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Introduction

In the year 2000, nearly 1,900 of the nation’s 17,000 nursing home were in bankruptcy (11 percent).  In April of last year, concerns about nursing home bankruptcies and closures in California rose after the State had to take-over 3 facilities owned by the same bankrupt chain, after they were abandoned. New operators were found for two of the homes but not for the third which housed many Alzheimer’s patients. Some residents found it hard to find alternative accommodation. As happened in another sudden closure case a couple of years earlier, the media projected distressing images across the state of vulnerable residents being transferred. 


Against this background of rising anxiety about nursing home bankruptcies and closures in California, our study looked to do two things. First, because no one had done it before, we needed to do the basic job of identifying what was the real extent of the problem. Our second job was to conduct statistical analyses on state data to identify factors associated with nursing facility bankruptcy and closure. 

Because our full reports give detailed explanations of our methods, and because I’ve only got 5 minutes, I’m not going to talk about the methods in detail but will happily answer any questions later. What I will do is present our study findings first for the bankruptcies, and then for the closures. I’ll wrap up by outlining some of the policy options that we identify in our papers. 

Bankruptcy Results

As I mentioned earlier, our first job was to find out how many bankruptcies there were in California in 2000. From the data provided to us by that state, CMS, and industry associations, for 2000, we were able to identify eight bankrupt nursing home corporations operating a total of 155 facilities in California. This represents 16 % of the facilities in our sample and involves just over 16,000 beds or 16 % of the state’s beds. 

In part because individual facilities are not yet routinely reporting bankruptcy to the state, there may be some other bankrupt facilities in California that remained unknown us (e.g., independent homes, members of the chains that we could not identify). Despite this, state officials considered that we had identified the vast majority.  

We then used statistical methods (regression models) to analyze official state data in order to identify factors associated with bankrupt California nursing homes. It must be remembered that because all the bankruptcies that we could identify were parts of chains, our models only predict the bankruptcy of individual chain members, and not the bankruptcy of their corporations.  

That said, we found 6 factors that predict the bankruptcy of individual chain members, controlling for the other factors in our regression models.   

Three factors were positively associated with the bankruptcy of individual chain members:  1) location in the Los Angeles Region, 2) maintenance costs per day, and 3) nurse staff turnover rates. This means that the likelihood of bankruptcy is increased by location in LA Region, higher maintenance costs, and higher staff turnover.

Three factors were associated negatively with the bankruptcy of individual chain facilities: 1) location in the Bay Area, 2) percentage of Medicare residents, and 3) administration costs. This means that higher percentages of Medicare residents, higher admin costs and being in the Bay Area reduces the chances of bankruptcy. 

Although it was too early to explore the outcomes of nursing home bankruptcy, we report two initial findings.

First, only two of the smaller bankrupt chains identified in this study (8 California facilities) progressed to corporate dissolution. It not yet known whether this will involve the sale or closure of the homes involved.  There are indications that as some of the larger bankrupt chains restructure they may be selling homes in California, but not necessarily closing them. 

Second, in the case of the bankrupt chain mentioned at the start (where the owner abandoned the three California homes), the state incurred costs of over $2 million from its obligation to provide temporary management for the facilities. 

Closure Results

For various data reasons, we conducted two analyses of closures among California nursing homes. The first involved all free standing facilities (all the homes that are not based in hospitals). The second analysis looked at closures among those facilities that are based in hospitals, these are known as distinct parts. 

Our analysis of information provided by the state shows that between 1995 and 2001, only 32 free standing nursing homes closed. This represents about 3 percent of homes and a loss of 2,386 beds (2 percent). Three factors were statistically associated with free standing closures: smaller size, lower occupancy rates, and fewer Medicare residents. 

While the reason for closure was known by the state in only 18 of the 32 free standing closures, only two cases were preceded by bankruptcy. The single most common known reason for closure involved poor quality. Moreover, at least three closures involved operators who faced legal charges in relation to poor quality provision.  In spite of these closures, occupancy rates in our sample of free standing home averaged 87 percent. This indicates adequate capacity in the state as a whole.

Although there has been much less press coverage of distinct part closures, we found that since 1996, 26 have closed. Over the period, this means 10 % of this type of facility have closed with a loss of 618 beds (12 percent). 

Three factors were statistically related with distinct part closure: for-profit status, fewer nursing facility beds, and weaker hospital liability to assets ratios.

While the reason for distinct part closure was known by the state in only 8 of the 26 cases, the most commonly known reason is a business decision to change the use of the beds into general care beds. Distinct part closure followed from the closure of the entire hospital in only three cases. Despite the closures, occupancy rates in distinct part facilities average 70 percent. This shows excess capacity in the state as a whole.

Policy Considerations

With some of the largest national chains now restructuring and emerging from bankruptcy, it is too early to talk conclusively about the outcomes of nursing home bankruptcy.  We can say, however, that the rate of nursing home closures is low when compared with hospitals and no higher then you would expect in any industry. Thus, our policy recommendations concentrate on the need to improve the amount and quality of information about the operation, ownership and finances of nursing homes.

The conduct of this study revealed that the state was able to supply this study with only incomplete information regarding bankruptcies and closures among California nursing homes. This situation has a number of important outcomes one of which is that consumers, relatives and placement planners are not yet able to check whether an individual California nursing home is in bankruptcy. 

In our full papers we outline six proposals for improving the quality and amount of information available. Given the time, I’ll briefly mention just four. 

First, the California Health and Safety Code requirement that facility operators report bankruptcy to the state within 24 hours of filing should be enforced and monitored.  

Second, owners/operators could be required to disclose bankruptcy status and other significant financial/organizational factors on annual license renewal applications.

Third, the state could investigate initiatives in other states such as Florida where an ‘early warning system’ is being developed to identify and track problem homes. The findings from our analyses indicate specific issues that should attract concern: including: high nurse turnover, high maintenance costs, and low occupancy rates. 

Finally, operators could be required to post a bond that the state would be able to use in the event of sudden closure.  This could be used to offset some of the temporary management costs incurred by the state and also provide some support to the residents and staff involved.  
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