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nursing home bankruptcies in California:

An Exploratory Study 

INTRODUCTION


As an aging population and rising long-term care expenditures increasingly challenge the U.S. health care system, organizational trends among the nation’s 17,000 nursing homes require systematic analysis (Centers for Medicare and Medicaid Services [CMS], 2002).  Nursing home bankruptcy is an important new item on the health services research agenda that has received little independent and systematic analysis.  In 2000, after years of industry-wide expansion and profit, an estimated 1,900 facilities were operating under the protection of Chapter 11 of the U.S. Bankruptcy Code (American Health Care Association [AHCA], 2001).  While Chapter 11 status allows corporations to restructure, stop payments to creditors and renegotiate loan schedules, owners generally continue to control their assets and operate their facilities (General Accounting Office [GAO], 2000).  Despite the stabilizing intent of Chapter 11 protection, nursing home bankruptcies have drawn conflicting explanations and raised various concerns among industry stakeholders. On the one hand, facility operators suggest that bankruptcy is an outcome of low reimbursement rates and is a precursor to widespread closures (Nakhnikian, 2000, AHCA, 2001). On the other hand, consumer advocates and the GAO (2000: 9) attribute bankruptcy to poor business decisions and express concern for the nation’s 1.6 million nursing home residents. 

This paper reports the first analysis of factors related to the bankrupt status of individual nursing homes in California. Given the exploratory nature of the study and the data available, it was neither intended to address the factors related to corporate decisions to file bankruptcy, nor was it designed to determine the extent to which Medicare and Medicaid reimbursement rates were directly responsible.  Rather, the first aim was to describe the nature and scope of bankruptcy among California nursing homes. The second goal was to examine the relationship between individual nursing home bankruptcy and: a) facility-level financial/cost profiles (e.g., ratios), and b) structural/organizational features including socio-demographics, casemix, market competition, facility characteristics, and staffing.  The paper contains six main sections: (1) background, (2) conceptual model, (3) research design and description of conditional logit analysis (Greene, 1997), (4) results, (5) discussion of findings in relation to conceptual model, and (6) policy implications.

Background

By the end of 1999, following a period of expansion and profit, much of the nursing home industry was in debt, understaffed, and reportedly losing money (GAO, 2000; Nakhnikian, 2000).  These problems were most visible among the nation’s nine largest publicly traded (for-profit) multi-facility corporations (chains). In combination, these organizations operate nearly 17 percent of all nursing beds in the US: Beverly (3.36%), Mariner (2.43%), Manor Care (2.16%), Vencor (2.12%), IHS (2.09%), Sun (1.76%), Genesis (1.62%), and Extendicare (0.96%).   In September 1999, after reporting losses of $563 million in 1998 and $612 million in 1999, Vencor (300 homes) filed for Chapter 11 bankruptcy protection. In October, Sun (385 facilities) filed for bankruptcy after reporting losses of $700 million in 1998 and $90 million in 1999.  Three months later, Mariner (400 facilities) posted a third-quarter loss of $405 million and filed for bankruptcy. As 2000 progressed, Extendicare, Genesis, and IHS declared bankruptcy and were joined by an increasing number of smaller chains (e.g., Frontier, Newcare, and Iatros). By the end of 2000, an estimated 1,900 nursing homes were operating under Chapter 11 protection (AHCA, 2001).  

While there exists some consensus about the national extent of nursing home bankruptcy, there is less agreement about its causes or implications. Nursing facility operators attributed the problem to features of the Medicaid and Medicare reimbursement systems through which government paid for 60.1 percent of the $90 billion dollars spent on free standing (FS) nursing homes in 1999 (Heffler et al., 2001). States have considerable discretion in developing their own Medicaid reimbursement rates and often use this autonomy to try and control the growth in nursing facility reimbursement rates (Swan et al., 2000). In 1998, the average Medicaid nursing home reimbursement rate was about $96 per day, or about $35,000 annually (Swan et al., 2001).  

Medicare traditionally paid nursing homes on the basis of reasonable costs incurred, with ceilings for routine services (e.g., general nursing, room and board). Payments for ancillary costs (e.g., physical therapy, medical/pharmaceutical supplies) were virtually unlimited (GAO, 2000). Between 1990 and 1998, Medicare expenditures for skilled nursing facility (SNF) services increased, on average, 25 percent annually, reaching $13.6 billion in 1998 (GAO, 2000: 3).  Over this period, Medicare’s per diem payment increased, on average, 12 percent annually, reaching $268 in 1998. Between 1992-1995, the index of prices of goods and services purchased by nursing homes increased an average of 3 percent per year and facility routine costs rose by 6 percent per year.  Ancillary costs grew an average of 19 percent per year (GAO, 2000: 4-6).  

In an attempt to control this cost inflation, Congress passed a Medicare Prospective Payment System (Federal Register, 1998) as part of the Balanced Budget Act (BBA, 1997).  Under the new reimbursement method, operators receive fixed payments for routine and nursing costs, including ancillary costs, with adjustments for casemix. As PPS was phased in from July 1 1998, the nursing home industry warned that that many facilities would soon close because the new system cut reimbursement rates by up to $115 per nursing home resident day (GAO, 2000: 7). 

While most of the for-profit chains examined by the GAO (2000: 11) reported declining Medicare revenues, three of the four in bankruptcy maintained profits from their nursing home operations throughout the transition to PPS.  The GAO found also that most of the chains in bankruptcy reported higher than average nursing home costs (exceeding the Medicare payment rate). This caused the GAO to speculate that bankruptcy was related to high capital-related costs, the over-provision of ancillary services, and substantial nonrecurring expenses and write-offs. The financial positions and reputations of two large chains (Vencor and Beverly) were damaged when they were ordered to repay Medicare $104.5 million and $175 million (respectively) following fraud allegations (Galloro, 2001). 

