‘ 1\_/ \ ,

customizable solutions your organization needs to thrive.

ESTABLISHED 1940

CHARTERONE.COM/HEALTHCARE

Mike King, Senior Vice President
michael.b.king@charteronebank.com
1-312-777-3487

Member FDIC. Charter One is a division of RBS Citizens, N.A.
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Observations and Reflections on Healthcare Financial Careers

BY LINDA KLUTE, TATUM LLC

EXHIBIT| - SHILLE AHD EXFERENCE CHECRLETE
SOUREE: Tabum LLD Hacufing Gaideiran
W' how o g fo-daks and whad weukd you S ko sl ko socr potfela P

Fasl
Experiosoas Enporiane - Gead -
B = Buaniz, Eapsbris s kb
| = bk etk wnik
E = Expart
1

0
= Lorg e
& Horw heslh, smooe. aker soalssule

Vanspsd cam mmeany

Lz powrce. CHO o pharre

Davica

Fragng. lab, AEC

Technzkgy dewispathvesdar

5 Diver sen MG bysines

Tywew af compay eepese e

For-pealil

Habarpmii

For-asall — publk S0MEany

Bilon & cormany

St s canmEny

Turmaira rekwind dewnibark i alay

Union eawiacamant

Varpen. azguaiony dhmities

| =]

[P0 Fpouesd coppeoooey

& 590 peans an CFO - ol kand sores sddfin
caTan e wild s s of S50 milion o mow

# 4L+ yeam Sanncal varagemont, pakmtly wthin
ulipls comps i, @ dine o dirend incy
sagraanty

= Froves smoem pravdeg dnevid wedeshpasd

% Calsblabed profsacnal seheork

% Capdsl mising - bath dabl ard acsly

= Pubhe sczouning ot frascal somling

% Eqaly PO, BC mpotg, reak sgulylnding,
avealer el

" Verpo. acauadonn drenltaes dew

sesyaiambion, dab diqars aisgrekon |

% Enawkedge of SEL recsrmants, mbic Fing,
L

= 0 sl o ok
scoaanbrg

Tremaury

®_ bdevalaralfurdieg e sonatdalian

B Humao weboaroeh Gik msangs el

Lags

CRA, MGA, DA athar crsdanlaks

7]

S0y of conierhip, a1 bl Loma wANin
comgenies wth reverues of £33 nilios ermore

& AR mporiing. rier el ooy, Francel
e, cal wocoariag, Sadl, nsasge neni of
H

¥ inlariaca wih all s of ranagarsenl

Cwairsbls sazarwnce

Current lograed C1'A

Dirncd mpat da CFLF

Tax and audil grocoasas

Ininrachan wilh suddon, banken cobuice counesl

Evalsaban andre-daugn olfnenzal ks

Aassawrant 3f fran cinl alalarenis

Cranmghl of reamey funcien

Hraraincgs af BEC mguran i, paepamion of
pubio ings, inlerssl orbel

¥ Berbanes Duivy o riation sasmramen] vl
caribcabionn

¥ LRP mymiama

=  Hudgel devsiopmant igegerimen, capilal
0w Bl ke |

= Eslabiahod profewsar sl rebeod

Audd #ara | Heguremanis — Heafhzam - ol cascicales

= Krowiedge ol o scuslry o 2 whols, nol Lt sub-

-l

] T E———

Cioat coniml

Blw ardgawr=snog

Aczmoa , mpading cosdrh

fudd Bara| Mg wrererds — Healthoare — Hevanws Upca
O

= gach of g Folwing gram:

Azzasy

[==7]

Crags sagtam

Hunirays cHog

T T I

o Masaged cars soabaciealicadas

Cunlarar mrvon

Incapmaead responadidly vetiin Tl -depa rimedi

v
= Commtiap e projact raregermant
5 Prcutiiamods del o men

Clnealeszerenss @ pla

Oear

® Marinty in 820 ol COMDany duing weer
insponssca @ a warsly of smssdesrshis)

