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I.
Executive Summary
Tenet Healthcare Corporation is the second largest investor-owned healthcare services company in the United States.  It was enjoying tremendous growth and profitability until October 2002 when the company was named in a series of lawsuits and investigated by the federal government.  Moreover, its stock price dropped dramatically from a peak of $52.50 on October 3, 2002 to around $13 in November 2003, and a vast majority of institutional analysts have downgraded its securities due to the myriad of problems it is facing.

The most urgent problem for Tenet is to deal with the adverse effects arising from the numerous lawsuits and federal investigations.  The company’s liquidity, financial position, and operations will suffer, but the large amount of debt resulting from the penalties, fines, and lawyer fees could devastate the company.  Tenet has made several efforts to correct this problem.  One of the most important actions is asset selling.  Even though it recently divested 14 hospital groups to other healthcare companies and paid off debt instead of repurchasing its stocks, Tenet needs a more comprehensive plan for the future.  Instead, Tenet should consider a merger with HCA, the largest healthcare services company.  By doing this, Tenet could improve its credit status, strengthen its financial stability, and secure its future revenues.  In response to the allegations of performing unnecessary heart procedures, Tenet could set up a stricter peer review system in which board-certified physicians not affiliated with the hospital could perform random audits of cardiac surgeries. 

Besides the company specific problem, Tenet also encountered an industry wide problem: the escalating amount of bad debt.  As a result of a weak economy and rising unemployment, the number of patients unable to pay their bills has drastically increased.  The situation is worsened by the rising deductibles and co-payments.  In response, Tenet has flagged a large amount of funds as provisions of doubtful debt and changed their debt collection policies.  It also is running an in-house-collection agency to deal with the large amount of bad debt.  These measures, unfortunately, have not shown obvious effects.  Therefore, Tenet should contemplate passing on most of their bad debts to a bad-debt collection agency and refocus its in-house collection agency on very short-term bad debt.  Furthermore, it could sell some of the bad debts to a company, such as Medclr, the Medical Clearing House, to get instant cash inflows.  By adjust its pricing structure, Tenet could also make healthcare affordable to patients of all income levels. 

High pay to the executives, especially C.E.O.s, is another problem for Tenet.  The performance-related compensation system resulted in an aggressive pursue of profit by its former C.E.O., Jeffrey Barbackow.  Consequently, Tenet has replaced several executives.  In November 2002, Trevor Fetter was named the new C.E.O.  Because he previously held a top management position, Tenet should consider replacing him with an outsider in order to regain the trust of the government, shareholders, patients, physicians, and employees.  Tenet should also consider adjusting its current compensation system and the rules of its EVA bonus bank, and eliminate the system altogether.  Instead, utilize other ratios to calculate a bonus so as to avoid the managers from making short-sighted decisions.

While the short-term outlook appears to be bleak, Tenet is expected to resume its growth and reclaim its place as an unrivaled profitable enterprise if appropriate actions are taken.  

II.
Legal Woes

Tenet Healthcare, once the darling of the hospital industry, is not a stranger to charges of corporate fraud.  Nearly a decade ago when it was called National Medical Enterprises, Tenet paid a then-record $379 million fraud settlement (Rundle).  Nine years later, in the fall of 2002, it is once again embroiled in legal turmoil over its questionable corporate practices.

In the first of a series of alleged wrongdoings, Tenet's Redding Medical Center was accused by California state officials of over billing the Medi-Cal program by $12 million over two years after FBI agents raided the hospital and seized records belonging to its cardiologists.  As a result of a routine audit performed by the Medi-Cal program, the federal-state healthcare program for the poor, it found that the Redding hospital was routing bills for various services through the emergency room, where care is far more expensive, as a way of inflating costs.  Moreover, the hospital billed Medi-Cal for interest expenses even though it didn't have any debt (Kasler).  

An initial audit of the hospital's paperwork revealed $8.9 million in overcharges, which Tenet has already repaid.  A follow-up on-site audit found another $3.1 million in overcharges that has prompted the state to issue a demand letter seeking recovery of those dollars (Kasler).  

In a separate issue involving performing medically unnecessary heart procedures, Tenet agreed to pay $54 million to settle a potential false-claim action by the U.S. attorney's office in Sacramento, California, against its problem-ridden Redding facility in August of this year (Rundle).  While Tenet settled the claim without admitting any wrongdoing, it is under fire once again from Blue Cross of California, who stated that it would end its contract on November 30, 2003 with a Tenet hospital, Doctors Medical Center, in Modesto, California.  Blue Cross based its termination on a study of 52 coronary artery bypass graft cases involving only Blue Cross members at the Redding and Doctors hospitals.  The results revealed that 85% of the surgeries at Redding and 59% at Doctors were unnecessary and unwarranted (Kelly).  Consequently, Blue Cross determined that there are "significant and serious health and safety concerns with the procedures" and suspended authorizations for non-emergency CABG procedures at Doctors Medical Center (Suszynski).
In addition to losing the contract, which would affect all PPO, HMO, Medi-Cal, Point of Service, Medicare and Medicare supplemental policyholders, the U.S. Department of Health and Human Services said that it had launched a proceeding to possibly bar the Redding hospital from federal health programs after conducting its own investigation (Rundle).  In fact, all these investigations have prompted the U.S. Department of Justice to issue a second subpoena to Tenet seeking records concerning the corporation's Medicare billing practices.  The first subpoena came in January after officials questioned its bills to the government, which were far above the norm for its sickest patients (Suszynski).   

