Hahnemann’s Closure as a Lesson in Private Equity Healthcare
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he recent closure of Hahnemann University Hospital,
a 500-bed teaching hospital in downtown Philadel-
phia, Pennsylvania, offers a case study of a new form
of for-profit business involvement in academic med-
icine —private equity investment. Though the closure of this
171-year-old institution is the result of multiple factors affect-
ing the hospital’s financial health over decades and may not
have been avoidable, the hospital's final years in the hands of
a private equity firm led to a closure process that was chaotic,
uncoordinated, and fundamentally not aligned with the needs
of the patients and trainees that make up the core constituents
of a teaching hospital. This hospital’s story involves a concern-
ing trend that underscores the dissonance in mission of private
equity and academic medicine. In an era of competition and
market consolidation, other teaching hospitals may be forced
to close under similar circumstances in the future, making it
vital that the medical and academic communities be aware of
these discordant missions to guide policy-making efforts and
ensure that the needs of patients and trainees take priority in
transition planning rather than the needs of investors.

Tracing the hospital’s history, much of its financial troubles
began over 20 years ago. In 1993, the Allegheny Health, Ed-
ucation, and Research Foundation (AHERF), a nonprofit Pitts-
burgh-based hospital and physician practice organization,
acquired Hahnemann Medical College. Forming the MCP-
Hahnemann Medical School, AHERF merged the institution
with another acquisition, Medical College of Pennsylvania
(MCP)," formerly known as the Woman'’s Medical College of
Pennsylvania, one of the first American medical schools de-
voted to exclusively training female physicians."? This was
part of AHERF's aggressive growth strategy at the time and
resulted in the acquisition of 14 hospitals and more than 300
Philadelphia-area primary care physician practices by 1998.
This caused about $1.3 billion of debt and over $1 million in
losses per day, which led AHERF to file for bankruptcy that
year? the country’s largest nonprofit healthcare bankruptcy
at the time." That same year, Tenet Healthcare Corporation,
a for-profit healthcare company, bought AHERF's assets in the
Philadelphia region from bankruptcy for $345 million, acquiring
eight hospitals, as well as all of AHREF's physician practices.?
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Ultimately, Tenet sold or closed six of the acquired hospitals
by 2007, leaving just Hahnemann and St. Christopher’s Hos-
pital for Children,® while Drexel University, a private, nonprofit
university, came forward to salvage AHERF's educational pro-
grams, creating the Drexel University College of Medicine.?
Under the ownership of Tenet, Hahnemann'’s financial health
declined as its patient population included a growing propor-
tion of those utilizing Medicare, Medicaid, and charity care,
which resulted in a negative operating profit margin annually
for the final 14 years under Tenet.3* In this setting, American
Academic Health System, LLC (AAHS) stepped in to purchase
Hahnemann and St. Christopher’s from Tenet and, eventually,
chose to close Hahnemann.*

That Hahnemann found itself in the hands of a private equi-
ty firm was not surprising. Such investment firms’ acquisitions
of hospitals and physician practices have become increasing-
ly more common, with the number of these types of deals
increasing by 48% and reaching a value of $42.6 billion from
2010 to 2017.% While for-profit hospitals have been shown to
have higher mortality® and lower patient satisfaction’ than
nonprofit hospitals, the relatively new and growing trend of
private equity investment in healthcare has not been rigor-
ously evaluated. By nature, these firms use investor capital
to acquire assets with the goal of increasing their value and
selling them off at a profit after about 3-7 years.® Thus, health-
care services provided by private equity—owned facilities are
valued and supported based on their profitability. Low-profit
services, such as primary care and psychiatry, are minimized
while more profitable services, such as same-day surgery, are
maximized.® In addition, given that for-profit hospitals tend
to invest less in charity care® and population health? as com-
pared with nonprofit institutions, private equity—owned hos-
pitals likely follow suit, in contrast to the humanistic values of
academic medicine. Ultimately, Hahnemann's decades-long
financial troubles set the stage for a buyout by private equi-
ty investors. But this transaction was the death knell for this
teaching hospital and eventually proved to be a disadvan-
tage for the community it served.

Purchasing Hahnemann and St Christopher’s from Tenet
in early 2018 for $170 million, AAHS—an affiliate of the pri-
vate equity firm, Paladin Healthcare Capital, LLC, led by in-
vestment banker Joel Freedman—entered the Philadelphia
healthcare market in partnership with Chicago-based health-
care real estate private equity firm, Harrison Street Real Estate
Capital, LLC.* Paladin had previously invested in smaller hos-
pitals serving underserved communities,* and as it began its
venture with this large teaching hospital, Paladin’s president,
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Barry Wolfman, stated that the company’s goal was “to return
[Hahnemann] to its rightful place in the landscape of health-
care.”® However, given the real estate firm’s involvement in the
deal and the permissive tier of zoning for Hahnemann'’s real es-
tate,'® there were suspicions that the purchase of the hospital
was a means to acquire and develop the valuable Center City
real estate rather than to serve the community.?

