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April 1, 2003
The Honorable Richard P. leyoub
Attorney General
Department of Justice
State of Louisiana
Baton Rouge, LA 70825
Re:  Acquisition of Slidell Memorial Hospital by Tenet Healthcare Corporation

Dear Attorney General leyoub:

The staff of the Bureau of Competition, the Bureau of Economics, and the Office of Policy Planning of the Federal
Trade Commission ("Commission" or "FTC") welcome the opportunity to submit this letter in response to your request



health insurance company to successfully market its plan to those residents and employers if the plan
does not include at least one of these hospitals.

If health insurance plans need to include a Slidell hospital in their provider networks to be successful, it is
unlikely that competition from hospitals outside Slidell could prevent Tenet from increasing prices after
an acquisition.

Specialty hospitals such as Louisiana Heart Hospital in Lacombe do not appear to be adequate
substitutes for Slidell Memorial and NorthShore Regional because they are not full-service hospitals.
Competition from these hospitals appears unlikely to prevent Tenet from increasing hospital prices if it
owns both Slidell hospitals.

Since the opening of NorthShore Regional, residents of Slidell and the surrounding area have benefitted
from competition between that hospital and Slidell Memorial. The proposed sale will eliminate this
competition.

Slidell and surrounding east St. Tammany Parish are experiencing rapid growth and appear well-situated
to support two competitive full-service hospitals. Reflecting the growing demand for hospital services 4( S)18( P)4(a)19(een t)



Competition Between Sli dell Memorial and NorthShore Regional Benefits
Consumers

Since NorthShore's opening in 1985, competition between NorthShore Regional and Slidell Memorial has benefitted
consumers.

Before NorthShore opened, Slidell Memorial was the only full-service hospital located in Slidell. At the time, Slidell
Memorial lacked advanced technical equipment, creating a dilemma for Slidell physicians and their patients. Slidell
physicians could not easily provide care for patients admitted to better-equipped hospitals outside of Slidell and, thus,
normally used the only hospital in town, despite its perceived shortcomings. NorthShore Regional's entry into Slidell
provided an alternative, giving physicians and their patients a choice. This choice fostered competition between the
Slidell hospitals for physician referrals and patient preference. The competition encouraged Slidell Memorial to
improve its services.(12)

Competition between Slidell Memorial and NorthShore Regional also has helped keep competitive the prices charged
by the hospitals to private health insurance plans. The price a health plan pays for hospital services is important to
consumers. Higher prices often translate into higher premiums, co-pays, and deductibles. If prices increase enough,
employers may be forced to cut back on their health insurance benefits for employees or even stop providing such
benefits altogether.

Competition between the hospitals to be included in an insurance plan's network is important to maintain competitive
prices and quality of services. Almost everyone who has private health insurance today is covered by a plan that
requires patients to use physicians and hospitals in the plan's provider network to receive the maximum benefits of
the plan.(13) A health plan's success in negotiating competitive rates with a particular hospital depends in large part
on whether the plan can make a credible threat to exclude the hospital from its provider network.

NorthShore Regional and Slidell Memorial offer similar services and have many of the same physicians on their
staffs. All things being equal, Slidell residents appear to prefer health plans that include both hospitals, maximizing
patient choice. In response, most health plans in the region include both hospitals in their provider networks.(14)
Nonetheless, health insurance companies report that if one Slidell hospital significantly raised its prices, the health
insurance companies could exclude that hospital from their provider network as long as the other Slidell hospital was
included. The fact that health insurance companies require only one Slidell hospital for their plan to be successful
puts pressure on both Slidell Memorial and NorthShore Regional to negotiate competitive prices. Lower hospital
prices generally translate into lower health insurance premiums.

Slidell is one of the fastest-growing communities in Louisiana. By all accounts, it appears that the community can
support two general acute care hospitals and continue to benefit from competition between them. The number of

bidders who sought to acquire Slidell Memorial attests to the fact that it can continue as a facility in competition with
NorthShore Memorial.(15)

The Tenet/Slidell Memorial Transaction May Result in Increased Hospital Prices

If Tenet acquires Slidell Memorial, then competitio



would be unwilling to use a health insurance plan that did not include these hospitals and physicians. For this reason,
health insurance companies will probably be unlikely to risk losing NorthShore Regional, Slidell Memorial, and the
physician base of these hospitals and instead likely would agree to a price increase.

