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Background

The 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 determine the underlying causes of nursing home closure in California through an examination of nursing home operating and financial information over a historical time period. The study was funded by a grant from the California Research Bureau’s Contract Research Fund.  The views expressed are those of the authors and not the California Research Bureau or the California State Senate.

Introduction and Study Aims

The lack of reliable information and knowledge about nursing home closures is surprising in the context of provider corporations’ warnings of widespread closures following the 1999 introduction of the Medicare prospective payment system (PPS), and concerns expressed by the press, consumer advocates, state officials, and policy-makers.  In California, anxiety about nursing home closure escalated after two widely publicized and sudden cases that involved considerable distress among residents and their families. 

This first independent study of nursing home closure in California had two main goals: (1) To describe the nature and scope of nursing facility closure in the state, and (2) To examine the relationship between individual nursing home closure and a range of facility-level factors.  

Method

We used official secondary data (mostly those compiled by California Office of Statewide Planning and Development [COSHPD]) to consider both: a) facility level cost/financial factors (e.g., ratios, staff cost profiles etc), and b) organizational factors (e.g., facility size). We analyzed both: a) closures among free standing (FS) nursing homes and, b) hospital-based facilities (called distinct parts [DPs]). Because data on these types of facilities are collected separately and are incompatible, the two analyses had to be conducted separately. For similar reasons, the FS analysis excluded: intermediate care facilities for the mentally retarded (ICF-MRs) and assisted living facilities.  

Neither the state nor industry organizations were able to provide this study with definitive records of either form of closure. Thus, closure lists were compiled using the best available secondary sources: a) a list compiled by the California Licensing and Certification (CL&C) division from its Automated Certification and Licensing Administrative Information and Management System (ACLAIMS) database, and b) a list of closed facilities generated from COSHPD files. While a total of 82 closures were identified initially from the two lists, after careful checking and exclusion due to missing data, the final lists comprised 32 FS closures and 26 DP closures. 
In the first of two stages of analysis, we used data from the first year of available data to compare closures with non-closures and identify those factors that were significant individually (i.e., not taking account of the other variables). Second, we ran exploratory Cox models to examine factors (hazard ratios) related to closures for free standing and DP facilities.

Results
Free Standing (FS) Closures

We identified 32 FS California nursing homes closures (1995 through 2001). This represents a loss over the period of 3 percent of the FS facilities and 2,386 of the beds (2 percent).  29 of the FS nursing home closures were for-profit facilities while 25 were members of chains.  In spite of these closures, there remains spare capacity among the FS nursing facilities as a whole (occupancy rate 90 percent).   

While the reason for closure was known by the state in only 18 of the FS closure cases, the largest single known reason involves poor quality performance. In only two known cases was FS closure preceded by bankruptcy. At least three of the FS closures (including one of the well publicized cases involving transfer trauma) involved operators who faced legal charges in relation to poor quality provision.  In these cases, at least, closure may have been necessary to protect the residents from poor quality care.

For FS facilities, occupancy, size, and the proportion of Medicare residents were separately associated with closure, taking no other factors into account. Increases in ancillary revenue as a percentage of total revenue decrease the likelihood of FS facility closure. Statistically controlling for a number of factors, the Cox model analysis showed that:  (1) a decrease in facility size by 51 beds raises the risk of closure by 85 percent, (2) a decrease of 6 percent in Medicare days increases the risk of closure by 96 percent, and (3) a decrease in occupancy rate by 10 percent increases the risk of closure by 45 percent.

Distinct Part (DP) Closures 
This study identified 26 DP California facility closures (1996 though 2001), which represented a loss of 10 percent of the facilities and 618 beds of the beds (8 percent). Nearly half of the DP closures (46 percent) were for-profit facilities.  The state is aware of the reasons for closure in less than one third of all DP cases, but the most commonly known reason involved a business decision to change skilled nursing beds into general acute beds.  DP closures arose from the complete closure of the host hospital in three cases (one in 1999, two in 1998).  Nearly three quarters (18) of all the DP closures (26) in the five-year period (1997-2001) occurred in just two years, 1998 and 1999. In spite of these closures, there remains spare capacity among the DP nursing facilities as a whole (occupancy rate 70 percent).

Three significant factors were separately related to DP closure:  investor-ownership (for-profit status), the number of DP beds, and the liability to assets ratio of the host hospital.  In a multivariate (Cox Model) analysis, controlling for other factors, we found that an increase of 0.4 in the host hospitals’ liabilities to assets ratio increases the risk of DP closure by 23 percent.  We also found that a 21 percent increase in DP occupancy rates reduces the risk of closure by 33 percent.  When these two significant predictors were combined in a Cox model, only the liability to assets ratio was a predictor of DP closure.

Policy Considerations

While inaccurate perceptions about nursing home closures have been shaped by media reports of unrepresentative high-profile cases, this study found that only 32 (3 percent) of FS California nursing homes have closed since 1995. Meanwhile, 26 DPs (10 percent) closed since l996.  To put these results in some perspective, 23 general acute hospitals in California closed between 1995-2000 with the loss of 3.6 percent of statewide hospital beds. 

The majority of the FS closures were apparently related to quality and only a few to bankruptcy.  The reasons for the DP closures appeared to be different from FS facilities.  Since DP facilities generally house higher ratios of short-term, post-acute Medicare residents, the two-year spike in closure numbers (1998 and 1999) most probably occurred in anticipation of reduced Medicare income following the introduction in 1999, of the Medicare PPS reimbursement system. This is an important area for further study.

This study revealed two weaknesses in the information and monitoring systems operated by the State of California. First, information concerning closures was collected at the regional/district level but was rarely collated or analyzed centrally. Even when closures were detected, in the majority of cases, the reasons remain unknown/unrecorded. Second, data from the OSHPD and ACLAIMS systems were incompatible and sometimes conflicted.  

The full report outlines policy options that the state’s Financial Solvency Board may wish to consider to ensure that improved information is collected and analyzed regarding the operation of nursing homes. Such information may reduce the prospect of transfer trauma arising from cases of sudden facility closure and it 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 three policy options for consideration:

1. California could make greater effort to identify failing facilities and to provide more regulatory oversight of them.  The findings from this study indicate three statistically important predictors of closure that could be monitored: reductions in occupancy, bed size, and Medicare patient census 

2. Greater monitoring of financial and ownership status is needed allow states to better share intelligence regarding owners, such as the one who incurred financial, managerial, legal, and quality problems in Oklahoma and Texas before similar issues arose in California. Moves to address these issues are more advanced in Florida where an ‘early warning system’ is being developed to track the quality performance of homes with the aim of allocating special inspection teams to those which show signs of failing. 

3. At present, California state citation fines pay for temporary management and receivership costs incurred by the state in cases of sudden closures.  In addition to the improvement of information systems to address the issues outlined above, the state may wish to explore the possibility of requiring owners/operators to post a bond that the state could activate in event of sudden facility failure.  This measure would also afford some additional protection to residents and staff in cases of unplanned facility closure.  
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