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April 10, 2023 

 

Assembly Member Jim Wood 

Chair Assembly Health Committee 

State Capitol, Room 6005  

Sacramento, CA 95814  

 

RE: AB 1537 (Wood) Skilled Nursing Facilities: Direct Care Spending Requirement – Support  

Dear Chairman Wood:  

On behalf of the California Association of Long Term Care Medicine (CALTCM), I am writing 

in support of AB 1537. 

 

CALTCM is the medical voice for long term care in California.  We represent physicians, nurse 

practitioners, physician assistants, nurses, pharmacists, social workers, and others who work to 

provide care to the residents of nursing homes.  Even prior to the pandemic, our members have 

been deeply concerned by the myriad issues that impede the promotion of quality care in our 

state’s nursing facilities.  For many years we have observed dedicated administrators and 

directors of nursing struggle to manage staff while dealing with financial pressures.  Low wages 

and limited benefits have made finding and maintaining staff challenging.  Studies have shown 

that understaffed nursing homes are correlated with poorer clinical quality.1,2,3,4  The lack of 

transparency regarding how revenue is utilized to provide care is well known.
5,6 Ultimately, we 

need complete transparency to assure that an ample amount of facility revenue goes towards 

providing care to the residents. 

 

In 2010, California nursing facility revenues were $7 billion.  Of total revenues, 36% were for 

nursing services, 13% for ancillary, and 17% for support services for a total of 66%.   The 

remainder were: 20% for administration and other costs (including licensing and quality 

assurance fees), 8% for capital costs. Average profits were 6.0%.7  This does not take into 

consideration the profit margins to real estate entities and related parties. Real estate investment 

companies (REITs), which may or may not be related parties, have dramatically expanded their 

ownership of nursing homes to over 2,000 nursing home and assisted living communities 

nationwide.8   These companies lease the homes to nursing home operating companies on a triple 

net lease arrangements and some lease agreements are so onerous that operating companies have 

been forced into bankruptcy (e.g. ManorCare and Genesis). 9 

 

Under the Affordable Care Act, insurers must spend a certain percentage of their premium on 

health care claims or quality improvement, set at 85 percent for the large group market and 

called a medical loss ratio (MLR). 10 In 2019, insurers were owed rebates to 11.2 million 
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enrollees of about $2.46 billion ($219 per person).11 This concept should be applicable to the 

operations of a skilled nursing facility, where the primary responsibility is to providing care for a 

frail and vulnerable population. The same approach could be imposed on nursing homes.  New 

Jersey, New York and Massachusetts adopted such laws calling for a minimum “direct care 

ratio” in 2020-2021.12  By limiting administrative costs, property, and profit taking, nursing 

homes can reallocate their revenues to nursing, ancillary, and support services.  

 

While there are some financial controls on Medi-Cal spending, there are no controls on spending 

for Medicare, managed care and private payers.13  Therefore, nursing homes can cut staffing and 

wages and benefits while increasing spending on administration, profits, and property. Homes 

with the highest profit margins have been found to have the worst quality in the US.14   

 

Studies show that nurse staffing levels are lower in for-profit nursing homes, especially RN 

staffing, as companies reduce wages, benefits, and pensions to maximize profits, compared to 

nonprofit and government facilities, which provide higher staffing and quality care. 15,16,17,18 

A GAO study found that private equity nursing homes had increased costs for operation and 

capital, along with higher profit margins compared to other for-profit or nonprofit homes. 

Facilities owned by private equity firms (about 11 percent of nursing facilities nationwide), had 

10 percent excess  90-day mortality for short-stay Medicare patients compared to non-private 

equity held facilities, despite increases in taxpayer spending that would suggest the opposite.19 A 

recent study showed an increase in nursing facility profitability between 2019 and 2020 while 

thousands of residents died during the first year of the pandemic.20 

 

Who suffers from this?  The residents and the staff who provide their care.  It’s time to combine 

full transparency with accountability for how our money is spent with the expectation of 

providing high-quality care to nursing home residents.  AB 1537 would assure that financial 

resources are focused on the actual care of residents in California’s nursing homes.  In the wake 

of the COVID-19 pandemic and its tragic outcomes in nursing homes, we cannot afford to wait.  

It is essential that AB 1537 be passed as soon as possible. 

 

Sincerely,  

   Janice Hoffman Simen  
Janice Hoffman-Simen, Pharm.D., EdD,  Michael R. Wasserman, MD, CMD 

APh, BCGP, FASCP      Chair, Public Policy Committee 

President, CALTCM     CALTCM 
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