DEPARTMENT OF HEALTH
POBOX 360
TRENTON, N.J. 08625-0360

CHRIS CHRISTIE
Gavernor www.nj.gov/health
Kim GUADAGNO CATHLEEN D. BENNETT
Lt. Governor Commissioner

May 8, 2017

VIA ELECTRONIC AND FIRST CLASS MAIL

Radha A. Savitala
Deputy General Counsel
Prime Healthcare

3300 E. Guasti Road
Ontario, CA 91761

Re: Transfer of Ownership — The Memorial Hospital of Salem County
CN# FR 16-0201-17-01
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Dear Ms. Savitala:

| am approving the certificate of need (CN) application submitted on February 1,
2016, pursuant to N.J.A.C. 8:33-3.1, for the transfer of The Memorial Hospital of Salem
County’s (Salem Hospital's or Hospital's) ownership, from Salem Hospital Corporation,
a subsidiary of CHS/Community Health Systems, Inc.(CHS) to Prime Healthcare
Foundation-Salem Hospital, LLC (Prime Salem or Applicant), a Delaware limited liability
company. Prime Healthcare Foundation, Inc. (PHF), a Delaware not-for-profit
corporation, Is the sole member of Prime Salem. PHF currently operates fourteen not-
for-profit hospitals in six different states. Six of the fourteen hospitals were acquired in
2016, and none of PHF's hospitals have transferred ownership or closed. PHF is
wholly-owned by Prime Healthcare Holdings, Inc., which also owns Prime Healthcare
Services, Inc. (Prime Healthcare). According to the applicant, Prime Healthcare will not
be involved in the ownership or operation of Salem Hospital. The PHF Board of
Directors will serve as the Prime Salem Board of Managers. Prime Salem will operate
Salem Hospital as a not-for-profit general hospital. A transfer of ownership of an entire
general hospital is subject to the full CN review process, in accordance with N.J.A.C.
8:33-3.3(a){1). | evaluated this application according to the standards set forth in
statute (N.J.S.A, 26:2H-1 et seq.) and by administrative rule (N.J.A.C. 8:33). | am
satisfied that the application submitted by Prime Salem s consistent with those
requirements. The application is being approved at the acquisition cost noted above.
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This CN approval is limited to the transfer of ownership of Salem Hospital, a
general acute care hospital, located at 310 Woodstown Road, Salem, NJ, with 126
beds. The bed composition includes 114 Medical/Surgical and 12 Adult ICU/CCU beds.
The Hospital's service complement will continue to include Acute Hemodialysis, one
Cystoscopy Room, five Mixed Use Operating Rooms (ORs), one Steep Center, one
Fixed Computerized Axial Tomography (CAT) unit, one Mobile Lithotripter, one Fixed
Magnetic Resonance Imager (MRI), and one Mobile Positron Emission Tomography
(PET) unit. Prime Salem is committed to continuing Salem Hospital's designation as a
Primary Stroke Center.

Salem Hospital has experienced sustained operating losses and reduction in
patient volume for several years. The New Jersey Health Care Facilities Financing
Authority provided information indicating that Salem Hospital has incurred operating
losses for over ten consecutive years and has experienced an accumulated net asset
deficiency and declining occupancy. The Department of Health {Department) utilization
data confirms that Salem Hospital's volumes have increasingly declined from 2010
through 2015. According to Applicant, after significant consideration of its altematives,
CHS, the current owner of Salem Hospital, has determined that a transfer of the
Hospital’s assets to Prime Salem will strengthen the Hospital, positioning it to meet the
health care needs of the residents of Salem County in the most optimal manner. The
application notes that the only option to the transfer of ownership of Salem Hospital is
the closure of the Hospital, which CHS considered and determined to be an '
unacceptable option given the absence of available acute care services in the area.