But the problems for Tenet do not stop there.  The associate administrator of Alvarado Hospital Medical Center, which is owned by Tenet, has been arrested for obstruction of a criminal investigation and witness tampering as part of a larger federal investigation into illegal kickbacks.  Mina Nazaryan demanded kickbacks from physicians who signed questionable relocation agreements with the hospital from 1996 to 2002.  After receiving more than $80,000 in cash and checks, Nazaryan pleaded with the physicians to cover up her involvement.  This new indictment now adds Nazaryan to the previous defendants - a Tenet subsidiary, Alvarado, and Alvarado's C.E.O., Barry Weinbaum.  A federal grand jury in San Diego incited the four defendants on charges that they illegally paid more than $10 million to more than 100 physicians to refer patients to Alvarado (Galloro).

Now labeled as an "ethically and morally bankrupt" company, Tenet is seeing its patient count and revenue drop off as the Senate is calling for more investigations into the Tenet hospitals.  Redding Medical Center alone saw its net patient revenues of $75.7 million in the third quarter of 2002 drop to $31.4 million by the end of the second quarter in 2003 after the hospital stopped its lucrative cardiac program.  Hospital admission also dropped by 23% from June 2002 to June 2003 when the 238-bed hospital was half empty, with only 117 beds staffed (Griffth).  For the entire company, according to its nine-month results ended September 30, 2003, net operating declined to $10.13 billion, compared to $10.33 billion in the year-ago period.  Tenet reported a net loss of $523 million, compared with net income of $848 million for the prior nine-month period.  A major component of the net loss was lower outlier revenue and costs of litigation and investigations of $327 million.  Of the $327 million, $74 million were primarily related to the settlement of the Redding Medical Center matter and the numerous investigation costs.

The results of these claims and lawsuits cannot be predicted, and the ultimate resolution of these claims and lawsuits, individually or in the aggregate, may have a material adverse effect on the company's liquidity, financial position, or results of operations.  The company also incurs substantial expenses, and management spends substantial time on these matters.  

A.  Stricter Oversight

As a healthcare provider, Tenet will never be free from legal entanglements.  But in order to protect itself from further lawsuits related to unnecessary procedures, Tenet must adopt a stricter peer review system in which board-certified physicians not affiliated with the hospital will perform random audits of cardiac surgeries.  While the Redding hospital has created a new executive position, director of medical affairs, to coordinate peer review, other hospitals must also follow the new guidelines so that physicians and employees will be trained in ways to ensure patients are fully informed before they consent to a procedure.
The potential downside of this restructuring is the added cost of an extra department as well as the delay in administering patient care.  As the hospital industry as a whole continues to struggle to keep costs down, this measure could further erode the profitability margin of hospitals.  
B.  Merge Away the Woes

We have established that Tenet is in a great deal of trouble. 

                                    Oct-03      Sep-03   Aug-03     Nov-02      Oct-02

Stock Price- High         16.15         16.40     16.38       29.51         52.50

                      Low         12.35        14.10      12.78      13.70          27.00

After its shares hit 52.50 last October, Tenet’s stock performance for the past few months has been on a roller coaster ride.  This October the stock price rose from a low of 12.35 to a high of 16.15.  ROE percentage decreased tremendously and ROE ratio became -9.70% of trailing twelve months (ttm).  EPS (ttm) is -0.516 compared with 0.46 of industry.  As noted in recent Securities and Exchange Commission fillings, Tenet is presently being scrutinized by various governmental agencies and private parties for lawsuits and investigation and lost $308 million, or 66 cents a share, in the latest quarter.  And due to its asset divestiture program with agreements to sell 10 of the 14 hospitals, annual revenue will fall by some $900 million (Value Line).  Factoring in the high probability the company will be hit with substantial fines, givebacks, civil and/or criminal penalties, earnings visibility isn’t likely to improve meaningfully anytime soon.

By acting in the best interest of investors, we recommend that Tenet undergo a corporate merger with HCA Inc, the largest healthcare services company.  Although it would most likely lead to Tenet fading away, it will revitalize investor’s wealth.  As of December 31, 2002 HCA operates 179 hospitals and 78 freestanding surgery centers located in 22 states, England, Switzerland.  HCA Senior Vice President Victor Campbell spoke at the CIBC World Markets Healthcare Conference that HCA plan to make possible acquisition “involving companies operating in HCA's existing markets” (Dinah Wisenberg Brin, Dow Jones Newswire).  After the merger Tenet would cease to exist and would be regarded as the decedent of the merger.  And HCA would absorb Tenet’s business and continue to operate. 