Perceptions of the Closure ‘Problem’ in California

In 2000, against a national backdrop of ambiguity and some controversy, fourteen states had more than 20 percent of their homes in bankruptcy (e.g., Nevada and New Mexico). Even though California fell around the national average with 11 percent of facilities in bankruptcy, anxiety mounted among the press, policy makers, and the public (Appleby, 1999; Wadley, 1999; AHCA, 2001).  Among these stakeholders, in the absence of independent research, two well publicized cases shaped perceptions.  First, in September 1997, after the court-appointed manager failed to find a new operator for a bankrupt facility, all residents were evicted late on a Friday night (Moore, 1997).  Distressing scenes of frail elders being transferred in the dark attracted intense media attention, prompted a change in state law, and caused a review of state oversight. From January 1 1999, any person with a controlling interest in a nursing facility was required to inform California Department of Human Services (CDHS) within 24 hours of filing for bankruptcy (California Health and Safety Code [CHSC], 1998). In addition, an 8-person Skilled Nursing Facility Financial Solvency Advisory Board was established to develop (by July 1, 2002) new licensing standards regarding the financial solvency of nursing homes (CHSC, 2000).

Second, in April 2001, CDHS had to take-over 3 facilities (280 residents) within a bankrupt chain after the owner abandoned them (Bonnet, 2001). The state-appointed temporary administrator found new operators for two of the homes but not for the third home that housed many Alzheimer’s patients.  Once again, the media projected to a wide audience, the specter of transfer trauma affecting vulnerable residents.  Following this case, and funded by a State senate research initiative, this study sought to inform policy discussions through the first analysis of general factors related to bankruptcy among individual nursing homes in California. 

CONCEPTUAL MODEL for analysis 

Because there has been little research into nursing home failure (closure or bankruptcy), the conceptual model for this study drew two insights from analyses conducted in other fields, including hospitals.  First, we looked to include both financial/cost profiles (e.g., Mullner et al., 1982; Cleverly, 1985; Wertheim and Lynn, 1993) and structural/organizational factors (Lee and Alexander, 1999a,b).  As with hospital studies, achievement of this goal was constrained by data availability. Moreover, some organizational information available for hospitals (e.g., CEO turnover) is not compiled for nursing homes.  Second, we sought consciously to address research findings that practitioners and policy makers rarely use models produced from academic research (Driver and Mock, 1975; Stocks and Harrell, 1995).  One of our attempts to reconcile the requirements of academic and practitioner audiences rests on evidence that much of the variation contained within sets of financial ratios is explained by measures of leverage, profitability, and liquidity (Ohlson, 1980; Zeller et al., 1997). Thus, we employed single ratios of each of these three issues.

Facility-level financial profiles might be expected to be the strongest predictors of nursing home bankruptcy to the extent that they reflect the financial health of a nursing facility.  In this industry context, however, bankruptcy most frequently involves a decision taken at the headquarters of a multi-facility organization (chain). So, the financial status of any single member facility may not be the primary consideration in decisions to file for corporate bankruptcy (see discussion section).  While we still expected that financial/cost factors would be predictive of facility bankruptcy, we sought to avoid the limitations of analyzing organizational failure solely in these terms (Lee and Alexander, 1999a,b) by exploring a range of factors including facility characteristics, local industry competition, and resident characteristics. 

Facility Characteristics

Following nursing home cost studies (e.g., Ullmann, 1990; Headen, 1992; Fries et al., 1994; Dor, 1989), facility characteristics were predicted to be associated with facility costs and hence, with the likelihood of bankruptcy. For-profit facilities may be more likely to have financial problems (than non-profit facilities) for a variety of reasons, including fewer tax exemptions, endowments and charitable contributions (Aaronson et al., 1994; CMS, 2002).  Non-profit and government facilities were, however, omitted from this study because they are not eligible to declare bankruptcy under Chapter 11.  In previous studies, chain-owned nursing facilities have been reported to have generally lower operating costs, which could lead to better financial status (McKay, 1991; Arling et al. 1991; and Cohen and Dubay, 1990).  While it would have been interesting to examine this specific effect, all bankrupt homes in the data set available were chain members. Thus, it was not possible to compare chain and non-chain proprietary homes in terms of their relative likelihood of bankruptcy.  

Size.  Commercial and hospital studies concur that as the relative amount of resources increases, facilities are better placed to avoid bankruptcy (e.g., Ohlson, 1980; Cleverly, 1985). Similarly, some nursing home studies have found a positive relationship between size and facility financial status (Cohen and Spector, l996).  Economic theory and evidence from Zinn et al. (1999) suggests that larger facilities may be better placed to exploit economies of scale (e.g., from bulk purchase of supplies, more efficient operation of administrative staff, and better terms from creditors and insurers). This should give them a cost advantage relative to smaller homes, and make them more financially viable as a result.  While study findings on these relationships are mixed (Bishop, 1980; Ullmann, 1984; Ullmann, 1990), the state of California gives small facilities (59 beds or less) higher Medicaid reimbursement rates than larger facilities (CHDS, 2000.  Despite this, California cost reports for 1999 show that facilities with 1-59 beds had an average loss of income per patient day of $4.86, compared with earnings of $1.82 per patient day for facilities with 60-99 beds, and earnings of $2.55 per patient day for facilities with 100 or more beds (COSHPD, 2002).  

Occupancy rates.  Nursing facilities with lower occupancy rates may be expected to have higher average costs per patient and hence be less financially stable.  Most cost studies show a strong negative relationship between occupancy and average costs (Bishop, 1980; Ullmann, 1984; Caswell and Cleverly, 1983).   While facilities with low occupancy rates are expected to meet all state and federal staffing and quality standards (and incur the costs associated with so doing), they would not have the same revenue stream as fully occupied facilities. This could affect their financial position and thus the likelihood of bankruptcy. 