= arkly 7 melurly lval ol compeny dareg carer
(RAD0SADd @ waraLs HRQRG-REAINK - darl L
lamugh eulablashed: soerero = mazegmg
Isoabisd slkinlians d saimbis)

= Warieby in swling —usninnar citp, mede, nural,

ealthcare is an enormous industry

with many career paths, so taking

the time to consider professional
development is an important activity for
each of us. Even those who are not cur-
rently seeking a job change can benefit
from a self-examination of experience
and skills. The following observations
serve as a checklist for professional devel-
opment for CFOs, controllers, and other
financial managers.

Experience Portfolio Assessment

Healthcare management recruiters look
for professionals with well-rounded
career experience who have a desire to
leverage and accelerate their experience
base by providing services to their clients.
They seek individuals with a sense of
adventure and the confidence to take on
new challenges within a wide variety of
settings. Completion of the skills and
experience checklists for financial and
healthcare professionals in Exhibit I is an
excellent exercise for assessing your past
experience and determining goals for the
future.

A Broad View of the Industry
While HFMA includes members from

every slice of the healthcare industry pie
(Exhibit IT) and the healthcare market-
place swirl (Exhibit I1I), the explicit and
implicit focus of HFMA is often on acute
care. Obviously acute care is an impor-
tant part of the healthcare industry pie,
but there are so many other slices and
ingredients. If your experience is
provider-based, ask yourself about your
understanding, experience in and appre-
ciation of other areas (e.g., payer, suppli-
er, vendor, advisor, other types of
providers, etc.). Also, evaluate how
diversified your experience is within the
provider space. Have you worked in
both for-profit and not-for-profit set-
tings? Do you have work experience in
ambulatory, home health and acute care?
For those in the payer and supplier/ven-
dor slice, would it be beneficial to walk in
the shoes of “the other side” for awhile.

We often hear in HFMA circles about
the differences between provider mem-
bers and vendor members. This per-
ceived division can represent a narrow,
skewed and dangerous point of view for
the healthcare industry as a whole. We
may have different jobs within the indus-
try at any point in time, but we are all
industry professionals.

continued on page 10

EXHIBIT Il - $2.1 Trillion Healthcare Industry

Scwurca CMG, Dffico of tho Actuary
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Observations and Reflections on Healthcare Financial Careers

(continued from page 9)

Over the course of one’s career, much can be
learned by experiencing different points of
view. To be successful, you need to keep your
skills sharp and maintain a balanced perspec-
tive, including all of the areas in the healthcare
industry pie and the evolution of the sub-
industries and influencers of the healthcare
marketplace swirl.

Thinking Through Likes and Dislikes

As you evaluate your experiences, review your
past positions in terms of what you liked most
and least, and consider the accomplishments of
which you are most proud versus the least
proud. With regards to likes and dislikes,
everything counts to some degree.

Consider how important various job aspects
are to you, such as:

Stimulating people — upside and downside

Inside the organization

Customers

Advisors

Commute

Facilities — luxurious versus bare minimum

—how much do you really care?

Experiences to be gained

Hard skills

Soft skills

Operations versus strategy role — or a blend?
Ability to problem solve and project manage
Repetitive nature of work — comfort in
knowing your place every day versus enjoy-
ing ambiguity

Positive boss/mentor versus negative
boss/mentor

Strong board versus weak board

Ability to influence and improve either of
the previous two items

Filling in the Gaps

Regardless of your career stage, there are prob-
ably some situations and challenges you would
still like to experience. If they are not on the
horizon in your current position, it may be
appropriate to look for new opportunities.
There are plenty of options, so determine your
risk tolerance when considering a move.
Remember to consider the risk of staying put
with limited exposure versus the risk of jump-
ing out of your comfort zone into new parts of
the industry and/or new roles.