Prime Salem states that the Hospital’s affiliation with a strorig partner will provide
the necessary infusion of capital that will enhance the functional and operational
efficiencies at Salem Hospital, will attract additional talented medical staff, and will
provide the strategic leadership and assets needed for Salem Hospital to continue its
mission to provide quality affordable care for the residents of Salem and surrounding
areas. According to Prime Salem, this transfer of ownership will ensure that the
residents of the Salem Hospital service area continue to have access to critically
needed health services. Prime Salem’s offer to acquire the Hospital will allow the
continuation of Salem Hospital's mission to the community. Prime Salem believes that,
because Salem Hospital is aligning itself with a system of hospitals that is poised to
meet the challenges Salem Hospital faces, the proposed transfer of ownership will allow
the Hospital to better face those challenges.

Prime Salem’s application clearly expresses its strong commitment to the
continuity of services in Salem County for years to come. The transfer of ownership, as
opposed to closure of the Hospital, will preserve access to heaith care services for the
community, including the medically indigent and medically underserved populations.
However, the application noted that Prime Salem would assess the need to add or
reduce services at Salem Hospital along with the Salem community. | note that at the
February 2, 2017 State Health Planning Board (SHPB) meeting, Prime Representative,
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Bryan Burklow, referenced discussions about new services that Prime Salem might add.
He further referenced the Department’s February 2017 Certificate of Need Call for
Applications for Adult Acute Care Psychiatric Beds, noting that Prime Salem thinks “this
is a service that's desperately needed In Salem County” and that they “would quickly
look to explore the opportunities for filing another [CN] to try and expand services if
given the opportunity.” In addition to Prime Salem's proposal to continue operating
Salem Hospital as a general acute care hospital following the transfer of ownership and
maintaining the existing service levels and licensed bed complement at Salem
Hospital's existing location in Salem County, Prime Salem also plans to hire
substantially all current Hospital employees who are employed at Salem Hospital. Prime
Salem also has made a@ commitment in its application to “make a substantial investment
in new state of the art-equipment and information technology which will make Salem
Hospital more efficient and: allow physicians, clinical staff and support personnel to have
access to the state of the art (and more efficient) equipment while delivering quality
patient care to the community.” It further states “An affiliation with a strong partner will
provide the necessary infusion of capital that will enhance the functional and operational
efficiencies at Salem Hospital.” ‘

For the reasons that follow, | am approving, with conditions, the application
submitted for the transfer of ownership of Salem Hospital to Prime Salem. My decision
to approve this CN application is consistent with the recommendation of the State
Health Planning Board (SHPB), which unanimously recommended approval of CN# FR
16-0201-17-01 atits February 2, 2017 meeting. In reaching this declsion, | considered
the CN application for the transfer of ownership of Salem Hospital, completeness
questions and responses, the public hearing transcript, written comments and exhibits,
the Department staff recommendations, and the SHPB recommendations. The
referenced materials are incorporated and made a part of this final decision.

'Public Hearing

'As part of the review process, the SHPB is required to hold at least one public
hearing in the service area of the health care facility within 30 days of the application
being deciared complete by the Department. A public hearing occurred on Wednesday,
January 18, 2017, at Salem Community College, 460 Hollywood Avenue, Carney’s
Point, in Salem County with sixty people in attendance. Eleven speakers provided
comments, all in support of the transfer of the Hospital to Prime Salem. One physician
spoke of the urgency to approve the transfer of ownership of the Hospital to prevent any
additional loss of Hospital physicians and staff. An HPAE member requested that
conditions, similar-to those imposed for recent hospital transfers of ownership to the
Prime System, be imposed on the approval of the transfer of ownership of Salem
Hospital.