The experience of one health plan that did exclude both Slidell hospitals is illustrative. In July 2001, the State Office
of Group Benefits for Louisiana, which provides health care plans for one of the largest employers in Slidell - the St.
Tammany Parish School District - altered its EPO health plan and dropped the only Slidell hospital (Slidell Memaorial)
in that plan's provider network. Slidell residents employed by the School District expressed tremendous concern
about the exclusion of Slidell hospitals from the EPO plan, and a number of employees switched to the state's PPO
plan, even though that plan requires higher deductibles and co-payments.

Tenet and Slidell Memorial have stated that they believe the proposed merger does not violate the antitrust laws
because the Slidell hospitals face competition from hospitals throughout New Orleans and the North Shore.(16) This
contention appears to be based on the argument that any attempt by Tenet to increase prices after acquiring Slidell



As with the Louisiana Heart Hospital, a small surgical hospital - such as the one Dynaq International plans to open in
Slidell - would lack the range of services offered by Slidell Memorial and NorthShore Regional. Although a small
specialty hospital would no doubt compete with these hospitals, it could not replace the full line of hospital services
that Slidell Memorial and NorthShore Regional offer. As a result, health plans that excluded both Slidell Memorial and
NorthShore Regional would still require patients to travel to Covington, Mandeville, or New Orleans for many hospital
services (for instance, labor and delivery and oncology).

Conclusion

Competition between Slidell Memorial Hospital and NorthShore Regional Medical Center has benefitted consumers.
It has ensured more competitive prices for hospital services. It has spurred both hospitals to provide quality services
to attract physician referrals and patient admissions. Whether consumers continue to receive the benefits of a
competitive health care market if Slidell Memorial and NorthShore Regional are both owned by Tenet, however,
largely depends on how consumers and employers respond to prospects for hospital price increases. Unless a
sufficient number of employers and consumers are willing to use health plans that exclude Slidell Memorial and
NorthShore Regional, it is likely that Tenet will be able to increase prices successfully, leading to higher insurance
premiums, deductibles, and co-pays for Slidell consumers. Our assessment suggests that price increases (rather
than a "critical loss" of patients) may result from the combination of NorthShore and Slidell Memorial.

The sale of Slidell Memorial to another viable purchaser would preserve, and perhaps enhance, competition and its
benefits for consumers. Therefore, we ask you to carefully weigh the likely impact of this transaction on competition in
deciding whether it is in the public interest.

Thank you for the opportunity to present our views. We hope that they will be helpful as you evaluate the potential
impact of Tenet's acquisition of Slidell Memorial.

Sincerely,

Joseph J. Simons, Director
Bureau of Competition

Michael Knight, Assistant Director
Bureau of Competition

David T. Scheffman, Director
Bureau of Economics

Michael Vita, Assistant Director
Bureau of Economics

Jerry Ellig, Acting Director
Office of Policy Planning

Maureen K. Ohlhausen, Attorney
Office of Policy Planning

1. This letter represents the views of the staff of the FTC's Bureau of Competition, Bureau of Economics, and Office
of Policy Planning. It does not necessarily represent the views of the Commission or of any individual Commissioner.
The Commission has, however, voted to authorize the staff to provide these comments.

2. Pursuant to a discussion with Roy Mongrue, Jr., Director of the Civil Division, Louisiana Department of Justice, on
April 1, 2003, Eric Edmondson of the Commission staff confirmed that the request for the FTC staff's views on the



transaction was not limited to providing live testimony at the hearing but also was intended to solicit the FTC staff's
views in any form, including a written comment submitted prior to the scheduled referendum vote.

3. The next closest general acute care hospitals are Crosby Memorial Hospital, Picayune, Mississippi (20 miles);
Lakeland Medical Center, New Orleans (22.5 miles); and St. Tammany Parish Hospital, Covington/Mandeville (27
miles).

4. The Commission is prohibited from disclosing specific confidential information it receives during an investigation,
absent the consent of the submitter.
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