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Turning creditors into owners

Nursing home chains emerge from bankruptcy with lenders in charge

BY VINCE GALLORO

hen large, public companies emerge

tfrom Chapter 11 bankruptcy protec-
tion, usually more than their debt has
been restructured. Boards and sharchold-
ers tend to be quite different, too, in ways
that have direct effects on how the com-
panies arc managed and operated after
leaving bankruptcy.

Consider three of the giant nursing home
chains that declared bankruptcy in recent
years: Vencor, Louisville, Ky., now known
as Kindred Healthcare; Genesis Health
Ventures, Kennctt Square, Pa.; and Sun
Healthcare Group, Albuquerque. Genesis
and Kindred both left bankruptcy earlier this
year, and Sun has filed a reorganization plan
and expects to emerge by year-end.

Both Genesis and Kindred emerged from
bankruptcy with their creditors owning all
or nearly all of the new common stock they
cach issued. In Kindred's case, a 10% stake
went to its main landlord, Louisville-bascd
Ventas. Most of the remaining shares went
to other notcholders. The owners of the pre-
bankruptey conmumon and preferved shares
of both companies received nothing. Sun's
pending plan is similar in both respects. All
three cases were or aré being heard in U.S.
Bankruptey Court in Wilmington, Del.

The result for such companics is a
group of very sophisticated
investors, refative 1o the wider distribution
the companies™ stock used to have, says
Eric Scroggins. a managing director at
Chanin Capital Partners, a Los Angeles-
based investment banking firm. Scroggins
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and Robert Stobo, vice president, head the
firm’s healthcarc group. The two worked
on the Genesis bankruptcy proceedings and
are handling the Sun casc.

“There is definitely much morc over-
sight,” Scrogging says. “In one of the health-
carc  companics  (mentioned
above), it is ruftling the feathers
of the incumbent management
am because they are not uscd
to having o answer to the board™
in the detailed, specific financial
terms that the company’s new
board members demand. “Be-
fore, the boards were filled with
0o many friends of the manage-
ment eam,” he says.

I think it’s fair to say that the
new shareholders know a lot more about
the company than prior shareholders,”
Stoho says. “It’s much more of an institu-
tional investior situation.”

In the run-up to the bankruptcies declared
in 1999 and 2000 fin additon to Genesis,
Sun and Vencor, skilled-nursing chains
Integrated Health Systems, Sparks, Md.,
and Mariner Post-Acute. Network. Atlanta,
also filed for Chapter 11 protection during
that period). the boards of nursing home
companies had included a lot of executives
from other companies in skilled nursing,
Scroggins says. “There was so much com-
monality between boards; there was a green
light for acquisition,” he says. “Now there’s
much more focus on the financial side (of a
proposed deal) than there used to be”
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Mike Segal, a healthcare lawyer and man-
aging partner in the Miami office of Broad
and Cassel, agrees. “(The creditor-named
board members) will have limitations on
how much money gets paid to the
exceutives,” Segal says, and adds
that exccutives™ pay typically is
tied closely to performance.

The creditors also tend to-have
shorter-term goals for the com-
pany than management, Segal
says, because those creditors
want to boost the value of the
stock quickly and then sell o
recoup the money they lent to
the company before bankruptey.
Typically, that process of selling s slowed

" by restrictions on the sale of the newly

1ssued stoek. he says.

Of course, by the time a company com-
pletes a long bankruptey procecding, many
lenders have long since bailed out,
Scroggins says. They often sell their debt
for 50 cents on the dollar or less to what
are known as “distressed players.” Scrog-
gins says. Distressed players “see a longer-
term horizon for healtheare, and they feel
much morc comfortable holding an equity
security when they have a significunt stuke
in the company and can name members 1o
the board,” he says.

“A lot of these guys look at (bankruplcy
proceedings) as a cheap way to effectively
buy and run a company.” Scroggins says. Bl
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