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Executive Summary

Tenet Healthcare’s current financial situation is a result of several factors.  The problems include a federal investigation of overcharging Medicare, performing unnecessary invasive heart procedures, and rewarding doctors with kickbacks.  In addition to these problems Tenet’s bad debt expense is increasing rapidly due to the fact that they are paying off numerous, repetitive lawsuits.  Actions must be taken to better their financial position, and there are some opportunities still out there.  The following pages discuss several pertinent problems that Tenet Healthcare currently faces and recommendations to alleviate their current financial distress. 

Our first suggestion is for Tenet to reduce their debt and expenses.  They are in the process of selling off some of their hospitals.  We feel that Tenet should continue to do this and sell all of their hospitals with low profit margins.  Selling off the equipment from these hospitals will also generate some revenue for them.  One of the main things that has been hurting Tenet is their increasing bad debt expense.  A solution to this problem is to be more selective with the patients they treat.  By doing this they can reduce the risk of bad debt expenses that come from patients with either no insurance or insufficient insurance.  Another big expense for Tenet over the last year has been legal fees due to lawsuits that have been filed against them.  Instead of taking all of these suits to court it would be more beneficial to them to settle some of them out of court.

Another suggestion to Tenet would be to open or purchase specialty hospitals in addition to the hospitals they already own.  These hospitals generally have low costs and high profits, which will be beneficial to Tenet.  We suggest that Tenet purchase already existing specialty hospitals, but another option is for them to open new ones.  Buying existing hospitals would be better for them because they would not have to compete as much with already existing specialty hospitals.

In addition to reducing debt and expenses and buying specialty hospitals, we feel that a big step in improving the financial status of Tenet would be to completely restructure the company.  This would involve everything from changing the name of the company to restructuring the different departments of the company.  One of the biggest problems Tenet is facing right now is that they have lost the trust of many of their patients, investors, and employees.  By restructuring we feel that Tenet can start fresh and build their way back up to where they were financially before they started having problems.  

While all of our suggestions are merely recommendations, we see our recommendations for Tenet as having both a short-term positive impact on the financial statements and operations, and a long-term positive impact on operations.

Expense and Debt Reduction

Tenet Healthcare is currently facing many increases in their expense and debt accounts.  The bulk of these increases are due to ongoing investigations and lawsuits.  These costs are causing Tenet’s impairment and unusual charges account, and their bad debt expense account to increase rapidly.  As long as these accounts continue to increase, with no offset on the revenue side, Tenet’s financials will continue to decline at a rapid pace.  In order to offset or mitigate some of the losses, Tenet should settle some of their lawsuits out of court, reduce their bad debt expense, sell off some more of their hospitals, and merge departments internally.

Beginning in 2003 and continuing to date, Tenet has paid $54 million in a settlement involving government accusations regarding one of their facilities in Redding, California.  This facility is being charged with the performance of unnecessary cardiac procedures.  This $54 million includes settlement fees, court fees, legal fees, etc.  

By settling these lawsuits out of court, Tenet could save $100,000 to $1 million by avoiding all legal fees and simply paying the settlement costs (calculations shown in Appendix A).  In order to determine which lawsuits should be settled out of court, Tenet will have to prioritize each case from smallest to largest and weakest to strongest.  They would then settle the small, weak suits on which they could potentially save money out of court.  The large, strong suits could be settled in court. By prioritizing each suit Tenet could eliminate a substantial amount of legal fees.  In addition to removing a sizeable amount of legal fees they are also moving the company forward since their professionals can concentrate on work without having a lawsuit as their primary focus. 

