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Executive Summary

In March, Tenet announced that it planned to divest 14 hospitals in order to repurchase stock and repay indebtedness.  According to Tenet, these hospitals no longer match their “core operating strategy of building and maintaining competitive networks of quality hospitals in major markets (Tenet Healthcare).” On November 3, Tenet announced the sale of six of these hospitals from which proceeds are estimated at $430 million after taxes and transaction costs.  Five of the remaining eight hospitals are under contract to be sold by the end of the year, and negotiations continue for the sale of the remaining hospitals (Tenet Healthcare). These divestitures will create more cash, reduce impairment charges, and reduce accumulated depreciation. In line with Tenet’s core operating strategy, the divestitures will also direct attention to major markets which will help shield against bad debts prevalent in smaller, economically sensitive markets. We agree with the divestiture of these 14 hospitals, however, we have different recommendations for the use of the proceeds from these sales.  In the event of a divestiture, employees are often left to fend for themselves. However, currently there are registered nurse (RN) shortages in Tenet’s California hospitals and soon more positions will become available due to recent legislation (California Nurses Association).  This brings us to the basis of our recommendation.  Rather than using all of the proceeds to pay off debt and buy back stock, we would advise a portion of the cash should be invested in a plan to relocate RNs from our divested branches to our soon to be understaffed locations in California.  Relocating nurses to California will cut costs, increase revenues, help meet new legislative requirements, and improve the level of quality care offered by Tenet.
Understaffing/Nursing Trends

Understaffing of registered nurses is a problem in the U.S., but has become an increasing problem in California.  A registered nurse (RN) is a licensed professional with a four-year nursing degree and is able to provide all levels of nursing care including the administration of medication (INSWEB).  In 2000 the national supply of registered nurses was estimated to be 1.89 million and the demand was estimated to be 2 million.  That shortage is now well over 110,000 and is estimated to increase in the years to come.  In 2015, the demand will have jumped from 6 to 20 percent (California Healthcare Association).  Refer to Appendix A to see the chart of supply and demand.  The consequences of understaffing are a decrease in revenues and a lack of quality patient care.  According to the Research in the Journal of the American Medical Association, “20,000 patient deaths each year can be linked to preventable patient deaths. For each additional patient assigned to an RN the likelihood of death within 30 days increased by 7 percent. Four additional patients increased the risk of death by 31%” (California Healthcare Association).  

Legislation

On October 10, 1999, AB394, the Safe Staffing Bill was approved and will be in effect on January 1, 2004.  This bill addresses quality issues in California hospitals and specifically focuses on improving the ratio of patients to RNs (California Nurses Association).  The bill will undoubtedly cause a dramatic increase in the demand for RNs within the state, which will add to the already growing shortage. If a hospital doesn’t have the required ratio, it faces potential fines and extensive legal fees.  Hospitals will face a $1,000 per day fine for the first offense and up to $5,000 a day for subsequent violations (Sacramento Bee). California’s department of health services estimates a total cost of $422 million for California Hospitals to meet ratio requirements (Fresnobee).  For specific patient to RN ratios refer to appendix B.
Detailed Recommendations: Benefits and Downsides

It is clear that due to the current shortages in RNs along with the effects of the new legislation, that there is great demand for RN’s in California.  In 2004, it is estimated that California will need 5,000 new RN’s to meet legislation requirements.  These numbers are expected to increase each year thereafter (California Nurses Association).  Tenet’s divestitures will provide the RNs and the funds necessary to alleviate its shortages in California.  In our plan, registered nurses from our divested hospitals will be offered relocation incentives which include paid moving expenses and a modest increase in salary.  Southwest Airlines successfully implemented a similar strategy for relocation, giving its employees incentives to move and stay on with Southwest. We believe our plan will achieve similar results and hope to exceed the standards for typical corporate relocation at minimal cost. 

We estimate that employees from the divested hospitals total approximately 1,300 RNs.  Of the 1,300 total RNs, 500 are currently seeking employment.  Following the remaining divestitures the other 800 will be seeking employment by year end.  Our figure is drawn from resources provided by various hospitals concerning their RN to bed ratio.  The weighted average then came out to be one RN for every two beds (Maddock).  We then applied this ratio to the hospitals that Tenet has already divested and plans to divest during the year.  We hope to relocate 60% or 780 of the RNs from Tenet’s divested hospitals throughout the country to our short staffed branches in California.  We estimate the cost of our proposal to be $40.39 million.  Included in our previous figure are total moving expenses of $23.44 million and salary increases of $16.99 million (Realtor.com). Refer to Appendix C for detailed calculations. 