If you have confidence in yourself, you will
grow from each new (good, bad or ugly)
experience. Likewise, as a leader, coach and
mentor within your organization, ensure that
you encourage the people you manage to take
appropriate risks with an eye to long-term
career growth, well-rounded industry knowl-
edge, hard and soft skill development, and sat-
isfaction from accomplishments.

Linda Klute is a National Healthcare Practice
Leader for Tatum, LLC. She can be reached at
Linda.Klute@TatumLLC.com.

Exhibit Il - Healthcare Marketplace
A complex adaptive environment with many moving parts and many
different businesses, continuously influencing each other

Vendors/Suppliers - New technologies,
new drugs, new data, quantum changes

in care capabilities and metrics
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Management ’ e
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Automated patient-centered care

“HIGH TECH” CARE

wellness and AN

Payers - including
employers and
government

methods of ¢

care -

Hundreds of payers,
thousands of plans

Healthcare is a constantly changing and adaptive complex environment

Many interest groups
Many opportunities and opportunists
Constant flow of new ideas, methods, products, concepts

Public pressure, constantly changing regulations

T

Source: Linda Klute, inspired by Crossing the Quality Chasm:
A New HealthSystem for the 21st Century, Committee on Quality
of Health Care in America, Institute of Medicine, Appendix B
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in the bond insurance market,

(2) the current state of the insured auction
and insured variable rate demand bond
markets, and (3) some of the key options and
issues facing healthcare borrowers affected by
the current market crisis.

The Bond Insurers Take a Hit

The “AAA” (or formerly “AAA” for some) bond
insurers most active in the healthcare sector
are AMBAC, Assured Guaranty (AGC), CIFG,
FGIC, FSA, and MBIA, which together insure
in excess of 50% of outstanding municipal
bonds. Radian Asset Assurance (Radian),
which is rated “AA,” is also active in the health-
care sector and has insured bonds for borrow-
ers in the lower “A” and “BBB” rated segments
of the market.

Traditionally, the “AAA” bond insurers have
focused on insuring fixed rate, auction rate
and variable rate demand bonds issued by a
range of higher rated municipal borrowers
(typically “A” category and above), including
state and local governments, healthcare orga-

SO K

Your end-to-end business process
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pricing structures tailored exclusively
for the healthcare community.

Healthcare’s New Bottom Line.
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customizable programs and

www.MiraMedGS.com

Q

Global Services, Inc.

(continued from page 1)

nizations and others. To be sure, bond insur-
ance provided predictable revenues (based on
the annuity stream from policy underwriting)
and enviable margins.

In the roughly two year period leading up
to the second quarter of 2007 a combination
of low interest rates, increasing use by borrow-
ers of derivative-based fixed rate structures,
tight credit spreads for fixed rate bonds and
increasing investor demand decreased the eco-
nomic advantage of bond insurance. As such,
insurance that was being utilized was primari-
ly in the auction rate and insured variable rate
markets with much less fixed rate insurance
being underwritten. Facing this market
dynamic, a number of the bond insurers
expanded into other markets, including insur-
ing mortgage-backed securities, in an effort to
increase underwriting volumes and revenues.

As events in the sub-prime market began to
take shape in the first and second quarters of
2007, the three rating agencies — Standard &
Poor’s (S&P), Moody’s Investors Service
(Moody’s) and Fitch Ratings (Fitch) — indicat-

ed their intent to evaluate bond insurer expo-
sure to the deteriorating sub-prime mortgage
market and run “stress test” models, which
evaluate insurer capital adequacy under worst
case default scenarios. In the end, press cover-
age and rating agency communications have
revealed that some bond insurers are more at
risk than others.

To date, FSA and Assured Guaranty appear
to have weathered the storm; however, one or
more of the rating agencies have taken action
on a number of the bond insurers over the
past six months citing concerns about capital
adequacy and sub-prime exposure. The fol-
lowing table highlights the current ratings of
the monoline municipal bond insurers most
active in the healthcare sector.

