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Background

This report was prepared pursuant to a request of California State Senator Deborah V. Ortiz and the Senate Rules Committee to the California Research Bureau to examine factors related to nursing home bankruptcies in California.  The study was funded by a grant from the California Research Bureau’s Contract Research Fund.  The views expressed here are those of the authors and not the California Research Bureau or the California State Senate.
Introduction and Study Aims

In 2000, an estimated 1,900 U.S. nursing homes were operating under the protection of Chapter 11 of the U.S. Bankruptcy Code.  While Chapter 11 status allows nursing home corporations to restructure, stop payments to creditors and renegotiate loan schedules, most owners continue to operate their nursing homes. Despite this, widespread anxiety about nursing home bankruptcy arose in California after two widely publicized cases of sudden facility closure.  
This first independent study of nursing home bankruptcy in California had two main goals: (1) To describe the nature and scope of nursing facility bankruptcy in the state, and (2) To examine the relationship between individual nursing home bankruptcy status and a range of facility-level factors.  

Study Method

Our sample of 955 California free standing (e.g., not hospital-based) nursing homes included all facilities except non-profit homes because they do not have the ability to enter into bankruptcy. Data provided by the state, Centers for Medicaid and Medicare Services (CMS) and an industry association allowed us to identify only bankrupt members of multi-facility organizations (chains). Bankruptcy data were not available for independent (non-chain) facilities.  This means that our models predict only which individual California nursing homes were members of bankrupt chains in 2000, and not necessarily, the bankruptcy of a chain organization. We used the California licensing and certification division’s (ACLAIMS) database to identify the individual California facility members of chains in bankruptcy.

We followed standard practice in bankruptcy research to conduct a series of conditional logit regression analyses in which the independent (predictor) variables were lagged one year to estimate bankrupt homes in 2000.  One model used 1999 data on all homes in the sample to predicted 25 percent of the individual facilities that were members of bankrupt chains in 2000. A second model used 1999 data on chain members only to 25 percent of the individual facilities that were members of bankrupt chains among all facilities in 2000. The predictive capacity of these models is strong when compared with models produced from bankruptcy studies in other sectors.

Results
The Bankrupt Homes. Four nursing home chains operating in California entered bankruptcy in 1999 and four entered bankruptcy 2000.  These bankruptcies impacted on a total of 155 California facilities (113 facilities in 1999 and 42 in 2000). Thus, we identified 16 percent of our sample of California nursing homes as operating in bankruptcy in 2000. Although there may be some other bankrupt facilities in California that remained unknown (e.g., independent homes, members of the chains that we could not identify), state officials considered that we had identified the vast majority.  

Significant Factors Associated with Bankrupt Facilities. Controlling for a number of factors, 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) were correlated with 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. 

Outcomes of Bankruptcy.  Through 2001, none of the publicly traded bankrupt chains proceeded to corporate dissolution under Chapter 7 of the U.S Bankruptcy code.  This is consistent with findings from our other study, which identified only 32 free standing nursing homes closures in California between 1995 and 2001. Although the reason for closure is known by the state in only 18 of these closure cases, only two were preceded by bankruptcy. The single most reported reason for closure involved poor quality. One bankrupt national chain that is emerging from bankruptcy has reputedly sold (e.g., not closed) two of its California facilities as part of its restructuring plan.

Only two of the smaller bankrupt chains identified in this study (8 California facilities) progressed to corporate dissolution. It is not known whether these involved the sale or closure of the homes involved.  In the case of one other of the smaller bankrupt chains in this study, the owner abandoned three California homes (280 residents). In 2001, the state incurred costs of over $2 million finding new operators for two of these homes and closing the third.  

Policy Considerations

The combined resources of the state, CMS and industry associations were unable to supply this study with a definitive list of bankrupt nursing facilities operating in California. No source was able to identify bankrupt independent homes. This situation has three important implications. First, consumers, relatives and placement planners are not able to check whether an individual California nursing home is in bankruptcy. Second, the absence of this information limits effective regulation and policy analysis. For example, it exposes the state to the costs involved with unplanned closures/temporary management/receivership, as noted above. Third, the available information suggests that nursing home bankruptcy in California is concentrated within chain members but this requires further analysis because of the lack of available data. 

While this study found that facility level financial measure of profitability and liquidity do not predict bankruptcy among individual chain members, we did identify facility-level factors that are predictors of bankruptcy among chain members (e.g., L.A. region, high nurse turnover and maintenance costs). This suggests the need for the state to monitor these factors carefully. It also signals the need to better understand and monitor the financial, ownership, and operational arrangements of the nursing home industry. In the context of growing public concern regarding corporate governance, nursing home owners/operators could be requested to provide the state with improved financial and ownership information to demonstrate that vulnerable residents are being cared for in stable institutions. Until this occurs, important information (e.g., the identity of bankrupt independent homes) will likely remain hidden from consumers, policy makers, and regulators.  

Our full report outlines policy options that the state’s new Financial Solvency Board may wish to consider to ensure that improved information is collected and analyzed regarding the operation of nursing facilities (e.g., bankruptcy status). Such information could then be made available widely e.g. by posting 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. Below we summarize six policy options for consideration:

1. Implement an effective system to enforce and monitor the California Health and Safety Code requirement that facility operators report bankruptcy to the state within 24 hours of filing. 

2. Require owner/operators to declare bankruptcy status on annual license renewal applications.

3. Investigate initiatives in other states such as Florida where an ‘early warning system’ is being developed to identify and track the quality and operational stability of failing homes.

4. Explore centralizing, analyzing, and disseminating information on nursing home chains from the following three sources: (i) statements of public corporations available on websites e.g. Securities and Exchange Commission (SEC), (ii) Home Office Cost Reports (administered by CHDS Audit and Investigations Brach) detailing costs charged to chain members by their central (home) offices, and (iii) the annual financial audits conducted on approximately one fifth of California facilities. 

5. Although 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 of OSHPD cost reports are needed. At present, facility representatives (or out of state corporate staff) certify these reports. 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.

6. Prioritize state plans to analyze nursing home financial, ownership and operational information centrally, disseminate it more effectively to state officials, and dedicate a staff member to the task of monitoring developments.  This effort could be expanded beyond the State of California to include networks of information exchanges regarding the activities of chains with other states and at the federal level.  Patient advocate organizations may prove to be willing and resourceful partners in this effort.  
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