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NURSING HOME COSTS —1972

Mark R. Meiners, formerly with the Division of Health Resources Utilization Statistics

INTRODUCTION

SCOPE OF REPORT

In response to the absence of reliable na-
tional information on what it was costing nurs-
ing homes to supply the growing demand for
long-term care and what factors influenced these
costs, the National Center for Health Statistics
extended its 1973-74 National Nursing Home
Survey to collect nursing home costs. This re-
port presents the cost estimates from that survey
and interrelates these data to reveal the relation-
ships that exist between costs and the following
pertinent facility, staff, and resident character-
istics:

Facility characteristics—ownership, certifica-
tion, size, geographic region, resident days,
admissions, live discharges, deaths, occu-
pancy rate, and selected service character-
istics.

Staff characteristics—full-time equivalent
employees, full-time equivalent employees
per 100 beds, labor cost per full-time equiva-
lent emplovee.

Resident characteristics—reported chronic
conditions and impairments, primary diag-
nosis at last examination and at admission,
measures of activities of daily living, primary
reason for admission, level of patient care,
and primary source of payment.

BACKGROUND AND
QUALIFICATIONS
OF DATA

The 1973-74 National Nursing Home Survey
was designed and developed by the Division of

Health Resources Utilization Statistics in con-
junction with a group of experts in various fields
encompassing the broad area of long-term care.
It was specifically designed as the first in a con-
tinuing series of surveys to satisfy the diverse
data needs of those who establish standards for,
plan, and provide long-term care. The survey was
conducted during the period August 1973-April
1974 in a sample of nursing homes in the coter-
minous United States which qualified by Center
criteria as either a nursing home or a personal
care home with nursing (appendix II). Facilities
that provided personal or custodial care at the
time the sample was drawn were not included,
even if they subsequently began to provide some
level of nursing care to residents.

Reports based on data collected in the
1973-74 National Nursing Home Survey that
focus on operating and financial characteristics
of the facilities,! social and demographic charac-
teristics of the residents,? utilization of nursing
homes,3 the health status of residents,* general
characteristics of the facilities,? and charges and
sources of payment for residents in nursing
homes® have been published.

Data from the national sample were col-
lected via a combination of mail and personal
interview survey techniques. Data on character-
istics of the facilities and the data used to esti-
mate the number of full-time equivalent employ-
ees were collected by interviewing the adminis-
trator. Within each sample facility, data for a
subsample of residents were collected by per-
sonal interview of the nurse who usually pro-
vided care for the resident. Generally, the nurse
referred to the resident’s medical record in an-
swering the questions. The cost data were col-



lected by first securing the administrator’s writ-
ten release authorizing the facility’s accountant
or bookkeeper to complete the Expense Ques-
tionnaire. If the requested financial information
was not kept on the premises, the Expense Ques-
tionnaire was mailed or hand-delivered to the
accountant or bookkeeper who, upon complet-
ing it, mailed it back to the survey headquarters.
If the requested financial information was kept
on the premises, an effort was made to have the
Expense Questionnaire completed before the
interviewer left the facility. Because of the com-
plex nature of the Expense Questionnaire, a cer-
tified public accountant was available via a toll-
free telephone to answer any technical questions
that arose.

Although the survey was conducted during
the period August 1973-April 1974, all data on
costs incurred by the facility for providing care
were collected for calendar year 1972 or for the
most recently completed fiscal year prior to the
survey if the facility’s accounting records were
on a different fiscal year basis. This was neces-
sary because facility data on costs are usually
kept on an annual basis either for tax, reim-
bursement, or regulatory purposes, and cost data
collected for a shorter period tend to be subject
to seasonal bias. To be compatible with cost
data, output-related measures (i.e., resident
days, admissions, live discharges, and deaths)
were also collected for 1972, and the number of
beds were adjusted to reflect 1972 levels using
the 1973-74 figures. All other characteristics
presented in this report represent the situation
as it existed at the time of the survey. The as-
sumption has been made throughout that the
1973-74 facility, resident, and staff character-
istics were substantially similar to those existing
during 1972.

The facility cost data discussed in this report
are from the subset of nursing homes surveyed
from August 1973 to April 1974 that had been
in business for 2 years or more.? On the recom-
mendation of the economic advisors to the sur-
vey, the Expense Questionnaire was adminis-
tered only at those facilities that had been in
business for at least 2 years. It was felt that

aNinety-four percent or about 14,800 of the esti-
mated 15,700 facilities in the survey were in business 2
years or more.

expenses for newly opened facilities tend to in-
clude “startup” costs for purchasing drugs, sup-
plies, and equipment and therefore do not re-
flect the “standard” cost of providing health
care. Implicit in this approach is the assumption
that the cost data from the survey are most use-
fully analyzed on an average (i.e., per unit of
output) basis. In keeping with this assumption,
the cost data will be presented and analyzed in
this report on a per resident day basis. The num-
ber of resident days is used as the measure of
output over which costs are averaged because
the long-term nature of the care provided in
nursing homes is best represented by a measure
that counts each day during which services were
provided rather than the number of times ser-
vices were begun (as with admissions) or ended
(as with discharges).

It should be noted that the cost per resident
day ratios differ from those published in an ear-
lier report, “Selected Operating and Financial
Characteristics of Nursing Homes, United States:
1973-74 National Nursing Home Survey”! be-
cause the method used to calculate them was
different. The earlier report used the simple
arithmetic mean of the cost per resident day
for each facility. This amounts to dividing the
individual facility’s costs by the days of resident
care it provided and then averaging these ratios
among all facilities in a particular classification.
This method is consistent with the way data are
handled in frequency distributions—i.e., each
facility has a cost per resident day experience.
The cost per resident day figures in this report
were calculated by aggregating separately the
costs and the resident days of facilities in a par-
ticular classification and then dividing these
aggregates to determine the cost per resident day
for that classification. This method was chosen
for the ratio estimates in this report because the
generalized relative standard error curves used to
estimate the statistical variation in the data were
found to have a smaller bias than those for the
simple arithmetic mean.