Geographic Region.  Nursing facilities in urban areas have been found to have higher costs (Ullmann, 1984).   On the other hand, nursing facilities operating in rural areas may have more financial problems (Smith et al., 1992).  To take geographical differences in costs of living into account, California sets its Medicaid reimbursement rate to vary by size and geographic region. Patient day rates for homes with 59-beds or less are: $87.26 in the Los Angeles Region, $100.28 in the Bay Area counties, and $93.31 in all other counties (CHDS, 2000).  Depending on whether the higher rates cover the higher regional costs, facilities may or may not be financially disadvantaged by their location.  

Revenue and Cost Factors

With the clear relationship between revenue and financial viability, the primary sources of revenue for nursing homes are: Medicare, Medicaid, and private pay and other revenue sources.

Medicare and Private pay residents.  Medicare skilled nursing facility reimbursement rates are set at the federal level and they have generally been higher than those for Medicaid.  This allows facilities to charge higher rates for Medicare residents (Ullmann, 1990) and it has resulted in a facility preference for Medicare and private pay residents (Dor, 1989; Buchanan et al., 1991; Aaronson et al., 1995).  Facilities with higher percentages of Medicare residents may have higher revenues and net incomes when compared with facilities that maintain a larger Medicaid census. On the other hand, analysis by Dor (1989) showed that Medicare costs are higher relative to Medicaid costs even given the higher Medicare reimbursement rates. Thus, the effect of Medicare patients on facility financial position is, a priori, indeterminate.

Medicaid residents.  Facilities with higher levels of Medicaid (called Medi-Cal in California) residents may be disadvantaged because Medicaid reimbursement rates are generally lower than Medicare and private pay rates (COSHPD, 2002).   Various studies have identified a negative relationship between percentage of Medicaid residents and costs per day (Smith and Fottler, 1981; Caswell and Cleverly, 1983; Nyman, 1988; Kanda and Mezey, 1991; Harrington et al., 1998; Ullmann, 1990). 

Administrative Costs.   Administrative costs may be a factor that influences the financial viability of nursing facilities.   Paying sufficient wages and benefits to administrators may help attract and retain qualified and motivated individuals who may, for example, have the capacity to identify financial problems early.  Against this, administration represents an overhead, which if allowed to become unnecessarily high, could endanger the financial position of the facility.

Maintenance Costs.  High maintenance costs could place a facility in financial jeopardy as well as possibly indicating that the building is old and in need of remodeling or rebuilding.  In the case of the latter, this would drive up maintenance costs and probably other costs as well e.g., administration dealing with contractors etc. Facilities with high maintenance costs could have higher than average expenses compared with other facilities and be constrained by the revenue sources in covering such costs. A case study analysis of nursing home closures in Michigan identified high maintenance costs among older homes as an important factor (Hirschel, 2002).

Funds from Related Parties.   As noted earlier, an increasing number of facilities have relationships with parent organizations (related parties). From these parents, they may receive funds that can help with operating costs.  They may also pay administrative costs and fees to related parties that may increase their costs.  The balance between these flows could impact on the financial stability of nursing facilities. 

Financial Ratios. While financial ratios are central within most bankruptcy studies, Zeller et al. (1997) demonstrate that measures of liquidity, leverage and solvency are highly correlated, and that most variance within models can be explained with the use of single ratios for each area. In general, higher ratios of liquidity (e.g. as measured by acid test ratio) indicate stronger financial position. Higher ratios of leverage (e.g., liabilities to asset ratio) can indicate financial problems.  Higher profitability measures (e.g., net income ratio) indicate better financial health. 

Resident Characteristics 

Socio-demographic factors.  Socio-demographic factors are important influences on nursing facility costs and operations.  Higher percentages of the aged 85 and over population in a facility should increase the casemix of residents and thus the per-patient cost of care (Ullmann, 1990).   Higher disability rates amongst African Americans may increase casemix among homes with higher proportions of African American residents and thus may have a negative effect on the net income of the facility (Headen, 1992).  Facilities with higher proportions of minorities may also provide a proxy for low-income areas, which in turn could impact on the financial viability of an organization. Ullmann (1990), however, found no relationship between race/ethnicity and facility charges.  

Resident Casemix.   A number of studies of nursing facilities have shown a strong positive relationship between casemix and nurse staffing time and hence cost (Arling et al., 1987; Cohen and Dubay, 1990; Fries et al., 1994).   Since residents with higher needs for care require more nursing staff time, facilities should make decisions to increase their staffing hours when resident care requires additional time and/or expertise.  As staff hours increase, the costs for a facility should increase and this in turn could impact on the financial health of a facility.  Holahan and Cohen (1987), Ullmann (1984), and Ullmann (1990) reported that casemix costs were directly related to increased facility costs or charges.  Other cost models show the importance of service intensity related to casemix (Lee et al., 1983; Smith and Fottler, 1981; Dor, 1989).

Staffing Factors

Staffing levels in nursing facilities can be an input measure or proxy for quality of care.  Facilities may try to compete on quality by having higher staffing levels.  

Nurse Staffing Levels.   Nurse staffing levels vary widely, they are a highly significant positive factor in average operating costs, and they may have negative effects on the financial outcomes of a facility (Smith and Fottler, 1981; Lee et al., 1983; Bliesmer et al., 1998).  On the other hand, where facilities compete on staffing and quality, higher staffing could lead to higher revenues and improve the financial status of the facility.

Nurse Turnover Rates.  Nurse turnover rates in nursing homes are reported to be high (51-93 percent in 1997) (AHCA, 1999) and shortages of nurses are reported across the nation (AHCA, 2001).   High turnover rates could increase the costs of facility operation in terms of recruitment, retention and training and also require the use of expensive nurse registries. Thus, nurse turnover may increase the facility costs and in turn lead to financial instability.  

Market Competition 

Nyman (1988) found an association between excess capacity, total expenditures, and average direct patient costs.   In counties where there are more competitors and less inequality in market share among facilities, facility income may be lower (Banaszak-Holl et al., 1996).  In county markets with less competition, facilities may have higher private pay rates and this should be associated with an improved financial status.  