Tenet set aside $30 million in 2004 to pay for staffing legislation to meet the mandatory nurse to patient ratio.  Tenet now believes that its actual cost will be closer to $90 million in 2004, a shortfall of $60 million (Company Board Room). While our proposal has a high initial cost, it is still lower than Tenet’s new projection of $90 million.  We believe the long term savings will far out-weigh the initial expense. Costs involved with the expedition of RNs comes from training and can be eliminated by relocating nurses who already have on the job experience and who have met the more stringent training requirements in place before the shortage.  Tenet has a great opportunity to avoid these training costs by relocating its RNs. 

 Revenues are already declining in California and this is partly to do with not having enough staff to meet the patients’ needs.  By not having enough staff, Tenet cannot take on the number of patients that they could if they were fully staffed.  As a result, potential revenue is lost. By relocating RNs, Tenet can increase revenue and maximize capacity.  

 When the legislation goes into effect in January, many hospitals face fines unless RN ratios are improved. Our relocation plan will help Tenet avoid these costs, while many other hospitals struggle to find enough RNs to meet ratio requirements.

  Moving existing nurses will also further reinforce Tenet’s emphasis on quality care above and beyond state requirements. Many hospital companies are expediting the training of registered nurses, allowing non-science majors to be qualified as an RN after only one year of nursing training (California Nurses Association).  This lack of training obviously affects the quality of care given by the new trainees as compared to the RNs.  Because Tenet can relocate RNs, the level of quality care will increase while competitors may settle with under-qualified employees.   Quality care has also been affected in recent years because RNs have become unhappy with their work environment. Many have gone as far as to leave the profession for lower paying jobs. One reason cited by nurses we’ve spoken with is a general lack of confidence in the services they provide, mainly because they have to spread themselves too thinly over many patients, a problem directly associated with understaffing. As we said before, this new legislation mandates a more friendly and healthy work environment by requiring a safer ratio of patients to RNs.  One nurse we’ve interviewed said a colleague of hers left her nursing position and is now working as a teacher’s aid for around eight dollars an hour.  Her reason for leaving was that she could not provide the patients with adequate care and was terrified of being involved in a law suit (Maddock). This is another unfortunate aspect of understaffing, but Tenet’s relocation plan will not only improve the level of quality care, but will also improve the work environment for RNs.

A potential stumbling block may be convincing people to relocate; often families have deep roots in a community and will not be easily moved to an unfamiliar place. We acknowledge relocating our RNs will not be as easy as simply telling them to get up and go west. As we mentioned earlier we will pay for moving costs and settling costs. Settling costs may involve such fees as finding an appropriate community with things like attractive educational options for children while still giving families executable housing options (Realtor.com).  The key to convincing RNs to relocate will be our relocation package. As discussed before, major benefits to employees will be moving expenses, an increase in pay, and a healthier work environment. Recently, RNs have been very upset with both pay and work environment. Also, California is already an attractive option for several reasons. First, California has long been regarded as a family friendly location and has experienced one of the highest population increases over the past ten years of any state in the continental U.S. Second and most importantly, the new legislation in California makes hospitals a much healthier and friendlier work environment for RNs.

The nursing shortage is a problem affecting the entire industry, especially in California.  Tenet will eventually be forced to face this issue.  Rather than wait and incur unnecessary costs and lost revenues, we recommend that Tenet implement our relocation plan and capitalize on this opportunity to gain a foothold in years to come.

Overview Appendix

Tenet Healthcare is currently the second largest investor-owned hospital manager in the United States. Tenet Healthcare Corporation is headquartered in Santa Barbara, California. The company employs approximately 109,700 people in 16 states; the largest numbers of beds are in California, Florida, and Texas. All of Tenet’s hospitals are supported by a Dallas-based service center.  In fiscal 2002, the company’s hospitals nationwide reported 1 million admissions and 9.3 million outpatient visits.  It currently owns and operates 105 acute care hospitals with 26,216 beds and is involved in several health care related areas (Tenet Healthcare). “In February 2000, THC and Ventro Corp. formed Broadlane Inc., a business-to-business e-commerce company that provides an extensive marketplace for the high-volume hospital and medical supply market” (Standard&Poor’s).