On the other hand, settling out of court not only eliminates the professional opinion of a judge, but it can appear to the public that Tenet is at fault when in some circumstances they might not be.  For example, according to a recent article in Business Wire Magazine, experts deemed 23 of the previously mentioned cardiac cases, which were under suspicion to have been unnecessary, appropriate.  By settling out of court, Tenet would have paid damages for these legitimate cases when they were really not liable to pay them.  However, since Tenet did take these cases to court they were able to receive a positive judgment.  This is an example in which spending the extra money helped Tenet.  Nevertheless, we feel settling out of court is still the better option for Tenet because any of the legal fees that they can save is better for them.  Also, many of their cases are repetitive/similar.  If they can settle these out of court they can avoid paying small repetitive legal fees. 

In 2003 Tenet budgeted $260 million for their "bad dept expense." In early November, it was announced that this amount had already totaled $522 million for the year.  In order to reduce their bad debt expense, Tenet could be more selective with their patients, do a thorough review of their intake procedures, and screen for the adequacy of insurance before treating patients.  If they decided to implement some of these ideas, we believe that Tenet could greatly reduce some of the bad debt they are facing.  

In spite of this, the actual process of being more selective toward patients is hard to define because so many different variables go into every patient.  Another downside to being more selective is that revenues would be decreased because they would be seeing fewer patients. 

However, we feel that even though revenues could suffer, the benefit of reducing the bad debt expense will surpass the loss.

Currently Tenet is in the process of selling off 14 of its existing hospitals and the equipment within them.  This is an excellent move to obtain extra money to assist them in paying these lawsuits.  According to an article in Health and Medical Weekly in September of 2003 Tenet received $550 million for 5 hospitals.  An article in the same magazine in October said Tenet received $25 million for another hospital.  These cash flows are classified as property, plant, and equipment, and will be used for general corporate purposes.  Possibly Tenet could and will use these savings to payoff more debt.

We believe that Tenet should analyze all 105 of their remaining hospitals and eliminate the ones with low profit margins.  By doing this they will gain proceeds from the sales and reduce debt and will be better off in the long run because they will have eliminated hospitals that are not meeting their targeted returns.  

One of the downsides of eliminating hospitals is that Tenet would greatly reduce their patient care.  For example, if they eliminated a hospital in one area, a patient would either be forced to go to a different health care provider, or he/she would have to travel a potentially much greater distance to another hospital owned by Tenet.  

However, we feel that the financial benefits from selling the hospitals outweigh the costs of keeping the poorly performing hospitals.  

While Tenet is selling hospitals they should also review the situation within their system.  They could combine some of the departments to help cut costs and create a more efficient working environment.   For example, they could merge the business department, financial information systems department, and administrative department together.  This would lead to a decrease in the need for some employees and therefore a decrease in their costs.

On the flip side of that, there are many consequences of firing employees.  One of these might include a lower morale of remaining employees.  There would also be a big impact on the lives of the people who were fired.  They would have to completely adjust and reorganize their lives for their new lifestyle.  Another consequence would be the cost that would be incurred for the training of new employees.

Yet, we feel the merging of departments and the elimination of some jobs within the departments benefits Tenet in the long run.  The merger will form a tighter internal network, and force Tenet to retrain employees, leaving them with a greater span of knowledge and an increased productivity level.

Specialty Hospitals

Another suggestion to help Tenet Healthcare would be to open or purchase specialty hospitals.  These specialty hospitals perform high-profit, high-demand operations and treat people on both an inpatient and outpatient basis, usually in the areas of orthopedics, cardiology, oncology, and diagnostic imaging.  A growing number of such hospitals have been started by groups of doctors and other corporations, which have taken this high-profit business away from larger acute care facilities leaving them with high-cost, lower-profit procedures.  Specialty hospitals also treat a lower percentage of severely ill patients (see Appendix C), which allows them to treat more patients in the same amount of time.  By doing so, these hospitals are taking more financially rewarding procedures away from community hospitals.  Specialty hospitals can also choose not to treat an individual whom they see to be less profitable than others; a community hospital does not have this luxury and generally must treat everyone.