Research Design, Data sources and MeTHODS

All free standing (e.g., not hospital-based), non-governmental, licensed and/or certified skilled nursing and nursing facilities in California, for which financial information were available, were considered for inclusion in this study (n=1,156).  All non-profit facilities (160) were omitted because they are not eligible for Chapter 11 bankruptcy protection.  41 (non-bankrupt, independent) facilities were removed from the analysis due to missing values on one or more variables. The final sample comprised the 955 facilities comparable in terms of their capacity to enter bankruptcy and data availability. 

The dependent variable in this study was whether or not a California nursing home was bankrupt in 2000.  The state and an industry association were each able to identify a number of bankrupt multi-facility organizations that operated in California. Neither of these sources, nor a literature and press search covering the period 1996-2001 conducted by the California Research Bureau (CRB), was able to identify bankrupt independent (not chain member) facilities in California.  Thus, we were able to consider only bankruptcies involving chains operating in California.  

Because chains tend to file for bankruptcy in their state of incorporation, and because the tracing of individual filings was beyond the scope of this project, we used three secondary sources to help identify bankrupt chains operating in California: a) a list compiled by the California Licensing and Certification Division, b) a list provided (anonymously) by an industry association, and c) a list compiled by CMS for.  We used the California Licensing and Certification Division, Automated Certification and Licensing Administrative Information and Management System (ACLAIMS), to identify a total of 155 California members (facilities) of the eight chains identified from the lists. 113 facilities belonged to chains that had filed in 1999, 42 belonged to chains that entered bankruptcy in 2000. 

For each facility (bankrupt and non-bankrupt), a record file was created comprising its bankruptcy 2000 (yes/no), plus financial and other variables for two previous years (1997-1998 and 1998-1999). Table 1 details the variables used in this analysis, their definitions, and data sources.  

As shown in Table 1, most of the facility characteristics, cost and revenue factors, and financial ratios were continuous variables taken from California Office of Statewide Health Planning and Development long-term care data files (COSHPD, 2002).  The primary COSHPD data are complied from the uniform cost reports that all nursing facilities in California file for all payers on an annual basis.  All the revenue and cost variables (not the ratios) were standardized by resident day.  OSHPD financial data were the best available to this study are and better than those which exists in many states. Although state officials do clean and review the cost reports on an annual basis, they are not audited independently.   

The region variable was derived from the three areas established for California Medicaid reimbursement rates (Los Angeles counties, the Bay Area counties, and all other counties) (CDHS, 1999).  The data on nursing staffing hours, turnover and wages were taken from the annual uniform cost reports filed with the state (COHSPD, 2002).  While most data on resident characteristics were taken from the 1999 annual utilization survey (COSHPD, 2002), the 1999 federal On-Line Survey Certification and Reporting (OSCAR) system data were used for resident’s need for assistance with activities of daily living (ADLs) (USHCFA, 2000).  These data were used because they were the best available data and the data on facility Resource Utilization Groups (RUGs) were not available. The Herfindal index was calculated from COSHPD data, as described in Table 1. 

Analytical Model
To avoid the well-documented problems of using multi-discriminant analysis (MDA) for bankruptcy analysis (Ohlson, 1980: 112), we followed standard research practice and used conditional logit models (Greene, 1997). In this approach, no assumptions have to be made regarding prior probabilities of bankruptcy or the distribution of predictors. 

Table 2 reports descriptive statistics for the independent variables relating to: a) all homes in the analysis, b) non-bankrupt homes, c) chain facilities, d) bankrupt chain facilities, and e) non-bankrupt chain members. Pearson correlations among the predictor variables were modest, suggesting that multicollinearity was not likely to be problematic in the regression analysis.  Tolerance statistics were also used in the regression analysis; they did not detect a high degree of multicollinearity among the variables.  

Data were imported into SPSS (Version 10.0) for analysis. Continuous variables were specified as such in the model. Dummy variables were created to take account of regional effects (LA Region = 1 if the facility was in the LA Region and zero otherwise; Bay Area = 1 if the facility was in the Bay Area Region and zero otherwise). The base category against which these effects were measured was that of the Other Counties. In this study, the following equation was examined: 

Bankruptcyi = a + Facility Characteristicsi + Revenue and Costsi + Nurse Staffi + Resident Characteristicsi + Market Competitioni  +  Ei 


 Where:


i = facility; 

Facility Characteristicsi = measures of each facility (e.g. size, occupancy, geographic region);

Revenues and Cost Factorsi = a series of revenue and cost indicators as well as financial stability measures;

Nurse Staffi  = the average nursing hours per resident day for different types of staff in nursing facilities; 


Turnoveri  = the average nurse employee turnover rate during a 12 month period;  

Casemixi = the average resident casemix score for eating, toileting, and transferring for each nursing facility; 


Market Competitioni = the Herfindal index; 



Ei = random error term.

This equation was used in a series of logit models in which independent variables were lagged (both one year and two years) to estimate bankrupt homes in 1999 and in 2000. The independent variables that were not taken from OSHPD (e.g., resident characteristics, staffing, Herfindal index) were only available for 1999 and so were used to estimate the value of these variables in 1998. In all such instances, these were the best estimates available for the variables concerned. They should provide reasonably accurate estimates because, for example, it is unlikely that the percentage of residents that are African American in a facility would change substantially from one year to the next. 

Table 3 reports two models of bankrupt facilities in 2000 using variables lagged by one year (hence all data are actual not estimated). The first model compares bankrupt facilities (all chain members) with all non-bankrupt facilities. The second model compares bankrupt chain members with non-bankrupt chain members. Other models were estimated examining the relationship between being bankrupt in 2000 and independent variables lagged over two years. There were no substantive differences between those models and the ones reported here. The results can be obtained on request from the authors. The overall significance of the two models is reported in terms of the (2 test of the likelihood, the explanatory power of the model in terms of the pseudo R2. In relation to the magnitude of estimated coefficients it should be remembered that independent variables differ in terms of the scale on which they are measured. Where the coefficient on one variable is large relative to that on another, it must be interpreted within this context.  