New Jersey Senate President Stephen Sweeney and New Jersey Assembly
Deputy Speaker John Burzichelli both spoke at the February 2, 2017 meeting of the
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SHPB in support of the transfer of ownership of the Hospital to Prime Salem. However,
Senator Sweeney and Assemblyman Burzichelli also raised a significant issue
regarding the Salem Health And Wellness Foundation (Foundation), which was
established in 2002 as a public charity for the purpose of promoting the health and
wellness of Salem County residents. The Foundation was funded with the $32,207,639
in proceeds from the sale of the Hospital to CHS. Over the years, through investments,
Foundation funding grew and, in 2013, the Salem Health And Wellness Foundation
granted approximately $52,552,657 to the Morris County-based Community Foundation
of New Jersey. Senator Sweeney noted that he and Assemblyman Burzichelli had
worked closely with the Attorney General and the Governor to enact a statutory process
involving the Office of the Attorney General and the Superior Court that would address
the concerns expressed by the two Legislators. That statute, N.J.S.A. 26:2H-7.11(h)(4),
provides; |

[u]pon notice to, and upon the recommendation of, the Attorney General,
in the case of a nonprofit hospital previously acquired at any time after
November 2, 2000 by any person or entity other than a [charitable]
corporation . . . , which is subsequently acquired by a charitable entity that
operates a nonprofit hospital that in purpose, form and function is.
equivalent to the previously acquired nonprofit hospital and serves the
same population served by the: previously acquired nonprofit hospital, any
remaining charitable assets that were placed in a nonprofit charitable
entity . . . shall be subject to review by the Superior Court to determine
whether allocating such assets to the nonprofit charitable entity acquiring
the previously acquired nonprofit hospital would be more consistent with
the previously acquired nonprofit hospital's original purpose.

Assemblyman Burzichelli requested two conditions that he and Senator Sweeney
wished to be included in the approval of the transaction: (1) that Prime Salem make a
full commitment to operate the Hospital as an acute care hospital, and (2) “that [Prime
Salem] follow the procedures established in the statute to [e]ffect a full return of the
assets remaining from the original transaction, presently in two foundations, one in
Morris County and one in Salem County, totaling almost $50 million.” Assemblyman
Burzichelli noted that “this is money we strongly believe belongs to this hospital and
considering the uncertainty of what's to happen in hospital reimbursements coming
forward, we think the retum of this money to this hospital is essential and must be
aggressively pursued.” Assemblyman Burzichelli added that “we further request as part
of the condition, that a special master be appointed to facilitate and follow and process
the flow of this money back to the hospital.” Senator Sweeney stressed that “the
foundation’s money belongs with the hospital ... The foundation was created for
healthcare. This hospital has been run into the ground. It's going to take an enormous
amount of investment to get it up to a place where we can bring people back.”
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Ny At its February 2, 2017 meeting, the SHPB unanimously recommended approval
of this application with conditions.

Analysis

N.J.S.A. 26:2H-8, as well as N.J.A.C. 8:33-4.9(a), provide for the issuance ofa
CN only where the action proposed in the application for such certificate is necessary to
provide required heaith care in the area fo be served, can be economically
accomplished and maintainied, will not have an adverse economic or financial impact on
the-delivery of health services in the region or statewide, and will contribute to the
orderly development of adequate and effective health care services. In making such
determinations, | must take into consideration: (a) the availability of facilities or services
which may serve as alternatives or substitutes; (b) the need for special equipment and
services in the area; (c) the possible economies and improvement in services to be
anticipated from the operation of joint central services; (d) the adequacy of financial
resources and sources of present and future revenues; (e) the availability of sufficient
manpower in the several professional disciplines; and (f) such other factors as may be
established by regulation.