Tenet should purchase several specialty hospitals and incorporate them into their already existing healthcare system.  This will allow them to make the profit off of these high-profit, low-cost procedures, increasing their corporate profits.  Tenet could incorporate the specialty hospitals as an addition to an already existing hospital, and share both supplies and resources, reducing the costs to both facilities.  Most specialty hospitals also have newer equipment to reduce doctor error during a procedure.  This will reduce malpractice claims and give the company less negative publicity while in turn creating a name for themselves for having up-to-date equipment, thus allowing for fewer errors in procedures performed.

To incorporate these specialty hospitals into Tenet’s already existing hospital structure the company should see these specialty hospitals as a way to recover the business that was lost.  In areas where there are Tenet hospitals close by, they could build a facility at the same location or add on to the existing hospital and transfer the equipment and personnel to the centralized facility.  This would further the sharing of resources and equipment, while also limiting the cost of transporting supplies to multiple locations.  Both the community hospital and the specialty hospital would benefit from this sharing of equipment and resources.  At the same time, joining the two powerhouses would aid in reducing the costs to both facilities.  Doctors that want to specialize in one of these areas can make a name for themselves while using the resources of Tenet and giving Tenet the reputation of having well known, dedicated doctors in specialized fields.  This reputation will greatly help with repairing the Tenet name in the healthcare industry today.

Tenet also has the option to open new specialty care facilities of their own to compete with already existing specialty hospitals in certain areas.  This would be a more costly approach than buying an existing specialty hospital because Tenet would have to hire more people in an industry that is suffering from a shortage of highly trained personnel.  Also, with the competition in certain areas and the recent negativity that surrounds the Tenet name, a competing specialty hospital owned by Tenet may not do as well as expected and may not be worth the costs of start up.  These costs include costly state of the art equipment, the purchase of supplies and delivery to the location, as well as premiums on specialty personnel.  Tenet should purchase an existing hospital so the market share, equipment, and personnel come in an already established package to greatly reduce these start-up costs.

To further support our argument we will look at the new war that has been raging throughout the healthcare industry between specialty hospitals and community hospitals.  The cause of this war is a vote to outlaw privately owned specialty hospitals.  The law is currently pushing forward through the U.S. Congress.  Many doctor-owned specialty hospitals fear the worst and are looking to sell their facilities before the vote, while they still have value.  Because of this, these facilities may be able to be purchased for less than they would be after the Congressional vote, if Congress votes to keep these privately owned facilities open.  Tenet needs to purchase these hospitals now while they can be purchased for less than they could a few months ago.  Although if Congress votes to outlaw privately owned specialty hospitals, these hospitals could be purchased for less since they would be out of business and would have no market share.  Tenet should not wait till after the Congressional vote, they can not afford to risk purchasing these hospitals at a premium, and the vote will most likely be tied up in court for years.  Tenet cannot and should not wait that long before purchasing these facilities.

Tenet should purchase existing specialty hospitals rather than building new ones to compete.  Tenet’s current plan has them staying out of the specialty hospital market and it is just putting the company in even more financial distress due to more lost business in the high-profit, high-demand operations in specialty areas.  If Tenet wants to stay in business they must change with the times and cater to what people want.  The old mindset of one-hospital-fits-all is over, people want doctors and hospitals that specialize when it comes to their health.

Restructuring Tenet Healthcare

In addition to reducing Tenet’s expense cost, reducing debt, and purchasing specialty hospitals, we suggest that Tenet take a more radical approach.   This approach would involve giving Tenet Healthcare a new company image by changing their corporate business structure and company name.   

There are many reasons why we feel that reorganizing the company is necessary to repair the negative image currently associated with Tenet.  Some of these reasons are: to assist Tenet in disassociating itself from the ramifications of pending lawsuits, allegations of kickbacks given to doctors, and the unnecessary surgeries performed on patients. Trust is very important for a healthcare provider to have with its patients so reestablishing a positive relationship with patients is crucial to Tenet’s future success.  This process would also streamline its current procedures and give Tenet Healthcare a fresh start in the market.