Results

From the data available to this study, we were able to identify four nursing home chains operating in California that entered bankruptcy in 1999 (Lenox, Sun, Aspen, Vencor), and four chains that ran homes in the state and entered in bankruptcy 2000 (IHS, Mariner, Hermitage, TLC). From the ACLAIMS database, we were able to identify a total of 155 California members (facilities) of these bankrupt chains; 113 facilities belonged to organizations that had filed in 1999, and 42 belonged to chains that entered bankruptcy in 2000. Although in 2000 there may have been some other bankrupt facilities in California that remain unknown to the authors (e.g., independent homes, members of the chains that we could not identify), state officials considered that we had identified the vast majority.  

Table 2 reports the results of significance tests of individual variables (i.e. not controlling for confounding factors) which compare: 1) the bankrupt chain members vs. all non-bankrupt California homes in our sample, and 2) the bankrupt chain members vs. non-bankrupt chain members in California.  The results show that in 1999, individual facilities that were bankrupt chain members in 2000 had significantly higher: occupancy rates, percent Medicare resident days, administrative costs per day, net income margins and county market competition (Herfindal index). Bankrupt facilities also had lower: Medicaid resident days, liability to assets ratios, percent Hispanic residents, and percent residents dependent in ADLs. In addition, a smaller proportion of the bankrupt chain facilities were located in LA counties and a greater proportion was situated in the Bay Area (relative to non-bankrupt chain members and all non-bankrupt homes). The acid test ratio was significant only in the comparison between bankrupt chain members and all non-bankrupt homes. 

While the results reported in Table 2 indicate those variables that are significant individually, they do not take into account the interplay between variables.  Table 3 reports two models that consider the significance of the predictor variables while controlling for all others.  The first model uses 1999 data on all the California nursing homes in our sample to explain 25 percent of bankruptcies among individual chain members in 2000. The second model includes only chain members and explains 25 percent of facility bankruptcies in 2000.  In both models, chain member bankruptcy was correlated positively with: location in the LA Region, higher maintenance costs per day, and higher nurse staff turnover rates. These factors increase the risk of bankruptcy. Controlling for a number of factors, in both models, chain member bankruptcy was correlated negatively with: location in the Bay Area, percentage of Medicare residents, and administration costs. These factors reduce the risk of bankruptcy. In the all homes model only, weaker liability to assets ratios (a measure of solvency) predicted bankruptcy. In both models, the facility-level financial measures of profitability and liquidity did not predict bankruptcy among California members of chains, controlling for other factors.’

This study was not designed to assess directly the outcomes of nursing home bankruptcy in California. Information collected does, however, allow the following observations to be made. Two of the smaller bankrupt chains (8 California facilities) progressed to corporate dissolution under Chapter 7 of the U.S Bankruptcy code.  It is not known whether this involved the sale or closure of the homes involved.  Another large national chain that has yet to emerge from bankruptcy has reputedly sold two of its California facilities as part of its restructuring plan. In the case of one of the smaller bankrupt chains, the owner abandoned three California homes (280 residents). The state incurred costs of over $2 million finding new operators for two of the homes and closing the third (CDHS, 2002).  

Discussion

Although state agencies and industry associations were able to supply this study with partial lists of bankrupt chains operating in California, they could not provide complete membership lists for the chains they identified as being bankrupt. Neither of these sources, nor a literature and press search conducted by CRB, was able to identify bankrupt independent (not chain member) facilities.  This situation has three important implications. First, the limited availability of information means that: a) consumers are not able to check whether an individual California nursing home is in bankruptcy, b) regulation, policy analysis and research is restricted.  Second, the available information suggests that nursing home bankruptcy in California is concentrated within chain members. This indicates the need for further analysis of the competing risks (i.e. closures, bankruptcy, sale) faced by different types of nursing home (e.g., chain-members vs. independent homes).

Third, our models are predictive only of bankruptcy among individual California nursing homes that are members of bankrupt corporations and not necessarily, the bankruptcy of a chain organization.  This is because, even though a central goal of chain organizations is to maintain aspects of strategic and operational consistency among members, internal variations will exist, member activity may not be correlated perfectly with organizational performance, and individual facility performance will not be the sole criteria for corporate decisions to file for bankruptcy.  Such relationships may exist. For example, because member facilities conform to chain-level strategy they may produce similar profiles of organizational viability/health. If a chain targets a market niche (e.g., the higher-end, Manor Care), and that niche contracts, this may be reflected in both facility-level and chain performance.  These issues were beyond the scope of this study but should be explored using national data. 

With these study characteristics and data limitations in mind, in both models, chain members in the LA Region were significantly more likely to be bankrupt in 2000 when compared with facilities in other regions, controlling for other factors. This may be because the Medicaid reimbursement rate for that region does not adequately cover the higher costs associated with doing business in that area.  Facilities in the Bay Area counties were significantly less likely to be bankrupt in 2000 when compared with facilities other areas, controlling for other factors. This may indicate that the higher Medicaid reimbursement rates in the Bay area better reflect local input costs or that fewer chains are located in the Bay area.  In a more surprising result, bankruptcy is not more likely among chain members operating in less concentrated (more competitive) county markets, when region was taken into account. 

In both models, the percentage of Medicare days was a significant and negative predictor of bankruptcy, controlling for other factors.  Because Medicare reimbursement rates are higher than those paid by Medicaid, facilities with lower proportions of Medicare paid days of care may generate lower revenues from which they must cover their costs.  This finding supports the general notion that facilities expand their numbers of Medicare residents to protect themselves from bankruptcy given the current environment (Dor, 1989; Holahan and Cohen, 1987). 