So what is next for the bond insurers?
MBIA recently raised over $2.6 billion from
the issuance of equity and surplus noted;
however, it is unclear whether this may have
been enough to satisfy the rating agencies.
CIFG was recapitalized through an ownership
transfer to two major French banks, but was

(continued on page 12)
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recently downgraded from “AAA/Aaa” to

“A-“ by Fitch, “A1” by Moody’s and “A+” by
S&P. AMBAC is “evaluating” a number of
options after being recently downgraded to
“AA” by Fitch, including potentially separating
its municipal business from the rest of the
operations, and time will tell if a $1.5 billion
recapitalization completed on March 7th will
diminish its ratings uncertainty. FGICs situa-
tion appears most dire of all with its ratings
downgraded to the lower investment grade
category by Fitch and Moody’s and to sub-
investment grade in the case of S&P.
Exploratory talks are also underway regarding
a potential bailout syndicate to be formed by a
number of major financial institutions, and a
number of state insurance commissioners
have begun to weigh in with hearings and less-
than-appealing options for the bond insurers.
Finally, Warren Buffet’s Berkshire Hathaway
has formed a new municipal insurance entity
that looks poised to take advantage of the dis-
array in the bond insurance market.

(continued from page | 1)

In the end, the continued uncertainty
regarding a number of the bond insurers has
only heightened the anxiety and malaise pre-
vailing in the municipal credit markets.

The Death Nell for Auction Rate
Securities

The first auction rate issue was brought to
market in 1984 by Goldman Sachs and since
that time, the auction rate market has grown
to over $350 billion. A range of corporate and
municipal borrowers have utilized auction rate
securities to lower their overall cost of capital
and shift the “put” or liquidity risk to investors
by eliminating bank credit facility renewal
risk. High net worth and corporate investors,
on the other hand, viewed auction rate bonds
as an opportunity to generate incremental
yield relative to that which was offered by tra-
ditional money market funds.

Virtually all outstanding auction rate securi-
ties are insured by the monoline bond insurers
and it is this linkage to the bond insurers, many

of which are experiencing heightened ratings
pressures and downgrades, which has lead to
the rapid decline and current state of dysfunc-
tion that characterizes the auction rate market.
Unlike the variable rate demand bond mar-
ket, investors in auction rate securities do not
have the explicit right to “put” or sell their
bonds back to the broker/dealer, whose job
entails making a market by matching buyers
and sellers and through a Dutch auction
process, determine a yield that “clears” the
market of available bonds. A “failed auction”
occurs when there are more sellers than buyers
or there is no rate that clears the market of
available bonds and, as such, the yield is auto-
matically set at a much higher penalty or maxi-
mum rate. Ultimately, the pillars of the auc-
tion rate market are the liquidity provided by
the broker/dealers and the strength of the
financial guarantees provided by the municipal
bond insurers. Recently, as many healthcare
and other municipal borrowers have come to
realize, these pillars have begun to crumble and
(continued on page 13)
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some might say - have already
fallen.

To give you an idea of the cur-
rent state of the auction rate
market, a Bloomberg article
from March 5, 2008 noted the
following statistics. From 1984
to 2006, there were 13 failed auc-
tions. In the last two quarters of
2007, there were 31 failed auc-
tions. In the first two weeks of
January of 2008, there were 32
failed auctions. On March 4,
2008, there were 521 failed auc-
tions and the trend continues
today with, on average, upwards
of 60% of auctions failing each
week.

Bond insurer rating pressures
and downgrades have caused
traditional auction rate investors
to shun the market and some
broker/dealers, who are the same
financial institutions facing capi-
tal challenges due to their sub-
prime exposure, are electing to
not support auction rate pro-
grams leading to increasing
numbers of failed auctions. In
the end, the question among
auction rate market participants
is not whether the market will
correct itself; it is how long it
will take to unwind completely.