There is much involved with the restructuring of a company.  All of Tenet’s assets currently displaying the Tenet logo will need to be changed in order to exhibit the new company name.  This includes all signs on office buildings, stationary, website, etc.  Also, rigorous training seminars would be implemented for all new and current employees to better ensure improved service to Tenet’s patients.  Seminars, covering topics such as ethics, will be mandatory for all upper level management and employees directly involved with patient care (e.g. doctors, nurses, etc.).  To help Tenet accomplish such a task they will need to hire restructuring consultants and process and marketing consultants. 

Making changes of this magnitude can be very unnerving for current employees.  To help the effect of this, a transition program would be put in place in order to make this process easier.  As discussed earlier, a big part of restructuring involves the sale of low revenue hospitals, the combining of different agencies, and the termination of employment of non-productive employees in all areas.  After these changes had taken place Tenet would offer medical insurance companies a discount on their contracts as an incentive for them to offer their patients lower co-payments at any of our hospitals.  This would ensure that more patients choose Tenet hospitals for their entire range of healthcare needs.  

To finance the project Tenet will use a combination of three financial sources available to them.  First, they would use internal funds, which would include the money made from the sale of hospitals and revenue from our current hospitals.   Second, they will take out bank loans; hopefully, their previous attempts to lower dept would ensure a lower interest rate and a higher line of credit from suppliers.  Last, if necessary, the remaining funds required to complete the project would be raised by issuing both stocks and bonds.

Tenet plans on hiring two consulting firms, one that specializes in planning, overseeing, and assisting a company through the restructuring process, and another that specializes in researching a new company name for Tenet.  This will be the first expense of the project, costing anywhere from $600,000 to $1,000,000 annually for the restructuring consultants and $70,000 to $100,000 for the researchers.  Major costs will include the following (conceptually):

· Trademark cost for new name

· Legal fees 

· Cost to change old signs and other assets (e.g. pens, stationary, website etc.)

· Marketing cost (e.g. advertisements)

· Opportunity cost associated with offering cheaper contracts to Insurance companies 

For a Company of this size, the projects estimated total costs range from $60 million to $100 million.  Additional funds will be set aside to compensate for unforeseen costs that may arise.  In order to insure a successful turnaround, Tenet will adhere strictly to the 3 R’s of reorganization: repositioning, restructuring, and reengineering.  

Repositioning of the company generally refers to a strategic shift in its position in the marketplace.  This process of repositioning has been already started with previous purchases of specialty hospitals; which would concentrate on providing patients with more unique and specialized procedures and give Tenet a specific niche in the market.  

The second R is restructuring, which only denotes changes in the organizational structure of the company.  It refers to the entire process undertaken to accomplish the turnaround, as discussed earlier. 

Re-engineering of the business process is a term used to denote changes in the business process of the company and the changes in the way things are done, which are often the most challenging and fundamental.

In taking on a project this big, there will undoubtedly be many negative aspects associated with the project.  The first of these is the large amount of time involved in completely overhauling a company.  Another drawback of streamlining the company’s business structure comes from the downsizing of personnel.  With all the large changes being made to the company, we believe that employee morale will initially decrease, until the progression of time returns stability to the company.  There is also always the possibility of the restructuring project failing to accomplish its purpose of bringing the company out of their current problems, and causing the firm to be in further financial distress. 

Just as there are many negative aspects associated with the restructuring of the company, there are also many positive aspects to the project.  Under the new IRS revenue ruling (Rev. Rul. 2000-7), the removal costs for dismantling the old signs or changing over assets is now a tax-deductible expense.  We predict that the increase in volatility to the companies stock, usually caused by large projects such as this, would potentially make our stock more appealing to stockholders.  This would ultimately make the companies stock more valuable.  Streamlining the organizations business process enables the company to perform more efficiently.  This efficiency would ensure lower costs in the long run, which would in turn increase the company’s profit.  Additionally, with the implementation of the ethics seminars, the new Tenet Healthcare could help keep the unethical practices of the past from re-emerging.  Furthermore, the increased attention to patients’ needs could help regain the trust that Tenet has lost over the past years.  Although this risk of failure does exist, there is also the greater possibility of this project being a great success, which would pull the company out of its current downward spiral.