A detailed description of the sampling
frame, the sample design, and the survey proce-
dures used is presented in appendix I. Appendix
I also includes imputation procedures and esti-
mation techniques. Since the data in this report
are national estimates based on a sample and are
subject to sampling errors, tables and charts of



standard errors and illustrations of their use are
provided in appendix I.

Two methods of hypothesis testing are used
in this report. The z-test is used to determine
whether differences between two statistics
(means, ratios, percents, etc.) are statistically sig-
nificant. Where data are presented by contin-
uous intervals of a variable, a weighted least
squares regression approach is used to test for
overall patterns of association. For example, this
report presents selected facility, staff, and resi-
dent characteristics by the facility total cost per
resident day intervals of less than $10.00,
$10.00-$14.99, $15.00-$19.99, $20.00-$24.99,
and $25.00 or more. It should be noted that a
significant positive or negative association can be
present although some intervals do not show a

significant difference when compared with ad-
jacent intervals in the characteristic of interest.
These methods are discussed more fully in ap-
pendix I, and reference to them is useful for
understanding the inferences made throughout
this report. Unless otherwise mentioned, all sta-
tistical comparisons mentioned in this report
were tested using a 95-percent confidence inter-
val (i.e., the probability is no more than 1
chance in 20 that the differences noted here as
being statistically significant would not be con-
firmed by a complete enumeration of all facili-
ties). Definitions of terms used in this report are
given in appendix II, and facsimiles of the Ex-
pense Questionnaire and the other data collec-
tion instruments used in this survey are shown in
appendix IIL

COST COMPONENTS

OVERVIEW

Approximately 14,800 or 94 percent of the
nursing homes providing some level of nursing
care in the United States during the period
August 1973-April 1974 had been in business 2
years or more (table A). In 1972, these facilities
provided some 347,918,000 resident days of
care at a cost per resident day of $16.43 (table
B). Nearly 60 percent, or $9.82, of this total
went for labor costs (figure 1). A four-way
breakdown of labor costs is available from the
Expense Questionnaire—nursing payroll, profes-
sional payroll, other payroll, and fringe benefits.
Wages (i.e., nursing, professional, and other pay-
roll) accounted for about 92 percent of all labor
expenses for a cost of $9.01 per resident day.
The high degree of dependence of the nursing
home industry on nursing personnel as the pri-
mary provider of care is emphasized by the fact
that nursing payroll, at $5.55 per resident day,
made up about 62 percent of total wages and
about a third of all expenses. The professional
payroll, that is, the wages paid to physicians and
other professionals (excluding contracted ser-
vices) providing direct health care to residents,
was the smallest component of labor costs.
About 1 percent of total costs, amounting to 18¢
per resident day, went for professional payroll.

This was barely 2 percent of the wage bill. The
remaining 36 percent of the wage bill went to
administrative, clerical, food service, housekeep-
ing, and maintenance personnel as well as to any
other staff not performing nursing, medical, or
therapeutic functions. This “other” payroll
group accounted for 20 percent of total costs
for a cost of $3.28 per resident day. Fringe
benefits, the nonwage component of labor costs,
were defined to include those expenses incurred
by the facility for the current or future benefit
of its employees. It included such things as
employer contributions to the Federal Insurance
Contribution Act, Federal and State Unemploy-
ment Insurance, and health and life insurance
premiums. At 81¢ per resident day, fringe bene-
fits accounted for about 8 percent of labor costs
and 5 percent of total cost.

In addition to labor costs there are two
other major cost groupings—operating costs and
fixed costs—and a residual category—miscellane-
ous costs—for which data were collected. The
operating cost group is comprised of expenses
other than those for labor, which tend to vary
because they are dependent on the level of out-
put or services provided during some limited
time period such as the 1972 fiscal year. Operat-
ing costs accounted for about 21 percent of
total costs, amounting to a per resident day cost



Table A. Number and percent distribution of nursing homes in
business 2 years or more, by ownership, certification, size,
and geographic region:1 United States, 1973-74

Table B. Total cost per resident day and number and percent
distribution of resident days for nursing homes in business
2 years or more, by ownership, certification, size, and geo-
graphic region:1 United States, 1972