Tenet can benefit from a corporate merger for several reasons.  First, it could improve its credit status.  According to the third quarter report ending September 2003, Tenet’s net income reached a record low of -$308 million while it owed $8.02 billion in debt.  Meanwhile its debt ratio has increased over the past three quarters from 0.58 in March 03, to 0.59 in June 03 to 0.61 in Sep 03.  This debt burdens Tenet with large interest payments, thereby preventing it from focusing on projects that would generate future revenues.  Second, the name of HCA would help investors forget Tenet’s tarnished reputation.  Due to Tenet’s current involvement in a large number of lawsuits and investigations, investors are losing confidence in the company and its declining stock performance is reflecting the investors’ fears.  Finally, through a merger operation, Tenet investors would decrease risk and regain some of their stock value.  Once the two corporations are merged, HCA would inherit Tenet’s debt and equity.  While Tenet investors previously depended on revenues from its business, now their returns could depend on portfolio performance of Tenet operations and HCA operations.  The most difficulty part of the merger maybe Tenet’s pending lawsuits.  It is without doubt that Tenet lacks the liquidity to pay the future fines and damages.  Originally Tenet planned to use proceeds from asset sales to repurchase its own shares; instead the assets are being used for legal purpose.

III.
Bad Debt

Beyond large amount of debt coming from lawsuits and fines, Tenet Healthcare is facing another serious problem: bad debt.  That is, account receivables are climbing up with falling collecting rates and longer collecting days.  After a period of time, this part of unrealized revenues finally becomes doubtful debt or bad debt. 

From its most recent balance sheet for third quarter of 2003, the company reported a net loss of $308 million.  Compared with the figures in third quarter last year, it had a net income of $328 million.  THC explained this loss largely due to deterioration of its accounts receivable performance and a resulting increase in bad debt expense.  There is a higher provision for doubtful accounts of $522 million for continuing operations, which includes an additional $200 million charge to write down accounts receivable to estimated net realized value.  The reserves for bad debt accounts for 15.8% of net operating revenues, and the total amount of provision for doubtful accounts accumulated to $1084 million within the first nine months in 2003, which accounts for 10.7% of revenues.  However, the numbers of the same period in 2002 are only $704 million and 6.8% of revenues. 

Bad debt has been a big issue and emergent problem for the whole healthcare industry.  With growing unemployment rate in America in recent years, there is a larger percentage of lost job and lost insurance coverage.  For the healthcare companies, bad debt problem arise largely from the rising number of uninsured patients and higher insurance co-payments and deductibles policies.  For Tenet Healthcare, there’s an adverse change in its business mix as admissions of uninsured patients grew at an escalating rate.  Additionally, many of these patients are being admitted through the emergency department and often require more costly care, resulting in higher billings (Tenet third quarter report).  As most of the uncollected bills are from those self-paying patients instead of from insurance companies, attempts to collect the bills become much more difficult considering time and resources that would be involved. 

Tenet has taken some measures and changed its policies on collection processes to alleviate this problem.  Tenet has been operating the in-house collection agency for years and this is the company’s primary method to deal with bad debt problem.  However, the collection rate fell from 17% to 12% this year.  Taking into account of the costs for running the in-house collection agency, the gains from the debt collection will be much lower than 12%.  Another attempt is the change of policy in the collection process.  For example, given the speed and severity of new trends in self-pay account collection, it changes from escalated write-down methodology to a straight-line write-down methodology.  The current results from those methods, however, turned out to be unsatisfactory.  Regarding the bad debt problem, we suggest three possible solutions. 

A.  Collection Agency

Tenet could pass on the bad debt to a bad debt collection agency.  It could then refocus its in-house collection agency on short-term accounts receivables, and put the large volume of self-pay individuals’ uncollected bills to a collection agency.  Typically, the collection agency fees vary from 10% to 35%, depending on the age of the accounts, location of hospital and demographic mix, etc.  Collection agency has more advanced technology and equipments, such as automatic dialing system, and well-trained hospital revenue cycle experts.  Debt collection is a tremendously time- and resource-consuming process, and it will be more cost-efficient for the hospital to leave that problem to an agency. 

B.  Sell Uncollectibles

For those bad debts that might be very hard to collect, Tenet could give them up and sell the entire uncollectibles to a company.  For example, Medclr, Medical Clearing House, is a purchaser of distressed medical debt.  It can help the healthcare companies instantly add value to the bottom line by purchasing their dormant bad debt for cash.  By doing this, Tenet can convert those uncertain account receivables into an immediate cash inflow.