As to the specifics of this application, N.J.S.A. 26:2H-8(a) requires that | consider
the availability of facilities or services which may serve as alternatives or substitutes.
The Applicant has documented that it and the current owner, CHS, believe that the
transfer of ownership of Salem Hospital is the only altemative to closure of the Hospital.
The transfer of ownership is the least disruptive alternative to. maintaining the current
level of care and services in the area, and it will preserve access to health care services
for the Salem Community, including the medically indigent and medically underserved
populations. | have also taken into consideration that only-one other general hospital,
Inspira Medical Center-Elmer (Inspira-Elmer) is located in Salem County. Inspira-Elmer
is located 17.5 miles from Salem Hospital, and all other New Jersey hospitals inthe
area are located greater than 17.5 miles from Salem Hospital. |find that the proposed
transfer of ownership; as opposed to closure of Salem Hospital, will preserve.
appropriate access to health care services for the community, including the medically
indigent and medically underserved population.

| also find that the requirement at N.J.S.A. 26:2H-8(b) to consider the need for
special equipment and services in the area would be met in this case. Prime Salem has
documented its intention to continue to the extent possible to offer the same services
that are currently licensed at the facility and maintain all equipment and services
necessary to operate the Hospital. Future adjustments will be based on an assessment
of the health care needs of the region, determined in conjunction with the Salem
community, with expansion of identified gaps in services and elimination of duplicated
services. Prime Salem intends to bring its national non-profit health care experience 1o
the Hospital to improve the quality and delivery of existing health services and programs
previously operated by CHS.



The Memorial Hospital of Salem County

Transfer of Ownership to Prime Healthcare Foundation-Salem Hospital, LLC
CN# FR 16-0201-17-01

Page 6

With respect to N.J.S.A. 26:2H-8(c) regarding the possible economies and
improvement in services to be anticipated from the operation of joint central services,
there are economies of scale to be realized by this acquisition. For example, PHF
operates at least fourteen other general hospitals, and according to the application, it
has a demonstrated history of impiementation of successful operation strategies. Prime
Salem suggests that it will, in conjunction with community leaders and Salem Hospital
medical staff, identify those specialties, if any, that are needed at Salem Hospital and
other area hospitals and will work with Salem Hospitals” medical staff to identify and
recruit specialists. Prime Salem further notes that it will bring operational efficiencies to
Salem Hospital's Emergency Department (ED), which will increase access to care far
the community and decrease time paramedics and EMTs are required to wait in the ED,
thus allowing for efficient patient care, Prime Salem also will implement a community
outreach program designed to meet the primary care needs of the community so that
members of the community may receive primary care in the community rather than in
the ED.

N.J.S.A. 26:2H-8(d) requires consideration of the adequacy of financial resources
and sources of present and future revenues. A financlal analysis of Prime Salem's
application undertaken by the Department indicates that the Applicant will have
sufficient resources to implement and sustain the project. The application notes that its
method of financing the $15 million purchase of Salem Hospital will be from available
funds from PHF. According to completeness responses, PHF had over $46 Million in
cash and cash equivalents and short-term investments of $130 Million as of December
31, 2014. Based on the Applicant’s representations, | find that continuation of the
operating losses at Salem Hospital could put the future of the Hospital at risk and lead
to the Hospital’s closure. | believe that Salem Hospital's transfer to Prime Salem will
afford it an opportunity to maintain and grow needed services.

With respect to N.J.S.A. 26:2H-8(e), regarding the availability-of sufficient
manpower in the several professional disciplines, | am satisfied that there will be
sufficient qualified personnel because Prime Salem has committed to retain
substantially all the-Hospital's current employees when the transfer of ownership is
completed. In addition, Prime Salem has committed to actively recruit new physicians
and encourage those physicians who previously utilized the Hospital to once again
retum to. provide care. Part of Prime Salem's plan is to work in conjunction with
community leaders and their own medical staff, as well as surrounding hospitals, to
identify health care needs for more specialized services and recruit appropriate medical
staff to fill any service gaps.

N.J.S.A. 26:2H-8(f) requires consideration of such other factors as may be
established by administrative rule. Therefore, | have taken into consideration the
applicable administrative rules goveming the services subject to full review (i.e.,
N.J.A.C. 8:33-1.1 et seq.). Prime Salemisin compliance with the access requirements