Per-
Ownership, certification, size, cent Total Resident days
and geographic region Number distri- cost
bution Ownership, certification, size, per Number Per-
and geographic region resi- cent
- dent {thou- distri-
All FACHHTIES wevuvroerscmrrmacrrreeesreneens 14,800 100.0 day sands) | [ ion
Ownership
- All facilities...cccovrercrereeen $16.43 | 347,913 100.0
Proprietary ... 11,200 75.7
Nonprofit..... . 2,500 16.9 Ownership
GOVETIIMENT ciueeiiiee e ee e ee e s eraesssesenenes 1,100 7.4
Proprietary ...ccecccerneercrerncecacennes 16.01 | 235,830 67.8
Certification Nonprofit ....eeceeees 16.68 72,080 20.7
- Government 18.42 40,002 115
Both Medicare and Medicaid? .................. 3,800 26.0
Medicaid only: Certification
SNH’SZ..coitie et eer e vse s saan 3,300 22.1
4,300 20.2 Both Medicare and MedicaidZ.. 20.59 128,162 36.8
3,300 226 Medicaid only:
15.69 92,150 26.5
Size 11.95 80,051 23.0
_— 14.16 47,549 13.7
Less than 50 beds.....cceeviivireiniieecriiicennennns 6,000 408 i
50-99 BEUS.c.ev...veeerrveerersereeesesserensssensesenas 5,200 35.0 Size
100-199 BEAS...crceccrerrereeneerrerrnreeeesssamsecons 3,000 20.3
200 beds OF MOTE ..eeeeverieeerieeeceriniseesrerens 600 39 Less than 50 beds ....wrvenerenes 13.90 55,667 16.0
50-99 beds 15.61 | 119,320 343
Geographic region 100-199 beds ..ccccrvemererrreeeeerinen 16.72 | 121,583 34.9
- 200 beds or More...cccoeevveceensnnes 20.34 51,343 14.8
NOFENBEST veuivvreeeierrierreraeeeenseensenaerenrans 2,900 19.8
North Central .. 5,200 35.1 Geographic region
South ........... - 4,100 276
WESE 1ovovrcrernsascrimresesssssesessnmssscasssssesesenes 2,600 175 Northeast......ooiiieesiinns 21.96 | 77,518 22.3
North Central coeuvereeeeeirrceciennnee 15.04 | 119,835 344
LEstimates are for nursing homes that had been in business 2 SOUth .o eceecireircreere e 14.12 90,921 26.1
years or more at the time of the survey. Expenses for newly e 1552 | 59,640 17.1

opened facilities were not collected because they include
‘“‘startup” costs for purchasing drugs, supplies, and equipment
and, therefore, do not reflect the standard cost of providing
health care.

20f these facilities, 7 percent were certified for Medicare
only.

Of these facilities, 33 percent were certified as both SNH’s
and ICF’s.

NOTE: Figures may not add to totals due to rounding.

to facilities of $3.39. The expense categories
within the operating cost group include food
and other dietary items; drugs; supplies and
equipment; purchased maintenance of buildings,
grounds, and equipment; laundry and linen;
health-care-related services purchased from out-
side sources; non-health-care-related services pur-
chased from outside sources; and utilities. Of
these expenses, the $1.35 spent per resident day
on food and other dietary items was the largest
amount, accounting for nearly 40 percent of
operating costs or about 8 percent of total costs.

1Estimates are for nursing homes that had been in business 2
years or more at the time of the survey. Expenses for newly
opened facilities were not collected because they include “‘start-
up” costs for purchasing drugs, supplies, and equipment and,
therefore, do not reflect the standard cost of providing health
care.

207 these facilities, 7 percent were certified for Medicare
only.

30f these facilities, 33 percent were certified as boith SNH’s
and ICF’s.

NOTE: Figures may not add to totals due to rounding.

At 49¢ and 48¢ per resident day, utility costs
and the costs of supplies and equipment each
contributed another 14 percent of operating
costs or about 3 percent of total costs. The
remaining operating cost groups were in the
range of 16¢-25¢ per resident day.

The fixed-cost group %s comprised of ex-
penses for which the facility is responsible, at
some set level, regardless of the amount of out-
put or services provided during fiscal year 1972.



COST COMPONENTS

LABOR

Nursing payroll

Pr: ional payroll

Other payroli

Fringe benefits

OPERATING

Food and other dietary items

Drugs

Supplies and equipment

Buildings, gruunds., and equipment purchased maintenance .....

Laundry and linren

Health services from outSIde SOUICES cvvmeerreccrsrsmstrvassssrvesisnsnanse
Nonhealth services from OUtSiIde SOUICES ...evimveemceesssnssoncrnseenes

Utilities

FIXED

Equipment rental

insurance

Taxes and licenses ........

Interest and finance charges

Depreciation

Rent on buildings and land

Amortization of leasehold iMProvements .......ccevcorvasreseresenee

MISCELLANEQUS

Cost per resident day

l [ ] I [ J
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PERCENT OF TOTAL COST

Estimates are for nursing, homes that had been in business 2 years or more at the time of the survey. Ex-
penses for newly opened fucilities were not collected because they include *startup™ costs for purchasing
drugs. supphies, and equipment and therefore do not reflect the standard cost of providing health care.

Figure I. Cost per resident day for nursing homes and percent of total cost by components:1 United States, 1972

Fixed-cost categories include equipment rental,
insurance, taxes and licenses, interest and fi-
nance charges, depreciation, rent on building
and land, and amortization of leasehold im-
provements. As a group, fixed costs were $2.52
per resident day and accounted for about 15
percent of total costs. About 75 percent of fixed
costs were attributed to three categories. Depre-
ciation charges cost 66¢ per resident day, rent
on building and land cost 64¢ per resident day,
and interest and finance charges cost 60¢ per
resident day. Taxes and licenses (32¢) and insur-
ance (20¢) accounted for an additional 13 and 8
percent, respectively, of fixed costs.

The residual category, miscellaneous ex-
penses, was included to capture those costs that
could not be classified elsewhere. These costs
amounted to 69¢ per resident day or about 4
percent of total costs.

COST COMPONENTS BY
FACILITY CHARACTERISTICS

Tables 1-4 present the detailed cost data
available from the survey according to the facil-
ity characteristics of ownership, certification,
size, and region. Of the facility characteristics



available from the survey which might be ex-
pected to have some impact on the cost of pro-
viding long-term care in nursing homes, these arc
of basic importance. They provide some indica-
tion of the relationship between costs and the
facility’s operating motivation, level of care pro-
vided, scale of operation, and regional cost-of-
living differentials.