C.  New Pricing Structure

Tenet could also adjust the pricing structure.  Since the bad debt issue is largely due to the growing self-paying patients, it’s necessary for the hospital to distinguish different kinds of patients.  The self-paying population is mainly composed of three types of people: those who lost insurance coverage due to unemployment, those with really high levels of income and therefore don’t need to buy an insurance policy to minimize risk, and those who are underinsured as a result of purchasing insurance plans with high co-payments or deductibles.  In order to make health care affordable for all these people, we suggest that the hospital set up a new pricing structure that allows its patients to choose treatment and service package based on their own income level.  Given that there are countless ways to deliver adequate medical care, the hospital could present patients with different treatment alternatives and assist them in choosing the one that best fit their financial and physical condition.  For example, pain relief can be administered by prescribing just pills or undergoing time-consuming management treatments.  The corresponding price range for those methods can be huge.  But with a pricing strategy, both the poor and the rich can afford to be adequately treated.  Tenet can also find an agency to help them do the research on various insurance policies so as to inform the patients what kind of treatments are covered by their insurance policies when the patients register at the hospital.  This strategy is not against Medicare’s requirement that hospitals’ gross charges should be the same for all patients and it also helps to change the impression from previous lawsuits that THC tends to overcharge its patients.  

IV.
Management incentives

High pay to executives, especially C.E.O.s in the healthcare services and insurance industries, has attracted much attention in 2002.  It is widely believed that the troubles of Tenet today are at least partially due to the result of aggressive pursuit of profit by the former C.E.O. Jeffrey Barbackow.  When the pay to management is performance-related, the executives will try to boost profits by all means.  In Tenet’s case, this included excessive billing and unnecessary surgery at its hospitals.  Tenet billed some $763 million in Medicare “outlier” payments last year (2001), employing a loophole that boosted total profits 20%.  Outlier payments are 17% of Tenet’s total Medicare payments, far greater than the national average of about 5%.  The billing system is meant to be used to reimburse hospitals for excessive charges incurred during complex procedures, such as a heart bypass surgery that leads to complications.  The system is intended to protect hospitals from having to shoulder too much of the cost for treating very sick, elderly patients.  But outlier payments can also be easily abused, since hospitals determine the charges used to calculate payments.  Tenet’s Redding Medical Center in Redding, Calif., for example, charged 40% more for outlier payments than the seven other major hospitals within 200 miles (Weintraub).

As insiders, executives who get stock bonuses as reward for boosting earnings are able to sell them at high prices and rake in huge profits before they plummet.  A prime example would be Jeffrey Barbackow, who sold $111 million worth of Tenet share at $44 per share last January.  A mere nine months later, on October 28, Tenet’s stock declined 13.8% per share that day.  Now it is trading at less than $14.

Unable to be trusted by investors, Barbackow could not carry on his responsibility as the leader of the company.  Consequently, Barbackow resigned this May and shortly after his resignation, two other top executives – C.F.O. David Dennis and C.O.O. Thomas Mackey also left Tenet.  In order to recapture the faith of the government, shareholders, patients, physicians, and employees, Tenet needed to hire an outsider for its top job.  Instead, Trevor Fetter, a long-time Tenet employee of Tenet before he left in 2000, replaced Barbackow.  Although not a real “outsider,” Fetter was absent when Tenet’s questionable business practices were under investigation.  But because of his previous relationship and connection with Barbackow, Fetter will remind the public of the previous management decisions and actions that has led to the recent downfall of the company.

The cause of Tenet’s troubles today was not a result of “bad” performance on the management’s part but its aggressive pursuit of profits.  A possible way to combat this is to change management’s incentives.  By structuring incentives so that management is not purely obsessed with increasing economic profits without any regard to the firm’s long-term growth, Tenet could revive its reputation and recapture its place as a highly profitable venture.

Tenet Healthcare has been using the EVA method since April 1996.  The current pay to the executives is basic salary plus bonus.  EVA is a better measure of performance because revenues are recognized when earnings are collected and expenses are recognized when they are paid.  It charges interest on any net spending that has not yet been recognized as an expense for accounting purposes (EVA lecture notes, Dr Rich).  And it benefits the stockholders of the adopting companies since “a company is essentially ‘renting’ equity capital from its investors and that there is an opportunity cost for use of that capital” (“EVA in Action: Client Stories”).  In order to reduce the incentive to make decisions which benefit short-run EVA at expense of long-run EVA, bonuses are banked.  As for Tenet, they have a detailed Deferred Compensation Plan. 

We recommend that Tenet revise the concept of the “three-year rolling bonus banks.”  According to the bonus bank, this year’s bonus is put into a bonus bank and one-third of the bank is paid out.  So a manager could expect a high personal return anyway if he could boost the EVA or economic profits very high for just one year.

Therefore, an alternative to the “three-year rolling bonus bank” is to put this year’s bonus into the bonus bank, but only when a “basic” target EVA is hit will the bank pay out; if not, the bonus is suspended.  The basic target EVA could be reasonably lower than the target EVA which is defined as halfway between previous year’s actual and target EVAs.  This would result in management receiving no bonus when EVA is below a “basic” target, and prevent the occurrence of extremely horrific performance.
Of course, an alternate option would be to eliminate the whole EVA system altogether since it has proven to be ineffective in Tenet’s case.  For example, the company could base the bonuses on a combination of cash flow and EPS other than economic profits.  Since EVA bonus is based on economic profits, it cannot avoid managers’ incentives to make some short-sighted decisions.  While managers’ decisions can sometimes benefit shareholders, the problem is how to boost the interest of shareholders year after year.  Indeed, each company’s structure and culture are vastly different, thereby requiring a unique tailor-made solution for each.
Appendix A:

Overview

Company Background

Tenet Healthcare, formerly known as National Medical Enterprises, Inc., was originally incorporated in California on June 11, 1968.  After acquiring various hospitals in the last three decades, Tenet, as of November 14, 2003, now owns and operates, through its subsidiaries, 105 acute care hospitals with 26,216 beds and numerous related health care services.  As the nation's second largest investor-owned health care services company, Tenet’s related health care facilities included a small number of rehabilitation hospital, specialty hospitals, long-term-care facilities, a psychiatric facility and medical office buildings located on the same campus as, or nearby, its general hospitals, physician practices and various ancillary health care businesses, including outpatient surgery centers, home health care agencies, occupational and rural health care clinics and health maintenance organizations. 
Each of Tenet’s general hospitals provides acute care services, operating and recovery rooms, radiology services, respiratory therapy services, pharmacies and clinical laboratories, and intensive-care, critical-care and/or coronary care units, and physical therapy, orthopedic, oncology and outpatient services.  A number of the hospitals also provide tertiary care services such as open-heart surgery, neonatal intensive care and neuroscience.  Six of its hospitals - Memorial Medical Center, USC University Hospital, Saint Louis University Hospital, Hahnemann University Hospital, Sierra Medical Center and St. Christopher's Hospital for Children - provide quaternary care in such areas as heart, lung, liver and kidney transplants.  USC University Hospital, Sierra Medical Center and Good Samaritan Medical Center also provider gamma-knife brain surgery and Saint Louis University Hospital, Hahnemann University Hospital and Memorial Medical Center provide bone marrow transplants. 
The company is headquartered in Santa Barbara, California, and provides services to its hospitals from an operations center in Dallas, Texas.  Tenet’s acute care hospitals and other facilities are organized in two divisions: the Western Division, based in Santa Ana, California, and the Eastern Division, based in Atlanta, Georgia.  Moreover, Tenet currently operates integrated regional networks in South Florida, Greater New Orleans, Southern California, St. Louis and Philadelphia.  Tenet and its subsidiaries employ approximately 109,700 people serving communities in 16 states.  Tenet, a publicly traded company, is listed on the New York stock exchange under the stock symbol THC.
Industry Trends
In the last two decades of the 20th century, the U.S. hospital industry has been undergoing massive change and reorganization with technological innovations and the spread of managed care.  Faced with growing economic and competitive pressures, many hospitals have merged closed, converted ownership status, or became members of health systems and networks.
However, the recent downturn in the economy has drastically eroded the hospital industry’s bottom line.  With a high unemployment rate, the U.S. Census Bureau reported in September that 43.6 million people are without health insurance.  Also, many employers are shifting a greater proportion of health care costs to employees in the form of higher deductibles and co-payments.  Combined with rising fees, more patients are unable to pay their bills.  

In addition to receiving payment from HMOs/PPOs, private insurers, and directly from patients, hospitals typically receive payment for patient services from the Federal government, primarily under the Medicare program, or state governments under their Medicaid or similar programs.  Regrettably, the federal government is also experiencing hardship in meeting its payments to hospitals.  Facing huge budget deficits as a result of record-low tax revenues, the hospital industry is seeing its revenues plummet as the provisions for bad debt averages seven to nine percent of revenue.  

Specifically, HCA of Nashville, Tennessee, Tenet’s key competitor and largest U.S. hospital operator with $19.7 billion in 2002 revenue, reported a $106 million charge for bad debt in the second quarter while Triad, of Plano, Texas, warned that it will too post a $50 million pre-tax charge against third-quarter results for bad debts, sending its stock spinning more than 11 percent lower (Borden).


While the bad debt phenomenon is a recent roadblock to hospital profitability, rising liability insurance premiums and labor costs have been plaguing the industry for years.  Until a solution is reached, health care costs are expected to increase from $1.31 trillion in 2000 to $2.6 trillion in 2010.
Appendix B:

Tenet’s EVA Analysis for 3rd Quarter 2003

I Cost of Capital

A. Cost of equity=10.25%=5.45*0.8(6)

1. Beta=0.8

2. YTM on 30-year U.S. Treasury Note=5.45%

B. Cost of Debt= 5.73%=(23,000/4,078,000)*4.75%

   1. Rate on short-term debt=4.75%

   2. Rate on long-term debt=5.74%

   3. Total Debt= 4,055,000= 23,000+ 4,032,000

   4. After tax cost of debt=5.73%*(1-.35)=3.72%

C. Weights

   1. Market value of equity=6723148440=464305831.5*14.48
   2. Total value of debt and equity=10,778,148,440=4,055,000+6,723,148,440

   3. Weight of equity=62.38%=6,723,148,440/10,778,148,440
   4.  Weight of debt= 37.62%=4,055,000,000/10,778,148,440
D. Cost of Capital=7.795%=.6238*10.25%+.3762*3.72%