The process to completely restructure Tenet Healthcare will not be an easy one.  This project is one that involves a great deal of time, work, and money.  After considering all of Tenet’s options, we feel that all these sacrifices are necessary to ensure the survival and success of Tenet Healthcare for many years to come.  

Appendix A

Tenet Healthcare

Company Overview

Tenet Healthcare is an investor-owned healthcare service company that has been involved in numerous healthcare services throughout the United States since 1969.  Tenet owns and operates 105 hospitals in 16 states.  Within these hospitals they own 26,216 beds and employee 106,900 individuals.  Tenet also owns one general hospital and related healthcare facility in Barcelona, Spain.  Their main areas of operation are: general medical and surgical hospitals, psychiatric hospitals, specialty hospitals, nursing care facilities, and rehabilitation hospitals.  They also own physician practices and various ancillary healthcare businesses. (Tenet Healthcare Website). 

Tenet facilities operate in one line of business: they provide healthcare through their many general hospitals and related healthcare facilities.  According to Reuters Investor, Tenet’s domestic, general hospitals generated 96.9% of the net operating revenue in the year ended May 31, 2002, and 97.1% in the seven-month period ending December 31, 2002.

Each of Tenet’s general hospitals offers acute care services, operating and recovering rooms, radiology, respiratory therapy services, clinical laboratories, and pharmacies.  Most of their facilities offer: intensive care, critical care, coronary care, physical therapy, and orthopedic, oncology, and outpatient services.  A number of these facilities offer tertiary care services such as open-heart surgery, neonatal intensive care, and neuroscience. (Reuters Investors)

Tenet recently changed their fiscal year from May 31 to December 31.  Due to this change many recalculations were done in 2002 to update the information to the new fiscal year.  This change is common; the company is merely changing its year-end.  Often this kind of change is done to make it easier to compare financials with other companies within the industry.  

Recently, Tenet has run into a few legal problems regarding a federal investigation involving overcharging Medicare, performing unnecessary heart procedures, and rewarding doctors with kickbacks.  Due to these complications Tenet Healthcare’s stock has plummeted dramatically from $52.50 in October of 2002 to a closing price on Friday November 21st of $13.76. 

Currently, Tenet is trying to do whatever they can to regain their share of the market and reestablish their name.  They have begun to sell off hospitals throughout the United States.  Some of these hospitals include: one in Texas, one in Florida, two in Mississippi, two in Tennessee, one in Pennsylvania, and one in California.

In addition to selling hospitals, in March of 2003 Tenet announced they would consolidate their three operating divisions to two.(Reuters Investors)

Overall, Tenet Healthcare has been struggling over the past year or two.  These struggles are due to many poor decisions made of behalf of the doctors and managers of the company.  They have remained in a slump because they are paying off malpractice lawsuits that have arisen over the past two years.  Only time will tell if Tenet Healthcare is going to persevere through these hard times and come out ahead.  It is going to take a strong CEO and Board to pull this company out of this rut.  Fortunately, Tenet just officially named Jeffrey C. Barbakow chief executive officer of Tenet.  He has been with the company for a number of years and has been the “acting CEO” for a while.  Hopefully, he has the ideas it takes to turn this company around.

Appendix B

Situation A- Settlement is taken to court

Situation B- Settlement completed out of court

	
	A
	B

	Settlement
	$2,000,000
	$2,000,000

	Legal Fees
	$500,000
	$0

	Total
	$2,500,000
	$2,000,000


Conclusion:  Tenet could use the money saved by settling out of court to pay off some of the bad debt expense they have occurred or they could put the money toward other lawsuits.

Note:  The numbers are not real; they were fabricated to show the extent of money that 

could be saved.
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