Ownership

Three types of ownership control are repre-
sented in this report—proprietary, voluntary
nonprofit, and government. Proprietary facilities
are generally assumed to be motivated to pro-
vide services in a manner that will maximize
their revenues at a minimum cost. The incentives
for efficiency implicit in the profit motive are
considered less likely to be present in nonprofit
and government facilities. These facilities are
more apt to have philanthropic objectives or
considerations of prestige such as facility growth
or reputation as their primary operating motive.
In addition, the types of services provided by
government-sponsored nursing homes are moti-
vated by the public interest and can be expected
to receive public funding should revenues be
insufficient to cover costs. In any case, the
absence of the profit motive in nonprofit and
government nursing homes is expected to result
in higher labor and operating costs per resident
day. Fixed costs, however, are expected to be
lower in nonprofit and government nursing
homes because these facilities benefit from pref-
erential tax treatment and the availability of
subsidy funds in the form of loans, grants, and
interest subsidies from the Hill-Burton program
for the construction of nonprofit health facili-
ties. These expectations are generally consistent
with the data presented in this section.

The majority (76 percent) of the 14,800
facilities for which cost estimates werc made
operated under proprietary auspices (table A).
Another 17 percent, operated as nonprofit facili-
ties and the remaining 7 percent operated as gov-
ernment facilities. Facilities in these ownership
categories accounted for 68, 21, and 12 percent,
respectively, of the 347,913,000 resident days
of care provided at a cost of $16.01, $16.68,
and $18.42 per resident day, respectively (table

B). Although the cost difference was statistically
significant only when the proprietary and gov-
ernment facilities were compared, a closer look
at the major subgroups of total cost is more
revealing.

The total amount spent on labor per resident
day varied significantly by ownership. Govern-
ment facilities had higher labor costs per resi-
dent day ($13.12) than either nonprofit
($10.14) or proprietary ($9.16) facilities had
(table 1). The difference was also significant
between proprietary and nonprofit facilities.
Despite this difference in total labor costs, there
was little difference in the amounts spent by
nonprofit and proprietary facilities on the
important nursing component. Nursing payroll
cost proprietary facilities $5.42 per resident day
and nonprofit facilities spent $5.29 per resident
day. The amount spent by government facilities
on nursing staff ($6.85), however, was substan-
tially larger.

Operating costs as a group were less for pro-
prietary facilities ($3.20) than for either non-
profit or government facilities. The operating
costs for the nonprofit facilities ($3.83) and the
government facilities ($3.77), however, were not
significantly different. The differences by own-
ership in the amounts spent on the components
of operating costs were generally not notewor-
thy.

As expected, the proprietary facilities had
higher fixed costs on a per resident day basis
($2.90) than either the nonprofit or government
facilities had. Government facilities in particular
tended to have low fixed costs per resident day
($1.10) even in comparison with those exper-
ienced by the nonprofit facilities ($2.09). One
possible explanation for the extraordinarily low
fixed costs reported by the government facilities
is the tendency for these facilities to underre-
port or ignore certain fixed costs because they
are not included as part of the bookkeeping
records of the facility. County nursing homes, in
particular, have been known to have their build-
ing provided by the county government. Often
in this situation the fixed costs associated with
the building are included in the county’s general
expenditure records and not in the nursing home
records. Although the respondents were re-
quested to allocate to the appropriate cost cate-



gory an estimate of the reasonable value of
donated services, supplies, or space, the survey
procedures had no way to guarantee that these
expenses were properly allocated to the nursing
home.

Certification

In 1966, the Medicare and Medicaid pro-
grams began to provide financial coverage of
care for the elderly in nursing care institutions.
In 1973-74, nearly 8 out of 10 (77 percent) of
the facilities providing some level of nursing care
in the United States were participating in either
the Medicare or Medicaid program or both.! Par-
ticipating Medicare facilities, designated as ex-
tended care facilities (ECF), provided inpatient
skilled nursing care and related services to Medi-
care enrollees eligible for post-hospital benefits.
To be certified by the Medicare program, a facil-
ity had to meet specific regulatory standards
required by the Medicare legislation (title XVIII
of the Social Security Act) in effect at the time
of the survey. The Medicaid program offered
coverage for both skilled and intermediate nurs-
ing care services to the medically indigent. Nurs-
ing homes participating in the Medicaid program
were certified as either skilled nursing homes
(SNH’s) or as intermediate care facilities (ICF’s)
or as both according to the requirements of the
Medicaid legislation (title XIX of the Social
Security Act). In July 1973, the extended care
facility designation under Medicare and the
skilled nursing home designation under Medicaid
were replaced by the term “skilled nursing facil-
ity” (SNF). Both types of facilities were re-
quired to meet the same standards. In this re-
port, the extended care facility and skilled nurs-
ing home designations are used since most of the
survey was conducted prior to the legislation
that created the skilled nursing facility.

Of the facilities that were certified some
were certified under both the Medicare and the
Medicaid programs. Other facilities certified
only by the Medicaid program were certified to
participate as both an SNH and an ICF. In order
to provide detailed data by certification status,
some small certification subgroups were com-
bined with larger ones when both provided simi-
lar levels of care. Thus, the 3,800 facilities in

this report classified as having been certified by
both Medicare and Medicaid include 7 percent
that were certified by Medicare only. Similarly,
the 3,300 facilities in this report classified as hav-
ing been certified by Medicaid as SNH’s included
33 percent that were also certified as ICF’s.