II Basic EVA

A.
NOPAT=NI + Int.Exp=-234,000=-308,000+74,000

B. Capital=Assets – NIBCLs= 2,223,000=13,477,000-11,254,000

EVA= -234,000-2,223,000*7.795%=-17,562,353
Appendix C:
Statement of Cash Flows
Quarterly Data

	PERIOD ENDING
	30-Sep-03
	30-Jun-03
	31-Mar-03
	28-Feb-03

	Net Income
	(308,000)
	(195,000)
	(20,000)
	(55,000)

	Operating Activities, Cash Flows Provided By or Used In 

	Depreciation
	112,000  
	120,000  
	125,000  
	132,000  

	Adjustments To Net Income
	420,000  
	548,000  
	623,000  
	449,000  

	Changes In Accounts Receivables
	(351,000)
	(252,000)
	(443,000)
	(377,000)

	Changes In Liabilities
	290,000  
	114,000  
	(62,000)
	186,000  

	Changes In Inventories
	(26,000)
	24,000  
	1,000  
	-  

	Changes In Other Operating Activities
	-  
	-  
	-  
	(8,000)

	Total Cash Flow From Operating Activities
	137,000  
	359,000  
	224,000  
	327,000  

	Investing Activities, Cash Flows Provided By or Used In

	Capital Expenditures
	(145,000)
	(198,000)
	(220,000)
	(229,000)

	Investments
	(2,000)
	(105,000)
	-  
	-  

	Other Cashflows from Investing Activities
	10,000  
	141,000  
	(113,000)
	(51,000)

	Total Cash Flows From Investing Activities
	(137,000)
	(162,000)
	(333,000)
	(280,000)

	Financing Activities, Cash Flows Provided By or Used In

	Dividends Paid
	-  
	-  
	-  
	-  

	Sale Purchase of Stock
	1,000  
	(97,000)
	(109,000)
	(109,000)

	Net Borrowings
	4,000  
	(19,000)
	141,000  
	142,000  

	Other Cash Flows from Financing Activities
	(7,000)
	5,000  
	2,000  
	(2,000)

	Total Cash Flows From Financing Activities
	(2,000)
	(111,000)
	34,000  
	31,000  

	Effect Of Exchange Rate Changes 
	-  
	-  
	-  
	-  

	Change In Cash and Cash Equivalents 
	($2,000)
	$86,000  
	($75,000)
	$78,000  


Source: Yahoo! Finance
Appendix D:
Income Statement
	PERIOD ENDING
	30-Sep-03
	30-Jun-03
	31-Mar-03
	28-Feb-03

	Total Revenue
	3,297,000  
	3,379,000  
	3,452,000  
	3,686,000  

	Cost of Revenue
	2,993,000  
	947,000  
	1,989,000  
	2,009,000  

	Gross Profit
	304,000  
	2,432,000  
	1,463,000  
	1,677,000  

	
	Operating Expenses

	
	Research Development
	-  
	-  
	-  
	-  

	
	Selling General and Administrative
	(298,000)
	1,805,000  
	722,000  
	857,000  

	
	Non Recurring
	262,000  
	343,000  
	202,000  
	403,000  

	
	Others
	634,000  
	408,000  
	393,000  
	436,000  

	
	Total Operating Expenses
	-  
	-  
	-  
	-  
	

	Operating Income or Loss
	(294,000)
	(124,000)
	146,000  
	(19,000)
	

	
	Income from Continuing Operations
	

	
	Total Other Income/Expenses Net
	3,000  
	8,000  
	6,000  
	(20,000)
	

	
	Earnings Before Interest And Taxes
	(297,000)
	(125,000)
	144,000  
	(19,000)
	

	
	Interest Expense
	74,000  
	73,000  
	73,000  
	67,000  
	

	
	Income Before Tax
	(371,000)
	(198,000)
	71,000  
	(86,000)
	

	
	Income Tax Expense
	(136,000)
	(69,000)
	56,000  
	(31,000)
	

	
	Minority Interest
	(6,000)
	(9,000)
	(8,000)
	20,000  
	

	
	Net Income From Continuing Ops
	(235,000)
	(129,000)
	15,000  
	(55,000)
	

	
	Non-recurring Events
	

	
	Discontinued Operations
	(73,000)
	(66,000)
	(35,000)
	-  
	

	
	Extraordinary Items
	-  
	-  
	-  
	-  
	

	
	Effect Of Accounting Changes
	-  
	-  
	-  
	-  
	

	
	Other Items
	-  
	-  
	-  
	-  
	

	Net Income
	(308,000)
	(195,000)
	(20,000)
	(55,000)
	

	Preferred Stock And Other Adjustments
	-  
	-  
	-  
	-  
	

	Net Income Applicable To Common Shares
	($308,000)
	($195,000)
	($20,000)
	(55,000)
	


Source: Yahoo! Finance
Appendix E:
Balance Sheet
	PERIOD ENDING
	30-Sep-03
	30-Jun-03
	31-Mar-03
	28-Feb-03

