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UPDATE: Leonard Green-led ownership
collected $658 million in dividends and

fees from Prospect Medica

Holdings

despite challenges, commitment to

regulators to forgo dividends

Private equity firm Leonard Green & Partners owns
Prospect Medical Holdings, a safety net hospital company
that owns 17 hospitals in 5 states.!

Leonard Green acquired Prospect in December 2010 in
a $363 million leveraged buyout.2 At the time, Prospect was
a five-hospital community health system in Southern
California.3 Over the course of Leonard Green’s ownership,
Prospect bought hospitals in Connecticut, New Jersey,
Pennsylvania, Rhode Island, and Texas.

Since 2010, the Leonard Green-led ownership group has
drawn $658 million dollars in fees and dividends from the
company even as the hospitals suffered operating
challenges, substantially underfunded pensions, and
regulatory scrutiny.# Prospect's hospitals currently have
some of the lowest quality ratings from the Centers for
Medicare and Medicaid Services—all but one have received
ratings of one or two stars, the lowest quality ratings assigned
by CMS.5 In late 2019 Prospect permanently shuttered all
of the facilities in Texas, claiming it was unable to find a
buyer for the hospital system.®

Of the $658 miillion collected from Prospect, at least $400
million appears to have gone to Leonard Green & Partners
and its affiliates.®

Now, Leonard Green is selling its majority stake in
Prospect to the company’s management for just $10
million9—a fraction of what it acquired Prospect and many
of its hospitals for. Four years ago, in April 2016, The Wall
Street Journal reported that Leonard Green was exploring
a sale that might have valued Prospect at as much as
$1 billion.10

FEES AND DIVIDENDS PAID TO LEONARD GREEN
AND OTHER PROSPECT OWNERS

TYPE DATE AMOUNT

Annual $1 Million 2011-2019  $9,000,000
Management Fee

lvy Holdings Merger 2010 $4,441,000
Transaction Fee

Dividend 2012 $88,000,000
Dividend 2013 $100,000,000
Dividend 2018 $457,000,000
Total $658,441,000

Sources: SEC filings and Prospect Medical Holdings, Inc.
Consolidated Annual Financial Statements.”

“Prospect’s management and representatives
have given assurances that this [2013 dividend]
was a one-time event and that there are no
plans to make a similar distribution in the
foreseeable future.”

Rhode Island Attorney General decision, May 16, 2014
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2018 DIVIDEND CONTRADICTED COMMITMENT TO
RHODE ISLAND REGULATORS

The $457 million dividend the Leonard Green-led invest-
ment group collected in 2018 directly contradicted a
commitment Prospect made to state regulators. In their
consideration of Prospect’s conversion of the CharterCARE
hospitals in Rhode Island from non-
profit to for-profit in 2014, the Rhode
Island Office of the Attorney General
and the State Department of Health
made note of the 2012 and 2013 divi-

FUNDED RATIO OF PROSPECT
MEDICAL HOLDINGS’ PENSION FUND

Cash on hand declined from $65.9 million in 2015 to just
$7.7 million as of September 30, 2018.16

Underfunded Pensions

Prospect’s hospitals’ pensions were substantially under-
funded as of September 30, 2018 — the company faced
$260 million in unfunded retirement benefit obligations.1”

Between 2016 and 2018, the
funded ratio of the Prospect Medical
Holdings’ pension funds fell from
68.3% funded to 60.7% funded.18

dends!! stating that Prospect assured
the regulators that it did not intend to
make additional dividend distributions.
The Attorney General’s decision states:
“Prospect’s management and repre-
sentatives have given assurances that
this was a one-time event and that
there are no plans to make a similar
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In addition, the pension for
Prospect’s CharterCARE hospitals in
Rhode Island, which is not included
in these figures, is currently the
subject of ongoing litigation. In 2018,
pensioners filed a class action lawsuit
against Prospect and other defen-
dants for allegedly hiding the pension
plan’s poor health to shield its own
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future.”12 At the same time, the 2016 2017
Rhode Island Department of Health
noted, "PMH [Prospect Medical

Holdings] has represented that there
are no intentions to make additional
distributions.”13

EBITDA MARGIN

PROSPECT MEDICAL HOLDINGS

liability from regulators. A year before,
the plan’s managers put the fund in
receivership and cut benefits 40%
across the board. Several other defen-
dants in the suit have settled, but
as of April 2020 Prospect has not
settled.1®

2018

Prospect paid out the $457 million
debt-financed dividend to its owners
four years later.14
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In connection with its acquisition of
Crozer-Keystone Health System in
Pennsylvania, Prospect planned to
terminate the pension within the five-
year period after acquiring it (i.e. by
July 2021):

“Company will liquidate, fully fund

0.6% and satisfy, and pay all benefits owed

dividend despite declining financial
performance at Prospect Medical
Holdings.

Operating Challenges

Prospect has faced substantial operating challenges in
recent years.

Prospect’s revenue grew by more than 2.3x between
2015 and 2018, likely due to its acquisition of three hospital
systems in 2016. However, the company’s EBITDA for the
same period declined dramatically, from $142 million in
2015 to $17 million in 2018—an 88% decrease. lts
EBITDA margin shrank from 10.8% in 2015 to just 0.6%
in 2018.15

2015 2016
L

to participants and beneficiaries of
the plan by providing lump sum
distributions to participants, purchas-
ing annuities for participants who do not elect a lump sum
distribution.”20

Prospect has made modest contributions to the pensions
in recent years. In 2018, the company issued $1.2 billion
debt to refinance existing debt, reduce the underfunded
pension liability, and pay a dividend to shareholders. Of the
money the company raised, it contributed just $40 million
to the pension while paying a $457 million dividend to
Leonard Green and other owners.2!
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