Seventy-seven percent of the nursing homes
for which cost estimates were made were certi-
fied by Medicare, by Medicaid, or by both pro-
grams; about 51 percent of them were certified
for Medicaid only (table A). Facilities certified
by both Medicare and Medicaid or by Medi-
care only (BM&M) accounted for 26 percent of
the facilities and provided about 128,162,000
(37 percent) of the resident days of care at a
cost of $20.59 per resident day (tables A and B).
Facilities certified as SNH’s by Medicaid with no
Medicare certification made up 22 percent of
the facilities and provided about 92,150,000 (27
percent) of the resident days of care at a cost of
$15.69 per resident day. Facilities certified only
as ICF’s accounted for 29 percent of the facili-
ties and provided about 80,051,000 (23 percent)
of the resident days of care at a cost of $11.95
per resident day. Twenty-three percent of the
facilities were not certified for Medicare or
Medicaid. These facilities provided about
47,549,000 (14 percent) of the resident days of
care at a cost of $14.16 per resident. Each total
cost per resident day difference is statistically
significant except that between the $15.69 of
the SNH group and the $14.16 of the noncerti-
fied group.

The pattern of relationships between each of
the major cost components by certification was
similar to that indicated above for total costs
(table 2). The large difference in total costs per
resident day between the BM&M group and any
of the other certification groups was distributed
among the major cost components in such a way
that labor, operating, fixed, and miscellaneous
costs were each significantly larger on a per resi-
dent day basis than their respective categories in
any of the other certification groups. These
higher costs apparently resulted from the ex-
pense of meeting the standards for staffing, con-
struction, equipment, and provision of services
required for Medicare certification. For facilities
certified only for Medicaid (the SNH group and
the ICF group) the data are similarly consistent



with the assumption that higher standards result
in higher expenses. Labor, operating, fixed, and
miscellaneous costs were each significantly larger
per resident day for the SNH group than their
respective cost category in the ICF group.

Size

The size or scale of nursing home operations
is represented throughout this report by four
bed-size breakdowns—less than 50 beds, 50-99
beds, 100-199 beds, and 200 beds or more. The
choice of the number of beds as an index of
nursing home size is based on more than simple
convenience. The number of beds in health care
facilities is frequently used as a rough indicator
of the supply of care. A familiar example is the
bed-population ratio as an indicator of the
amount of facility-based health services avail-
able. The assumption is, of course, that there is a
strong relationship between the number of beds
and the volume of other service characteristics in
the facility. In the case of nursing homes, it is
likely that the building space, equipment, per-
sonnel, and other factors used in providing serv-
ices have been adjusted to be compatible with
the number of beds regularly maintained for
resident care.

When computed within the four size group-
ings, total cost per resident day increased with
scale. Facilities with less than 50 beds provided
55,667,000 (16 percent) of the resident days of
care at a cost of $13.90 per resident day (table
B). Facilities whose size ranged from 50 to 99
beds provided 119,320,000 (34 percent) of the
resident days of care at a cost of $15.61 per
resident day. Facilities having 100 to 199 beds
provided 121,583,000 (35 percent) of the resi-
dent days of care at a cost of $16.72 per resi-
dent day. Only about 4 percent of the facilities
had 200 beds or more, although they provided
around 15 percent (51,343,000) of the resident
days of care. At $20.34 per resident day, these
facilities provided the most costly nursing home
services. Additional discussion of the relation-
ship between total costs and size is given in the
section that considers the interrelationships of
size with other facility characteristics.

A positive relationship to size was also evi-
dent when the labor, operating, and fixed com-
ponents were individually considered using the

test of trend described in appendix I (table 3).
The pattern, however, differed somewhat for
each of the components. For labor and operat-
Ing costs, the positive trend was most influenced
by the largest facilities. Labor costs in facilities
with less than 100 beds tended to be similar on a
per resident day basis and the same was true of
operating costs in facilities of less than 200 beds.
In contrast, fixed costs tended to be similar in
facilities with 50 or more beds. The slight drop
in fixed costs per resident day for facilities with
200 beds or more cannot be confirmed as sta-
tistically significant when the standard errors of
the estimates are considered.

Geographic Region

Nursing homes, like most other firms, show
regional variation in their costs due to general
cost-of-living differences or to differences in the
supply and demand of one or more of their fac-
tors of production (i.e., labor, capital, and
materials). The data are presented in this report
by the following U.S. Bureau of the Census geo-
graphic regions: Northeast, North Central,
South, and West. About 35 percent of the nurs-
ing homes for which cost estimates were made
were located in the North Central Region; the
South, Northeast, and West Regions had about
28, 20, and 18 percent of the facilities, respec-
tively (table A). At $21.96 per resident day for
some 77,516,000 resident days, the cost of nurs-
ing home services was substantially higher in the
Northeast than in any of the other regions (table
B). The individual comparisons between the
other regions, however, showed no statistically
significant differences in total cost per resident
day. Facilities in the West provided an estimated
59,640,000 days of care at a cost of $15.52 per
resident day. Facilities in the North Central
Region provided 119,835,000 resident days of
care at a cost of $15.04 per resident day. Facili-
ties located in the South provided 90,921,000
resident days at a cost of $14.12 per resident
day.

Of the major components, labor costs were
primarily responsible for the large disparity
between costs in the Northeast and those in the
rest of the country (table 4). At $13.82 per resi-
dent day, labor costs in the Northeast were
about 53 percent higher than the next highest



figure for this category ($9.06 in the North Cen-
tral Region). The operating, fixed, and miscel-
laneous components also contributed to the
higher costs in the Northeast, although not sig-
nificantly so in the case of the latter two com-
ponents when compared to the West.