	Assets

	Current Assets

	
	Cash And Cash Equivalents
	219,000  
	221,000  
	135,000  
	118,000  

	
	Short Term Investments
	103,000  
	103,000  
	95,000  
	97,000  

	
	Net Receivables
	2,826,000  
	2,838,000  
	2,893,000  
	2,848,000  

	
	Inventory
	700,000  
	785,000  
	776,000  
	242,000  

	
	Other Current Assets
	375,000  
	334,000  
	381,000  
	401,000  

	Total Current Assets
	4,223,000  
	4,281,000  
	4,280,000  
	3,706,000  

	Long Term Investments
	299,000  
	295,000  
	293,000  
	292,000  

	Property Plant and Equipment
	5,914,000  
	5,899,000  
	6,051,000  
	6,412,000  

	Goodwill
	2,885,000  
	2,880,000  
	2,880,000  
	3,260,000  

	Intangible Assets
	156,000  
	160,000  
	180,000  
	185,000  

	Accumulated Amortization
	-  
	-  
	-  
	-  

	Other Assets
	-  
	-  
	-  
	-  

	Deferred Long Term Asset Charges
	-  
	-  
	-  
	-  

	Total Assets
	13,477,000  
	13,515,000  
	13,684,000  
	13,855,000  

	Liabilities

	Current Liabilities
	2,373,000  
	2,284,000  
	2,311,000  
	2,300,000  

	
	Accounts Payable
	1,604,000  
	1,512,000  
	1,555,000  
	1,616,000  

	
	Short/Current Long Term Debt
	23,000  
	23,000  
	41,000  
	41,000  

	
	Other Current Liabilities
	746,000  
	749,000  
	715,000  
	643,000  

	Total Current Liabilities
	2,373,000  
	2,284,000  
	2,311,000  
	2,300,000  

	Long Term Debt
	4,032,000  
	4,026,000  
	4,025,000  
	4,024,000  

	Other Liabilities
	1,548,000  
	1,503,000  
	1,283,000  
	1,298,000  

	Deferred Long Term Liability Charges
	252,000  
	171,000  
	322,000  
	471,000  

	Minority Interest
	-  
	-  
	-  
	-  

	Negative Goodwill
	-  
	-  
	-  
	-  

	Other Assets
	-  
	-  
	-  
	-  

	Deferred Long Term Asset Charges
	-  
	-  
	-  
	-  

	Total Liabilities
	8,205,000  
	7,984,000  
	7,941,000  
	8,093,000  

	Stockholders' Equity 

	Misc Stocks Options Warrants
	-  
	-  
	-  
	-  

	Redeemable Preferred Stock
	-  
	-  
	-  
	-  

	Preferred Stock
	-  
	-  
	-  
	-  

	Common Stock
	4,112,000  
	4,066,000  
	3,987,000  
	3,519,000  

	Retained Earnings
	2,662,000  
	2,970,000  
	3,165,000  
	3,653,000  

	Treasury Stock
	(1,491,000)
	(1,493,000)
	(1,395,000)
	(1,395,000)

	Capital Surplus
	-  
	-  
	-  
	-  

	Other Stockholder Equity
	(11,000)
	(12,000)
	(14,000)
	(15,000)

	Total Stockholder Equity
	5,272,000  
	5,531,000  
	5,743,000  
	5,762,000  

	Net Tangible Assets
	$2,231,000  
	$2,491,000  
	$2,683,000  
	$2,317,000


Source: Yahoo! Finance
Appendix F:

Statement of Operations
[image: image2.png]CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Nine Months Ended Septemb. 0

(Dollars in millions except per share amounts) 2003 % 2002 % Change
(as restated) (1)

Net operating revenue: $10,128 100.0%  $10,326 100.0%  (1.9%)

Operating expenses:

Salaries and Benefits..............ooo.vverroeooerreooerreooeesooes (4356) 43.0%  (4.068)

Supplies ... (1.573) (1.465)

Provision for doubtful accounts (3 (1.084) (704)

Other operating expenses (4) (2.229) (2,018)

Depreciation (332) (335)

Amortization...... (19) (62)

Impairment and restructuring charges (5) . (480) —

Costs of litigation and investigations (6). 327) —

Loss from early extinguishment of debt. — 1.0%
Operating income (loss). Q72) @2.7%) 15.2%
Interest expense...... (220)

Investment earnings 13

Minority interests in income of consolidated subsxdlaues (23)

Gains on sale of subsidiary common stock........ 9 —
Impairment of investment securities....... . %) —
Income (loss) from continuing operations s before

income taxes (498) 1,359
Income tax (expense) benefi.. 149 (561)

Income (loss) from continuing operations... (349) 798
Discontinued operations:

Income from operations of asset group 11 81

Impairment charges (164) —

Income tax expense @1 @31)

Income (loss) from discontinued operations (174) 50
Net income (loss) .. (523) 848
Diluted earnings (loss) per common share and common

equivalent share:

Continuing operations (0.75) 1.59

Discontinued operations (0.37) 0.10

(1.12) 1.69
Weighted average shares and dilutive securities
outstanding (in thousands):... 466,391 501,423