Among the masses are rehabilitation hospitals, specialty hospitals, and long-term care facilities, physician practices, and certain ancillary healthcare agencies, a psychiatric facility and medical office buildings, ambulatory, occupational and rural health care clinics, and health maintenance organizations. Tenet hospitals offer a wide array of services including acute care services, operating and recovery rooms, radiology services, intensive care and coronary care nursing units, pharmacies, clinical labs, respiratory and physical therapy services and outpatient facilities. In addition some locations provide open-heart surgery, neonatal intensive care, neurosciences, orthopedic services and oncology services (Standard&Poor’s). 
The industry in which Tenet Healthcare operates has recently been plagued by ever-increasing bad debt ratios. Most credit the increase in bad debts to a rising uninsured population and lower collection rates from self-pay patients. No hospital is immune; however those in rural markets are particularly vulnerable because the weak micro-economies in which they operate are very sensitive to large-scale slumps.  Within the Hospital Company market, there are about eight major players; all of which are continually trying to snag weak companies and increase market share. These companies include: Community Health Systems(CYH); HCA(HCA); Health Management Associates(HMA); Lifepoint Hospitals(LPNT); Province Healthcare Company(PRV); Tenet Healtcare(THC); Triad Hospitals(TRI); Universal Health Services(UHS).  Analysts put their confidence in HMA, HCA, and UHS believing these firms will deliver the most consistent and predictable earnings and cash flows in the months to come taking into account rising uncertainty in the healthcare market. Tenet ranks penultimate among the eight in terms of stock price and earnings per share, only surpassing PRV.  Many analysts still put confidence in Tenet, but their hopes reside in the long-term (JPMorgan). 
In January 2003, Tenet was sued by the U.S. Justice Department for allegedly submitting false claims to Medicare. The government alleges that from Septemdber 1992 to December 1998 the company submitted approximately 17,000 false claims which totaled roughly $114 million. Potential damages could approximate $323 million. In addition, a recent piece of California legislation called the “Safe Staffing Bill,” will mandate that all 

hospitals in the state have a high number of registered nurses in order to increase the ratio of RNs to patients (California Nurses Association). The increased RN requirement is one part of the bills overall focus of improving safety in California hospitals and will undoubtedly cause a substantial increase in the demand for RNs within the state of California.

In March 2003, the company announced plans to divest 14 hospitals of its then 114 hospitals. This plan is part of the overall strategy for refocusing attention on core networks principally in major markets. Since the announcement, Tenet has divested 6 of the 14 hospitals and definitive agreements for the sale an additional 5 of the 14 were announced in September. The sales include branches in eight states, and include mostly small hospitals with less than 200 beds (Tenet Healthcare). 
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Appendix B
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Appendix C
	From 
	To 
	Salary Increase

	Houston, Texas
	Los Angeles, California
	27.0%

	Crystal River, Florida
	Los Angeles, California
	3.0%

	Poplar Bluff, Missouri
	Los Angeles, California
	53.0%

	Kennett, Missouri
	Los Angeles, California
	47.0%

	Las Vegas, Nevada
	Los Angeles, California
	26.0%

	Philadelphia, Pennslyvania
	Los Angeles, California
	8.0%

	Tullahoma, Tennessee
	Los Angeles, California
	59.3%

	Lebanon, Tennessee
	Los Angeles, California
	47.8%

	Searcy, Arkansas
	Los Angeles, California
	68.0%

	Hot Springs, Arkansas
	Los Angeles, California
	48.0%

	Jonesboro, Arkansas
	Los Angeles, California
	52.0%

	Russellville, Arkansas
	Los Angeles, California
	73.0%

	Overall Percentage Increase
	
	42.7%


$51,000 = Average RN Salary

$51,000*1.427 = $72,777

$72,777-$51,000 = $21,777

$21,777*780 = $16,986,060
$30,000 = Estimated Moving Expenses (Average)

$30,000*780 = $23,400,000

$16,986,060+$23,400,000 = $40,386,060
(Realtor.com)
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