In both models, administration costs per patient day was a significant and negative predictor of bankruptcy. There are a number of possible explanations for this unexpected finding. First, it could be that as the operational health of a facility deteriorates, administrative personnel are released and/or not replaced as a means of saving money. Second, it could be that well-paid and well-resourced administrative functions can act as a guard against bankruptcy (e.g., through the early identification and rectification of problems). 

In both models, chain members with higher maintenance costs per patient day were more likely to be bankrupt in 2000 when compared with facilities that carried lower overheads of this type. This finding is consistent with expectations, with the importance attached to maintenance costs in a case study analysis of nursing home closures in Michigan (Hirschel, 2002), and with GAO findings (2000:11). Of course, high maintenance costs represent an overhead that cannot easily be recouped through Medicaid or Medicare reimbursement rates.  As noted earlier, this result would also be consistent with the argument that maintenance costs act as a proxy for age and that in adverse financial situations, older homes may be more vulnerable to bankruptcy than more modern facilities.

There are a number of explanations why higher nurse staffing turnover rates are positively and significantly related with bankruptcy in both models.  It could be that homes with high staff turnover experience higher staff costs associated with training and recruitment than those with lower turnover rates.  This could impact upon the financial position of the home.   Equally though, it could be that staff may detect impending bankruptcy and exit in search of a more stable and perhaps less demanding work environments (i.e. leave a sinking ship). 

As anticipated, our solvency measure (liability to assets ratio) was significant and negative but surprisingly only in the all homes model.  As Table 2 shows, bankrupt chain members had average liability to assets ratios of 0.625 compared with 0.918 for all non-bankrupt chain members. In both models, contrary to expectations, the facility-level financial measures of profitability and liquidity did not predicted bankruptcy among the California members of chains, controlling for other factors.  These finding could reflect that decisions to file for bankruptcy among chain facilities are taken at distant corporate HQs and do not reflect the financial status of individual units. We do note, however, that at least two of the larger corporate bankruptcy filings involved multiple petitions. This implies that corporations could have chosen only to enter some of their facilities into bankruptcy. On the basis of the limited financial information considered in this study, California facilities might not be the weakest links in their chains. 

Our finding that neither facility size nor occupancy provide significant predictors of bankruptcy among chain members runs counter to expectations generated by commercial failure studies (e.g., Ohlson, 1980), hospital studies (e.g., Wertheim and Lynn, 1993), and studies of nursing home costs (e.g., Zinn, 1999).  Again, it is possible that, because all identified bankruptcies in this study were chain members, lower occupancy in member facilities outside the state influenced the decision to file for bankruptcy.  As can be seen from Table 2, bankrupt chain members and non-bankrupt chain facilities tended to have been larger facilities with little variation. With other factors controlled for, it may be the case that there was not sufficient variation in the data for significant effects to be apparent. Alternatively, it could be also that smaller independent homes that encounter financial difficulty do not enter bankruptcy but are rather sold.  This further emphasizes the need for an analysis of the competing risks faced by various types of nursing home.

Policy Considerations

At the national level, to address the feared (but as then, unknown) consequences of nursing home bankruptcy, Congress temporarily reinstated some of the per diem reimbursement nursing homes lost under PPS through the Balanced Budget Refinement Act (BBRA, 1999) and the Benefits Improvement and Patient Protection Act (BIPA, 2000).  These two provisions will be worth an estimated $1.7 billion to the nursing home industry in 2003 (CMS, 2002: 3). During 2001, none of the largest publicly held bankrupt chains proceeded to corporate dissolution under Chapter 7 of the U.S Bankruptcy code. This outcome is consistent with findings from a California study that identified a total of only 32 closures among nursing homes over the period 1995-2001 (Kitchener et al., 2002).  Although the reason for closure was known by the state in only 18 of these cases, the single most reported reason involved poor quality, and not bankruptcy.

From 2001, while little evidence emerged of widespread nursing home closures among the bankrupt chains, three of the large bankrupt national chains began restructuring (IHS, Mariner, Sun) and the other two emerged from Chapter 11 protection. Vencor changed its name to Kindred and reported a 14.2 percent margin in earnings before taxes etc for the quarter ending September 30, 2001.  For the first quarter after it emerged from bankruptcy, Genesis reported revenues of $669.5 million. In 2001 after avoiding bankruptcy, Manor Care reported a 13 per cent increase in revenue for 2001 to $2.7 billion and earnings per share of $1.15 (Modern Healthcare, 2001).  

These outcomes of bankruptcy, and our finding that facility level measures of profitability and liquidity do not predict bankruptcy among individual chain facilities, signal the need to better understand and monitor the financial and operational arrangements of the nursing home industry (CMS, 2002).  Despite recommendations for a national ownership tracking system (Wunderlich and Kohler, 2001), states and CMS still collect only limited data on corporate ownership and operations. Still, little is known about the relationship between facilities, subsidiary organizations and parent corporations. This prevents states and the federal government from tracking related party transactions and it has meant that information about bankrupt chains and those chains with failing homes is diffused among states slowly.  

Despite California legislation requiring nursing facility operators to report bankruptcy filing within 24 hours (CHSC, 1998), the State is still in the process of establishing a monitoring system.  Until this legislation is monitored and enforced effectively, important information (e.g., the identity of bankrupt independent homes) may remain unknown to consumers, policy makers, and regulators. Despite plans for future improvement, CDHS collects limited financial background data (evidence of 45 days operating expense coverage) on nursing homes only when they first open. This information is rarely subjected to review by the California licensing and certification division and it is not routinely updated during the annual inspection process.  The California uniform cost reports submitted annually to COSHPD are unaudited accounts submitted by the homes themselves or, as is often the case, from out-of-state corporate head quarters.  