Within months of the hospital purchase, AAHS's Philadel-
phia venture proved difficult. Four CEOs came and went as
time passed, with some holding their position for only a cou-
ple of months." About 175 of Hahnemann's nurses, support
staff, and managers were laid off in April of 2019, but the
hospital finances did not improve significantly.”? As it became
evident that AAHS planned to close the hospital, efforts were
made to prevent the closure. Drexel University filed an un-
successful lawsuit, claiming that it would be a violation of the
academic agreement between the university and hospital.™
Once AAHS announced plans for hospital closure, the Penn-
sylvania Secretary of Health, Rachel Levine, MD, wrote to
AAHS leadership ordering a “cease and desist” of any action
toward hospital closure.”? Despite this, AAHS began cutting
vital hospital services, including trauma and cardiothoracic
surgery services, within days of the closure announcement.'
While there is a state law that a hospital cannot be closed
with less than 90 days’ notice, AAHS filed for bankruptcy and
shut down Hahnemann'’s service to the community in about
half that time.” The hospital real estate was separated from
the operating businesses and was excluded from the bank-
ruptey filing,'® which further cemented suspicions that the in-
volved private equity firms looked to profit off the land once
the hospital closed.

The immediate and long-term effects of the closure of
Hahnemann University Hospital on healthcare and medical
education in Philadelphia are yet to be rigorously measured
and evaluated. However, the hasty closure of a large inner-city
teaching hospital that served as a healthcare safety net for a
largely underserved minority population with 50,000 ED vis-
its per year* is a dangerous disruption to a community. The
way that the hospital was closed not only defied regulatory
attempts at protecting the community but also defied the val-
ues of the healthcare workers working in the hospital. Because
AAHS ceased payments to hospital vendors, medical supplies
were low during the final weeks at Hahnemann, which didn't
even have enough cups on the wards to provide drinking wa-
ter for patients.’ Nurses reported feeling shame as they used
scissors to cut wash cloths in half to have enough to wash their
patients.”™ The teaching hospital’s humanistic and social capi-
tal was being liquidated quickly. Even after Hahnemann's 570
graduate medical trainees endured the stressful and chaotic
process of being displaced and fortunately taken in by oth-
er programs,’® AAHS attempted to auction off Hahnemann'’s
graduate medical education (GME) slots and their associated
government funding to the highest bidder. While a US bank-
ruptcy judge initially approved the sale of those GME slots to a
consortium of academic institutions in the Philadelphia area,"”
the Center for Medicare & Medicaid Services (CMS) has ap-

An Official Publication of the Society of Hospital Medicine

Hahnemann's Closure | D'Mello

pealed that decision, which resulted in a current stay on the
transaction.” AAHS treating GME trainee positions as assets
to be bought and sold is a dangerous precedent to set, es-
pecially since it attempts to bypass CMS’s existing regulated
process for redistributing the slots.

While time will reveal the effects of the hospital closure, the
most concerning element of this story is that the methods of a
private equity firm in closing a large inner-city teaching hospi-
tal flouted attempts by regulatory agencies acting to preserve
the hospital’s mission to the community. The governor of Penn-
sylvania, Tom Wolf (D), and mayor of Philadelphia, Jim Kenney
(D), issued a joint statement chastising the actions of AAHS:
"The situation at Hahnemann University Hospital, caused by
CEOQO Joel Freedman and his team of venture capitalists, is an
absolute disgrace and shows a greed-driven lack of care for
the community.”"™ This chaotic situation inspired Philadelphia
Councilperson Helen Gym (D) to propose city legislation re-
quiring 180 days’ notice of a hospital closure, bestowing a
strong local means of protecting the city's people from similar
healthcare fiascos in the future.”

At its core, healthcare is a human-to-human interaction with
the purpose of improving and maintaining the health and life
of the patient. Adding to that the noble efforts in educating
students and trainees to provide that public good, academic
medicine is a virtuous endeavor. The new and growing phe-
nomenon of private equity in healthcare prioritizes maximizing
a return on investment, so the closure of Hahnemann Univer-
sity Hospital in Philadelphia highlights manifestations of the
discordance of the missions of private equity and academic
medicine and serves as “the canary in the coal mine,” warning
teaching hospitals and communities that this disconnect ne-
cessitates regulatory policies to protect academic medicine’s
service to the community while private equity investment con-
tinues to spread in healthcare.
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