(Continued)

[image: image3.png]CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
Three Months Ended September 30

(ollars in millions except per share amounts) 2003 % 2002 % Change
(as restated) (1)

Net operating revenues ..
Operating expenses

$3,297 100.0% $3,521 100.0%  (6.4%)

Salaries and benefits (1.420) (1.376)

Supplies ...... (521) (501)

Provision for doubtful accounts 3) (522) (260)

Other operati (754) (679)

Depreciation.... (107) (113)

Amortization .. . 7

Impairment and restructuring charges (<) —

Costs of litigation and investigations (6) .. —

Loss from early extinguishment of debi (3)  01%
Operating income (loss) . (8.9%) 582 16.5%
Interest expense (62)
Investment earnings 3 7

Minority interests in income of consolidated subsidiaries. ©) an
Income (loss) from continuing operations before

income taxes... 371) 516
Income tax (expense) benefit . 136 (205)
Income (loss) from continuing operations. (@35) 311
Discontinued operations:

Income (loss) from operations of asset group (12) 26

Tmpairment charges..... (99) —

Income tax (expense) benefit 38 )

Income (loss) from discontinued operations.. (73) 17
Net income (loss) (308) 328
Diluted earnings (loss) per common share and

common equivalent share:

Continuing operations. (0.50) 0.63

Discontinued operations (0.16) 0.03

(0.66) 0.66

Weighted average shares and dilutive securities

outstanding (in thousands): 463,629 499,412





Appendix G:
Ratio Analysis
                                                                                 TTM= Trailing Twelve Month
                                 1999              2000               2001                2002         TTM 
Profitability
Margins (% Sales)                

Operating Margin                  8.6%                  9.2%                   12.8%                   11.1%            (66.1%)

EBT Margin                          4.4%                  5.4%                    9.5%                     8.7%             (68.0%)

Profitability
Return on Assets                   1.87%                2.24%                  4.92%                   3.43%           (3.96%)
Return on Equity                   6.71%                7.62%                 14.25%                  8.51%           (9.70%)

Growth Rate      
                                          1999               2000                  2001                      2002
Revenue Growth

Year over Year                     10.0%              4.9%                   5.6%                      (27.5%)

Operating Income
Year over Year                     (16.8%)              11.5%                 47.8%                    (37.0%)

EPS
Year over Year                     (35.2%)              36.7%                 92.6%                    (32.9%)

Cash Flow Ratios 
                                      1999                  2000                     2001                        2002               TTM

Fee Cash Flow/Sales          (0.09%)              2.19%                  10.10%                     7.27%           (37.63%)

Financial Health
                                      1999                  2000                     2001                         2002               Last Qtr

Current Ratio                         1.96                    1.88                      1.49                          1.59                1.87

Quick Ratio                           1.23                    1.44                      1.18                           1.21                1.31

Financial Leverage                3.56                    3.24                      2.56                          2.41                2.44

Debt/Equity                           1.66                    1.40                      0.83                           0.68                0.73

Efficiency
                                     1999                   2000                       2001                         2002               TTM

Receivable Turnover           5.4                       4.7                         4.9                            3.5                  0.7

Inventory Turnover             17.8                     18.6                       19.6                          13.5                ----

Asset Turnover                    0.8                       0.9                         0.9                            0.7                  0.1                              
Source: Morningstar.com

Appendix H:

Historical Stock Price
	Date

	Open

	High

	Low

	Close

	Avg Vol

	Adj Close*


	Nov-03

	13.80

	13.95

	12.60

	13.75

	3,698,073

	13.75


	Oct-03

	14.50

	16.15

	12.35

	13.80

	4,103,304

	13.80


	Sep-03

	16.05

	16.40

	14.10

	14.48

	2,881,471

	14.48


	Aug-03

	13.75

	16.38

	12.78

	16.05

	3,886,490

	16.05


	Jul-03

	11.50

	14.00

	11.32

	13.78

	4,870,004

	13.78


	Jun-03

	16.95

	16.95

	11.47

	11.65

	8,657,566

	11.65


	May-03

	14.80

	17.41

	14.45

	16.69

	4,624,990

	16.69


	Apr-03

	16.64

	17.47

	13.51

	14.84

	5,282,271

	14.84


	Mar-03

	18.35

	18.40

	16.34

	16.70

	3,679,947

	16.70


	Feb-03

	18.15

	18.58

	16.51

	18.17

	3,088,073

	18.17


	Jan-03

	16.68

	19.25

	16.30

	17.99

	4,783,461

	17.99


	Dec-02

	19.22

	19.22

	14.40

	16.40

	7,269,028

	16.40


	Nov-02

	29.51

	29.51

	13.70

	18.45

	24,829,760

	18.45


	Oct-02

	49.75

	52.50

	27.00

	28.75

	9,015,691

	28.75


	Sep-02

	46.85

	51.92

	44.80

	49.50

	2,448,715

	49.50


	* Close price adjusted for dividends and splits.
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