This situation is increasingly problematic in the light of rising concerns regarding corporate governance. In this context, and given that government provides 71 per cent of the nursing home revenues for the large profit chains (CMS, 2002:18), they could be requested to provide the state with more and better quality information to demonstrate that vulnerable residents are being cared for in stable institutions.  At a minimum, facilities could be required to declare bankruptcy status on their annual license renewal applications. Moves to address this issues are more advanced in Florida where an ‘early warning system’ is being developed to track the operational stability of homes with the aim of allocating special inspection teams to those which show signs of failing. 

In California and other states, efforts should be made to identify failing facilities and to provide more regulatory oversight of them.  At a minimum, analyses of cost reports may provide early warning of financial distress (e.g., weak liability to assets ratios) to officials before bankruptcy is considered. The accuracy of the cost reports remains a concern because a public accounting firm does not certify them. While it is noted that there may be issues relating to professional accounting standards that restrict the potential for the state to require audited accounts from chain organizations, other policy options for assuring accuracy and completeness from reports are needed. At present, a facility representative certifies OSHPD cost reports under penalty of perjury. One policy option would be legislation that requires: a) the certification of those who prepare the reports, and b) a CPA to attest to the preparation of the report.  State oversight of this process could be financed in part from licensing fees and fines collected through the inspection process. 

There are at least three sources of operational and financial information about nursing homes that are not currently utilized to their fullest potential by the state. First, official statements of public corporations are available on websites including that maintained by the Securities and Exchange Commission (SEC). Analyzing such corporate-level data may be more predictive of bankruptcy and operational fragility than analyzing individual facilities. Second, as part of the annual Medi-Cal rate monitoring process, Home Office Cost Reports (administered by CHDS Audit and Investigations Branch) detail costs charged to chain members by their central (home) offices. Third, annual financial audits are conducted on approximately one fifth of California facilities. The Financial Solvency Board (CHSC, 2000) could investigate the advantages to be gained from centralizing, analyzing, and disseminating information from these three sources. 

Towards the goal of extending the monitoring of nursing home ownership and operations, some may suggest that the state adopt a consultative approach with operators.  There are three compelling reasons why this might be neither appropriate nor practical. First, providing advice to nursing home operators may not be seen as an appropriate use of public funds.  Second, this might conflict with the state’s regulatory function and raise the prospect of contingent liability e.g., if the home went bankrupt, the state may be liable.  Third, given that the state does not yet collect the data required to monitor facilities effectively, it may not have the information or capacity to provide effective advice.  Instead, efforts and resources could be directed toward collecting and analyzing more and better information to inform the public and other stakeholders of facilities in bankruptcy and financial trouble.  The information could, for example, be posted on a state website (or the website on nursing homes that is being developing for the California Health Care Foundation) or the federal Nursing Home Compare website operated by the CMS. 

California plans to analyze nursing home ownership and operation information centrally, disseminate it more effectively to state officials, and dedicate a staff member to the task of monitoring developments.  This effort should be given the highest priority and the tracking of events could be expanded beyond the State of California. Networks of information exchanges regarding the activities of chains could be established with other states and at the federal level.  Patient advocate organizations may prove to be willing and resourceful partners in this effort.  The outputs of such effort might also provide valuable information on organizational changes that would improve our understanding of: a) the risks (closure, bankruptcy, change of ownership) facing different types of nursing homes, and b) their implications for industry stakeholders.
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TABLE 1: Variables, Descriptions and Data Sources

VARIABLE 
Description 
Data Source
Predicted Association with Bankruptcy

FACILITY CHARACTERISTICS




Total Number of Beds 
Measure of facility size showing, the number of licensed beds, continuous variable
COSHPD 2002
-

Occupancy Rate
Patient days divided by bed days, continuous variable
COSHPD 2002
-

Los Angeles Region1
Facilities in L.A. Counties 
CDHS 1999
?

Bay Area Region1
Facilities in Bay Area Counties 
CDHS 1999
?

REVENUE AND COST FACTORS




Percent Medicare Resident Days 
Days paid by Medicare as per cent of total days care per facility, continuous variable
COSHPD 2002
?

Percent Medi-Cal (Medicaid) Resident Days
Days paid by Medi-Cal as per cent of total days care per facility, continuous variable
COSHPD 2002
?

Administrative Costs Per Resident Day
Total administrative costs standardized by resident days, continuous variable
COSHPD 2002
+

Maintenance Costs Per Resident Day
Total maintenance costs standardized by resident days
COSHPD 2002
+

Net Related Party Payables Per Resident Day
Total (long and short term) financial obligations to related party (ies) minus total (long and short term) receivables from related party (ies), standardized by resident days
Calculated from COSHPD 2002
+

Net Income Margin
Profitability measure, ratio of net income to total healthcare revenue. Higher ratio shows a stronger position.
COSHPD 2000a
-

Acid Test Ratio
Liquidity measure, cash plus marketable securities divided by total current liabilities. Higher ratios indicate a stronger financial position. The industry average was 0.16 in 1999.
COSHPD 2002
-

Liability to Assets Ratio
Solvency measure, total liabilities to total assets. Higher ratios show a weaker position.
COSHPD 2002
+

RESIDENT CHARACTERISTICS




Percent Aged Over 85
Annual per cent of facility residents aged over 85 years 
CDOF 2001
+

Percent Black
Annual per cent of African American facility residents 
CDOF2001
?

Percent Hispanic
Annual per cent of Latino facility residents 
CDOF 2001
?