Interrelationships of Ownership,
Certification, Size, and Region
Characteristics

Considering the impact of ownership, certifi-
cation, size, and region on the costs of pro-
ducing nursing home services shows that these
costs tended to be highest in government facili-
ties, in facilities with Medicare certification (the
BM&M group), in large facilities, and in facilities
located in the Northeast. It should be kept in
mind, however, that these findings do not take
into account the effect of the interrelationships
of these and other factors on costs. For ex-
ample, traditional economic theory postulates a
U-shaped relationship between average costs and
size. Theoretically, as the scale of production
expands over the lower range of output, certain
economies (e.g., quantity discounts, full use of
labor and equipment) are realized that result in
decreasing average costs of production. After
some point, however, diseconomies associated
with the management of large-scale production
are thought to predominate, resulting in increas-
ing average costs. The data in table 3, however,
show a continuing increase of total cost per resi-
dent with increasing bed-size groups. The posi-
tive relationship between cost and size was prob-
ably due in part to the greater number of serv-
ices that larger facilities tended to offer. Some
services are economically feasible only in facili-
ties that are large enough to spread the costs so
that the resident will be able to afford them.
The additional costs associated with a broader
scope of services may overshadow opportunities
for more efficient use of labor and equipment
that are available as the scale of operations in-
creases.

The effects of the interrelationships of certi-
fication, ownership, size, and region on the
major components of costs are presented in
tables 5 and 6. The nonprofit and government
facilities have been grouped in these tables to

allow for more reliable detail on the interrela-
tionships. Reviewing these data reveals the
importance of considering the interrelationships
of these factors. Some of the conclusions about
the relationship between costs and the facility
characteristics of certification, ownership, size,
and region remain the same; however, others are
altered when the interrelationships of these fac-
tors are considered. Earlier it was noted that the
relationship between certification and cost was
such that the BM&M group had higher total
costs per resident day than facilities in any of
the other certification groups and that among
facilities certified only for Medicaid, those certi-
fied as SNH’s had higher costs on a per resident
day basis than those certified only as ICF’s. The
interrelationships presented in tables 5 and 6
reveal that these findings remain the same re-
gardless of the type of ownership, size, or re-
gional location of the facilities. Similarly, where
comparisons can be reliably made, the fact that
facilities in the Northeast had higher total costs
per resident day than those in the other regions
continues to hold when the type of certification
and ownership are considered.

Focusing on the impact of size on nursing
home costs given the other factors, however,
serves to caution the reader about the need to
consider the interrelationships in the data. The
positive cost-size relationship found earlier is less
clearcut when the interrelationship of size with
certification or ownership characteristics is con-
sidered. Patterns reflective of what would gener-
ally be expected in the presence of economies
and diseconomies to scale (the U-shaped rela-
tionship between average costs and size de-
scribed earlier) are found for those facilities in
the BM&M group, for facilities not certified, and
for facilities operated under nonprofit or govern-
ment auspices. Within the four bed-size groups
(less than 50 beds, 50-99 beds, 100-199 beds,
and 200 beds or more) the Medicare facilities
had total costs per resident day of $21.66,
$20.00, $19.85, and $23.03, respectively; the
not-certified facilities had total cost per resident
day estimates of $14.17, $14.41, $12.43, and
$16.87, respectively; and the nonprofit and gov-
ernment facilities had cost per resident day esti-
mates of $16.13, $17.14, $15.67, and $19.87,
respectively. From the standpoint of total cost



per resident day, an optimum size facility for
each of these groups appears to be the range of
100-199 beds. However, the standard errors of
the estimates are such that the necessary com-
parisons are not statistically significant. None-
theless, these data highlight the importance of

recognizing the potential impact of additional
cost determinants.

The remaining sections of this report will
present data that focus on the relationship be-
tween nursing home costs and some additional
facility, staff, and resident characteristics.

COST INTERVALS

The characteristics of ownership, certifica-
tion, size, and region are acknowledged to be of
basic importance in understanding the variation
in nursing home costs; there are other factors
that are also of interest. The next sections pre-
sent some additional facility, staff, and resident
characteristics that will be discussed with respect
to their relationship to costs. The data are pre-
sented in tables that focus on the variation in
the characteristics as the facilities vary from low
to high in their total cost per resident day exper-
ience. Five total cost per resident day intervals—
less than $10.00, $10.00-$14.99, $15.00-$19.99,
$20.00-$24.99, and $25.00 or more—are used.

FACILITY CHARACTERISTICS
BY COST INTERVALS

Distribution of Facilities

The number and percent distribution of the
nursing homes within the five total cost per resi-
dent day intervals are presented in table 7. Facil-
ities with costs in the range of $10.00-$14.99
per resident day were the most prevalent, ac-
counting for about 36 percent of all facilities.
About 18 percent of the facilities had costs of
$20.00 or more, and these were evenly split
between those in the $20.00-$24.99 range and
those with costs of $25.00 or more.

As might be expected from the earlier dis-
cussion, the lowest cost facilities (less than
$10.00 per resident day) were more oriented
toward proprietary ownership, the ICF certifica-
tion group, small size, and location outside the
Northeast. By ownership, about 81 percent of
the facilities in the lowest cost group were pro-
prietary compared with about 76 percent for all
facilities. By certification, about 46 percent of
the facilities with costs of less than $10.00 per
resident day were in the ICF group compared
with about 29 percent of the total. Facilities
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that were not certified were also disproportion-
ately represented in this cost group (about 41
percent compared with about 23 percent of all
facilities). By bed size, about 60 percent of the
lowest cost group had less than 50 beds com-
pared with about 41 percent nationally. Region-
ally, those facilities in the North Central Region
were most prevalent in the lowest cost group
(about 45 percent compared with 35 percent of
all facilities).