Flu Strikes the Insured
Variable Rate Market

Insured variable rate demand
bonds, along with those backed
by letters of credit, are typically
sold to institutional money mar-

(continued from page 12)

ket funds and unlike auction
rate bonds, these investors have
the right to sell their bonds back
to a remarketing agent who
makes a market and finds new
investors for the bonds. Bond
insurance guarantees the pay-
ment of principal and interest
and a standby bond purchase
agreement issued by a commer-
cial bank provides liquidity sup-
port in the event of a failed
remarketing.

Under normalized market
conditions, remarketing agents
have typically purchased into
their own inventory any unre-
marketed bonds rather than ten-
der them to the bank providing
standby bond purchase agree-
ments. This would cause the
interest rate to increase to a
much higher penalty rate, which
would cause angst for the bor-
rower/client. In the current
market environment, however,
many remarketing agents are
finding it increasingly difficult to
continue to make active markets
in insured variable rate bonds
and inventory unsold balances.
In contrast, the non-insured
(i.e., letter of credit-backed)
variable rate market is “open for
business” and functioning nor-
mally.

Standby bond purchase agree-
ments typically allow the com-
mercial bank providers to termi-
nate their commitment to pur-

chase unremarketed bonds with-
out notice if the bond insurer
were downgraded below invest-
ment grade or, in some cases,
higher thresholds. In this situa-
tion, investors are left in a very
undesirable and very illiquid
position.

The recent and ongoing bond
insurer challenges have height-
ened investors’ fear that this
heretofore unlikely scenario
might actually occur and lead to
an exodus from variable rate
bonds backed by insurers per-
ceived to be at risk. As a result,
interest rates for insured variable
rate bonds guaranteed by “at
risk” insurers have increased
dramatically along with liquidity
challenges for remarketing
agents.

Options and Issues Abound

Borrowers with exposure to the
auction rate and insured variable

rate markets have seen their
interest costs increase dramati-
cally. In some extreme cases
failed auctions have triggered
penalty rates that are 15-20%,
compared to the 3-5% issuers
had been accustomed to. While
this has been painful in the near-
term, a continuation of the cur-
rent situation could begin to
affect the borrowers’ underlying
ratings, which is the least desir-
able outcome.

As borrowers evaluate the
range of potential alternatives to
lower their interest costs and
market risk, two key factors will
likely be central to the cost /
benefit analysis; specifically, the
likelihood of regaining the value
of the bond insurance pur-
chased upfront at the time of
issuance and the latitude afford-
ed by a borrower’s particular
bond indenture that might
allow for a less costly and more
timely solution.

(continued on page 14)
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As noted above, four of the six municipal
bond insurers most active in the healthcare
sector have either been downgraded by one
or more rating agencies, or are facing ongo-
ing ratings uncertainty. And these actions
have shaken investor and borrower confi-
dence in the bond insurance market to
the core.

It is undoubtedly difficult for many bor-
rowers to contemplate walking away from the
expensive upfront premium and the insurer
guarantee; doing so would require the bor-
rower to write-off the unamortized bond
insurance premium and potentially all of the
costs of issuance from the original issue,
which would directly impact the balance
sheet. However, it is also difficult to envision
a return to normalcy in the near-term in
light of recent and ongoing events.
Borrowers must carefully evaluate, as part of
their broader decision-making process, the
likelihood that an “at risk” bond insurer to
which they have exposure might be “rehabili-
tated” in an acceptable timeframe.

The flexibility provided in a borrower’s
bond indenture will also factor into deter-
mining the range of viable alternatives for
those exposed to the insured auction and
variable rate markets. Recent “state-of-the-
art” indentures provide for conversions
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(continued from page 13)

among a number of different modes, includ-
ing fixed, auction, multi-mode (i.e., letter of
credit-backed variable, insured variable,
multi-year, etc.). With this latitude a borrow-
er has the ability to target opportunities in
one or a number of different modes.

In many cases, the timing of executing a
conversion could be shorter than a tradition-
al refinancing, however, several mitigating
factors might include disclosure require-
ments, effects on any interest rate swaps that
might be tied to the original bonds, potential
tax law ramifications, and the availability of
required bank credit capacity if converting to
a variable rate mode with a stand-by bond
purchase agreement or letter of credit.