Percent Dependent in ADLs
The average percentage of residents that are totally dependent in 3 activities of daily living (ADLs): eating, toileting transfer from bed, chair etc. Data are self-reported by facility during inspections from the On Line Survey Certification and Reporting System
USHCFA 2000
+

STAFFING INDICATORS




Nurse Staffing Hours Per Resident Day
Total productive hours (excluding vacations, sick days, mealtimes) for: full-time, part-time, and contract staff; directors of nursing; supervisory and registered nurses (RN), licensed practical/vocational (LVN/LPN). Standardized by resident days. 
COSHPD 2002
+

Nurse Staff Turnover Rate in Years
Percentage rate calculated by dividing total employees during period by average number of employees, times 100, minus 100.
COSHPD 2002
+

MARKET COMPETITION




Herfindal for Days of Care
The Herfindal Index (HI) for each county was calculated using total days of care for each facility in county in 1999. Days of care per facility were divided by days of care in its county. For each county, facility proportions were squared & summed to create HI. Index range 0-1, with higher values representing less competition/more concentration
Computed from COSHPD 2002
-

1The comparison group is all other counties.  
Table 2: Descriptive Statistics for Independent Variables


All Homes

N=955
Non-Bankrupt Homes

N=800 
Chain Members

N=766
Bankrupt Chain Members1 

N=155
Non-Bankrupt Chain Members2 N=611

VARIABLE NAME






FACILITY CHARACTERISTICS
%
%
%
%
%

Los Angeles Region
32.251
34.504
31.301
20.045**
34.206**

Bay Area Region
17.487
16.003
16.223
25.161**
13.911**


Mean 
SD
Mean 
SD
Mean 
SD
Mean 
SD
Mean
SD

Total Number of Beds (Size)
103.955
49.565
103.690
51.042
106.308
48.775
105.323
41.226
106.56
50.539

Occupancy Rate (%)
87.291
9.645
87.032
9.968
87.389
9.349
88.631**
7.655
87.073**
9.712

REVENUE AND COST FACTORS











Percent Medicare Resident Days 
6.481
5.203
6.000
5.094
6.820
4.813
8.963**
5.068
6.276**
4.594

Percent Medi-Cal Resident Days
66.391
25.300
67.366
25.886
66.970
23.927
61.373**
21.412
68.390**
24.337

Administrative Costs Per Resident Day
18.668
7.921
18.237
7.688
18.809
7.660
20.895**
8.720
18.280**
7.281

Maintenance Costs Per Resident Day
11.955
3.050
11.983
3.172
11.778
2.863
11.808
2.322
11.771
2.986

Net Related Party Payables Per Resident Day
-0.047
1.924
-0.003
0.681
-0.069
2.146
-0.264
4.540
-.0.018
0.748

Net Income Margin
1.460
10.870
1.170
11.399
1.434
11.078
2.953**
7.425
1.048**
11.800

Acid Test Ratio
0.303
0.865
0.333
0.891
0.204
0.625
0.150**
0.697
0.218
0.606

Liability to Assets Ratio
0.870
1.151
0.918
1.226
0.876
1.197
0.625**
0.575
0.940**
1.302

RESIDENT CHARACTERISTICS











Percent Aged Over 85
38.931
17.298
38.701
17.705
38.283
16.720
40.123
15.021
37.817
17.104

Percent Black
10.213
15.489
10.525
15.829
10.207
15.234
8.601
13.532
10.614
15.620

Percent Hispanic
10.979
11.676
11.519
11.846
11.194
11.982
8.189**
10.349
11.956**
12.253

Percent Dependent in ADLs
32.210
14.168
32.725
14.267
31.635
13.679
29.552**
13.382
32.163**
13.714

STAFFING INDICATORS











Nurse Staffing Hours Per Resident Day
3.029
0.710
3.025
0.746
3.001
0.649
3.047
0.490
2.990
0.684

Nurse Staff Turnover Rate in Years
73.288
39.832
76.864**
40.178
73.034
40.118
54.834
32.312
77.651**
40.612

MARKET COMPETITION











Herfindal for Days of Care
0.053
0.097
0.049
0.087
0.054
0.099
0.077**
0.136
0.049**
0.086

1 Z test of difference in means: bankrupt chain members vs. all non-bankrupt homes 

2 Z test of difference in means: bankrupt chain members vs. non-bankrupt chain members

* p<0.05

** p<0.01
TABLE 3: Facility Bankruptcy in 2000, Conditional Logit Models

VARIABLE NAME
All homes

N=955
Chain Members

N=766

FACILITY CHARACTERISTICS



Total Number of Beds (Size)
0.001
(0.002)
0.002
(0.002)

Occupancy Rate
0.000
(0.013)
-0.002
(0.014)

Los Angeles Region
0.827**
(0.290)
0.757*
(0.298)

Bay Area Region
-0.533*
(0.265)
-0.637*
(0.277)

REVENUE AND COST FACTORS



Percent Medicare Resident Days 
-0.092**
(0.019)
-0.090**
(0.022)

Percent Medi-Cal (Medicaid) Resident Days
-0.001
(0.005)
-0.002
(0.006)

Administrative Costs Per Resident Day
-0.059**
(0.016)
-0.051**
(0.018)

Maintenance Costs Per Resident Day
0.134**
(0.051)
0.112*
(0.054)

Nursing Staff Wage Rates



Net Related Party Payables Per Resident Day
0.053
(0.041)
0.051
(0.041)

Net Income Margin
-0.002
(0.012)
0.000
(0.012)

Acid Test Ratio
0.370
(0.228)
0.053
(0.188)

Liability to Assets Ratio
0.333*
(0.167)
0.214
(0.165)

RESIDENT CHARACTERISTICS



Percent Aged Over 85
0.008
(0.007)
0.006
(0.007)

Percent Black
0.002
(0.008)
0.003
(0.008)

Percent Hispanic
0.020
(0.012)
0.020
(0.012)

Percent Dependent in ADLs
0.011
(0.008)
0.011
(0.009)

STAFFING INDICATORS



Nurse Staffing Hours Per Resident Day
0.366
(0.260)
0.190
(0.288)

Nurse Staff Turnover Rate in Years
0.020**
(0.003)
0.020**
(0.003)

MARKET COMPETITION



Herfindal for Days of Care
-1.767
(0.919)
-1.780
(0.981)

Intercept
-1.464
(1.671)
-0.962
(1.762)


(2=152.242

R2=0.251

N bankrupt=155
(2=130.280

R2=0.246

N bankrupt=155

* p<0.05

** p<0.01
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