At the upper end of the cost intervals (more
than $25.00 per resident day) the proprietary
facilities were still dominant, but their propor-
tion (57 percent) decreased substantially relative
to that for the nonprofit (29 percent) and gov-
ernment facilities (14 percent). Likewise, the
characteristics of Medicare certification (the
BM&M group), 100 beds or more, and location
in the Northeast were more prevalent among
facilities with costs of $25.00 or more than was
the case when all facilities were considered.
About 57 percent of the highest cost facilities
were in the BM&M group compared with 26 per-
cent of all facilities; 32 percent had 100 beds or
more compared with 24 percent nationally, and
37 percent were in the Northeast Region com-
pared with only 20 percent nationally.

Total Cost and Major Cost
Components

Following the same format introduced
above, the amount and percent distribution of
total cost per resident day and its major com-
ponents for nursing homes within the five total
cost per resident day intervals are presented in
table 8. Besides serving as background to the
other tables, the primary purpose of this table is
to explore the variability that occurs between
low- and high-cost facilities in the proportion of
costs devoted to the major cost components.
Nationally, about 60 percent of all expenses



incurred by nursing homes in the provision of
care were attributable to labor costs; operating,
fixed, and miscellaneous costs accounted for
another 21 percent, 15 percent and 4 percent,
respectively. Variability in these proportions
among facilities in the five cost-interval groups is
minimal and not significant when the standard
errors of the estimates are considered. These
data indicate that there is little or no relation-
ship between the proportion of costs devoted to
the major cost components and the propensity
to provide low-cost rather than high-cost care.

Distribution of Beds

The number of beds and average number of
beds in nursing homes within the five total cost
per resident day intervals are presented in table
9. The 14,800 facilities had an estimated
1,083,300 beds, or an average of 73 beds per
facility in 1972. Proportionately fewer beds (66
per facility) were provided under proprietary
auspices than under cither nonprofit (91 per
facility) or government (110 per facility) aus-
pices. Among the certified facilities, average bed
size varied; certification ranged from a low of 56
beds in facilities in the ICF group to a high of
106 beds in facilities in the BM&M group; the
SNH group averaged 88 beds. The facilities that
were not certified averaged only 44 beds.

Applying the test for trend (see appendix I) to
the average number of beds per facility by the
five cost groups confirms the earlier findings of a
positive cost-size relationship when all facilities
are considered. The increase, however, was not
continuous across all five cost groups. Individual
comparisons revealed three significantly differ-
ent groups. The number of beds per facility
varied from 49 beds in the lowest cost group, to
75 beds in facilities where costs were in the
$10.00-$19.99 interval, to 99 beds in facilities
with costs of $20.00 or more per resident day.

Output Measures

As mentioned in the Introduction, the out-
put-related measures available from the survey
are the number of resident days, admissions, live
discharges, and deaths. Given the long-term
nature of the care provided in nursing homes,
the number of resident days of care provided
within some time frame tended to be the best

single indicator of the aggregate amount of serv-
ices provided and was used throughout this
report to put the cost data on a per-unit basis.
The total number of discharges (live discharges
and deaths) or the number of admissions, less
useful as aggregate output measures because of
the longer length of stay of nursing home resi-
dents (compared to hospitals), nonetheless are
useful as indicators of the flow of care in nursing
homes. For example, a rapid turnover of resi-
dents might be expected to increase per resident
day costs because of the additional administra-
tive expense involved in handling new cases.

The number of admissions, live discharges,
deaths, and resident days within the five total
cost per resident day intervals by ownership, cer-
tification, size, and region are presented in tables
10, 11, 12, and 13, respectively. Each table also
presents the measure in question on a per-beds-
available basis to allow for the variation in the
size of the facilities within a grouping.

The facilities covered in this report had an
estimated 1,019,200 admissions in 1972, or
about 94 admissions per 100 beds. The number
of admissions per 100 beds tended to be highest
for proprietary facilities (105), for facilities in
the BM&M group (140), for facilities in the
50-199 bed-size group (104, calculated by com-
bining the 50-99 bed group and the 100-199 bed
group, which were not significantly different in
their ratios of admissions per 100 beds), and for
facilities located in the West (128). When the
numbers of admissions per 100 beds for all facil-
ities are compared across the total cost per resi-
dent day intervals, a significant positive relation-
ship between admissions per 100 beds and costs
appears. The number of admissions per 100 beds
ranged from a low of 52 for facilities with total
costs of less than $10.00 per resident day to a
high of 166 for facilities with total costs of
$25.00 or more per resident day.

Not surprisingly, the combined number of
live discharges and deaths during 1972
(1,020,600) closely approximated the number
of admissions (1,019,200) during that period.
Discharges and admissions measure the flow of
services from opposite ends of the health care
process and we expect their totals to be similar
barring any major fluctuations in the occupancy
rate of facilities. In 1972, there were an. esti-
mated 706,600 residents who were discharged
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alive and another 314,000 who died. This
amounted to 65 live discharges and 29 deaths
per 100 beds. As with admissions, the number of
live discharges per 100 beds was highest for pro-
prietary facilities (74), for facilities in the
BM&M certification group (108), for facilities in
the 50-199 bed-size group (72), and for facilities
located in the West (97). When compared across
the total cost per resident day intervals, the
number of live discharges per 100 beds increased
with the increase in the cost interval from a low
of 30 in the lowest cost facilities to a high of
132 in the highest cost facilities.