In contrast, older bond indentures may
not have incorporated this flexibility and as
such, the borrower may be faced with a
choice between refinancing and doing noth-
ing, each of which has its own costs and
issues.

Summary

The bond insurance market is in a state of

disarray not seen since its birth in the early
1970s, and the ongoing ratings uncertainty
has virtually paralyzed the auction rate and
insured variable rate markets.
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Borrowers with exposure to these markets
and any of the “at risk” bond insurers, having
seen their interest costs skyrocket, are devoting
a considerable amount of management time
to identifying and evaluating options to get
them out of the affected markets.

In the end, it is important for borrowers
seeking solutions to work closely with their
investment bankers and/or financial advisors
to: (1) lay out the range of options and the
associated benefits, costs and issues; (2) eval-
uate the current and potential future risks
associated with the bond insurer(s) to whom
they have exposure; and (3) understand the
mechanics of their bond documents and the
latitude afforded by them.

These are unprecedented and challenging
times, to say the least, and our recommenda-
tion would be to begin developing strategies
if you are exposed to the auction rate and/or
insured variable rate markets immediately.
The uncertainty in the bond insurance mar-
ket is far from over, the fixed rate markets are
bracing for billions of conversion-related new
issue supply, and bank credit capacity may
soon become scarcer and more expensive. &
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HFMA Editorial Guidelines

First lllinois Speaks is the newsletter of the First lllinois Chapter of HFMA.

First lllinois Speaks is published 4 times per year. Newsletter articles are written by
professionals in the healthcare industry, typically Chapter members, for professionals
in the healthcare industry. We encourage members and other interested parties to
submit materials for publication. The Editor reserves the right to edit material for
content and length and also reserves the right to reject any contribution. Articles
published elsewhere may on occasion be reprinted, with permission, in First lllinois
Speaks. Requests for permission to reprint an article in another publication should be
directed to Editor. Please send all correspondence and material to either of the
editors listed above.

The statements and opinions appearing in articles are those of the authors and not
necessarily those of the First lllinois Chapter HFMA. The staff believes that the con-
tents of First lllinois Speaks are interesting and thought-provoking, but the staff has
no authority to speak for the Officers or Board of Directors of the First lllinois Chapter
HFMA. Readers are invited to comment on the opinions the authors express. Letters
to the editors are invited, subject to condensation and editing. All rights reserved.
First lllinois Speaks does not promote commercial services, products, or organizations
in its editorial content. Materials submitted for consideration should not mention nor
promote specific commercial services, proprietary products or organizations.

Style

Articles for First lllinois Speaks should be written in a clear, concise style. Scholarly
formats and styles should be avoided. Footnotes may be used when appropriate, but
should be used sparingly. Preferred articles present strong examples, case studies,
current facts and figures, and problem-solving or “how-to"” approaches to issues in
healthcare finance. The primary audience is First lllinois HFMA membership: chief
financial officers, vice presidents of finance, controllers, patient financial services
managers, business office managers, and other individuals responsible for all facets
of the financial management of healthcare organizations in the Greater Chicago and
Northern lllinois area.

A broad topical article may be 1000-1500 words in length. Shorter, “how-to” or
single subject articles of 500-800 words are also welcome. Authors should suggest
titles for their articles. Graphs, charts, and tables (PDF or JPG only) should be pro-
vided when appropriate. Footnotes should be placed at the end of the article.
Authors should provide their full names, academic or professional titles, academic
degrees, professional credentials, complete addresses, telephone and fax numbers,
and e-mail addresses. Manuscripts should be submitted electronically, on computer
disk or by e-mail as a Microsoft Word or ASCII document.

Founders Points
In recognition of your efforts, HFMA members who have articles published will
receive 2 points toward earning the HFMA Founders Merit Award.
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