With respect to the number of deaths per 100
beds, the standard errors of the estimates are
such that many of the differences by ownership,
certification, size, and region are not statistically
significant. A few exceptions, however, can be
mentioned. The 32 deaths per 100 beds in pro-
prietary facilities is significantly larger than the
23 deaths per 100 beds found when the figures
for nonprofit and government facilities are com-
bined. Although, the number of deaths per 100
beds in the SNH group (22) and the ICF group
(21) are not significantly different from one
another, each is significantly less than the num-
bers for the BM&M group (35) and the not-certi-
fied group (39). Finally, combining the figures
for facilities in the 50-99 bed-size group with
those for facilities in the 100-199 bed-size group
(the respective numbers of deaths per 100 beds,
28 and 29, are not significantly different) re-
vealed a negative relationship between facility
size and deaths per 100 beds. Facilities with less
than 50 beds had 40 deaths per 100 beds, facili-
ties with 50-199 beds had 28 deaths per 100
beds, and facilities with more than 200 beds had
21 deaths per 100 beds. No significant variation
in the number of deaths per 100 beds across the
cost groups could be confirmed.

As mentioned earlier, the number of resident
days of care provided by the facilities for which
cost estimates were made was 347,913,000 in
1972. With the proper adjustments, putting the
number of resident days on a per-bed basis re-
sulted in a measure of the occupancy rate. The
occupancy rate was computed for this report by
using the following formula:

Y Aggregate number of resident days of care provided in 1972 X 100
3" Estimated number of beds m 1972 X 366
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Assuming the number of beds available during a
certain period represents the capacity at which
facilities are prepared to provide care, the occu-
pancy rate described above represents the level
of capacity utilization for 1972. Generally, the
more fully the available capacity is used (i.e., the
higher the occupancy rate) the smaller the cost
per day of care, because the fixed costs associ-
ated with a given capacity are spread over more
units of output. The overall occupancy rate for
the facilities was 88 percent and showed the
expected negative relationship with per resident
day costs decreasing from 93 percent in the low-
est cost group to 76 percent in the highest cost

group.

Selected Service Characteristics

Good measures of the quality of care pro-
vided in health facilities have not been well de-
veloped. As a result, the analyst is forced to rely
on measures that for one reason or another are
considered indicative of quality health care. In
this context, the level or scope of services is
often considered synonymous with the quality
of care. Table 14 focuses on a number of se-
lected service characteristics used in this report
as indicators of the quality or level of care pro-
vided by nursing homes. The total cost per resi-
dent day as well as the number and percent dis-
tribution of facilities within the five cost inter-
vals are presented according to the following
service characteristics: professional rehabilita-
tion services provided; services included as part
of the basic charge to the resident; training pro-
grams conducted in cooperation with an educa-
tional institution for persons not on the staff of
the facility; number of shifts with a registered
nurse {(RN) in charge and on duty; and occupa-
tion of the supervisor of all clinical services.
Each of these measures is included for the pur-
pose of exploring the relationship between the
quality or level of services and facility costs.

Data on whether facilities provided profes-
sional rehabilitation services were gathered by
asking the administrator the following question:
“Does this facility provide any of the following
profcssional rehabilitation services on the prem-
ises?” Physical therapy; occupational therapy;



recreational therapy; speech and hearing ther-
apy; counseling by social worker, psychologist,
or mental health worker; as well as an “other”
category were listed, and it was emphasized tha.
the therapists must be licensed or registered in
their specific professions (see question 20 of the
Facility Questionnaire, appendix III). Physical
therapy and counseling were the rehabilitation
services most likely to be offered on the prem-
ises by nursing homes. About 52 percent of the
facilities offered these services. Thirty percent
offered recreational therapy, 28 percent offered
speech and hearing therapy, and 23 percent of-
fered occupational therapy on the premises.
Each of these rehabilitation services was, in gen-

eral, more likely to be offered in.higher cost-

facilities. When compared across the five total
cost per resident day intervals, the proportion of
facilities providing each type of therapy was pos-
itively related to cost. (The difference between
the highest two cost groups in the proportion
offering physical therapy, occupational therapy,
and speech and hearing therapy is not statisti-
cally significant.)

Additional information on the services a
facility is committed to provide to all its resi-
dents was gathered by asking the administrator
the following question: “Does this facility in-
clude as part of its basic charge to each resident
the charges for: (a) physician services, (b) pri-
vate-duty nursing, (c) other nursing services, (d)
therapy, (e) drugs, (f) medical supplies, (g)
special diet, (h) other” (see question 28 of the
Facility Questionnaire, appendix III). The dis-
tinction here is between the basic and the total
charge that the facility makes for the care it
provides. The basic charge for each resident
covers the set of services that the facility is pre-
pared to provide all its residents during their stay.
The total charge includes the basic charge and
any other charges made. The services most com-
monly included in the basic charge are lodging
and meals. Additional services such as those
listed in the question may also be included in
the basic charge although it is generally more
likely that they are provided and billed for on an
as-needed basis. Including a service in the basic
charge tends to assure that it is readily available
to any resident in the facility. To the extent that
the listed services are included in the basic

charge, the level or quality of care offered to all
residents is expected to be higher and this in
turn is expected to be positively related to costs.

Of the alternatives listed, special diet, nurs-
ing services other than private-duty nursing, and
medical supplies were most likely to be included
as part of the basic charge. Eighty-nine percent
of the facilities included special diet, 78 percent
included nursing services other than private-duty
nursing, and 56 percent included medical sup-
plies as part of the basic charge. Therapy, drugs,
physician services, and the services of a private-
duty nurse were much less likely to be included
in the basic charge. These items were included
by only 26 percent, 17 percent, 11 percent, and
6 percent of the facilities, respectively. When the
information on the services included as part of
the basic cha