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Summary
Nursing homes claim that a lack of state funding is responsible for the staffing crisis in skilled nurs-
ing facilities.  However, this study shows that many for-profit Washington state nursing homes are
spending less than their state-allotted funds on direct care.  Instead of hiring more direct care staff to
improve patient care, or paying existing staff better in order to retain them, these nursing homes are
retaining a portion of the unspent funds as profit.

Our study of for-profit nursing homes finds:

• In 2000, 45 Washington state nursing homes underspent almost $3 million in Medicaid direct
care costs allowed by the state.

• 39 of those homes kept more than $430,000 of that unspent money as profit.

• The homes that underspent had, on average, lower staffing levels than other nursing homes.

• The homes that underspent also averaged more state deficiency citations for poor quality of
care.

As Washington state grapples with an increasingly tight budget, legislators need to look critically at
how nursing homes are spending state dollars, and strengthen accountability and incentives for quali-
ty care.

Profits not care:  Staffing and profits in Washington’s for-profit nursing homes

Many nursing homes and their advocacy organizations claim they need more money to increase
staffing levels in nursing homes.  Jim Roe, president of the Washington Health Care Association, an
association that represents 190 for-profit nursing homes in Washington state, says, “We have a
staffing shortage and a financial crisis resulting from the state’s chronic failure to adequately fund
the care for those individuals who are the state’s responsibility.”1

But a number of Washington state’s nursing homes actually spend less than the allowed Medicaid
reimbursement for direct-care costs.  Direct care reimbursements primarily fund nursing home staff
— nursing assistants and nurses who care for nursing home residents.  Nursing home services are
labor intensive, and the quality of care depends primarily on the staff who care for the residents.2

Direct care workers are the lifeblood of a nursing home, and nursing homes spend the largest portion
of their budget on direct care.  For each nursing home, the state calculates a rate the home can spend
on direct care for Medicaid consumers, based on factors like the characteristics of the patients a
home typically cares for.3 Under state regulations, if homes do not spend the rate they are allotted,
they keep a portion of their underspending as profit.

Our study of nursing home cost reports for 2000 finds that 45 for-profit nursing homes spent less
than the amount they were authorized to spend on direct-care Medicaid costs; 39 of those homes



PROFITS NOT CARE:  A STUDY OF STAFFING AND PROFITS IN WASHINGTON’S FOR-PROFIT NURSING HOMES 3

retained profits because of this underspending.  In fact the nursing homes in Washington that
retained profits because of their underspending on direct care were overwhelmingly for-profit homes:
39 for-profit homes retained profits because of underspending on direct care, while only two non-
profit homes and one government run home retained these profits.4 Six for-profit homes underspent
but did not collect profits due to direct care underspending because they were out of compliance with
state care regulations, and were therefore ineligible for this incentive program.5

This figure is particularly troubling in the nursing home industry where overspending on Medicaid
direct care — not underspending — is typical, and staff retention is a challenge due to low wages
and difficult working conditions.

Impacts of underspending on quality of
care for residents

In Washington state, about two-thirds of
nursing home residents are covered under
Medicaid.  The remainder of nursing home
patients are covered under Medicare, by
private insurance, or they pay for their own
care.

A number of different staff care for
patients in nursing homes.  Registered
nurses (RNs) and licensed practical nurses
(LPNs) are the licensed direct care staff in
nursing homes.  They oversee the day to
day care of residents, and coordinate care
plans, medications and treatments with
other specialists.  Nurse’s aides or certified
nursing assistants (CNAs) are the largest
workforce in a nursing home, and provide
daily care for patients, helping residents
with eating, dressing and going to the
bathroom.  They also provide regular exer-
cise for patients, and reposition immobile
patients.

Health care workers employed by nursing homes generally have low wage and benefit levels.  The
typical hourly wage for nurse’s aides is $7.46, and 29 percent have no health insurance.8 As a result,
nursing homes often have very high turnover rates; the U.S. Department of Health and Human
Services estimates the annual nursing home staff turnover rate is between 70 and 100 percent.9

For-profit homes that underspent 
had more care deficiencies6

Type of 1999 average 2000 average 2001 average
nursing home deficiencies deficiencies deficiencies

For-profit 10 10 11
underspenders

Non-profits 7 7 6

State average 8 8 8

For-profit homes that underspent 
had lower staffing levels7

RN hours LPN hours CNA hours 
Type of per resident per resident per resident

nursing home per day per day per day

For-profit 0.7 0.6 2.06
underspenders

Non-profits 1.12 0.6 2.90

State average 1 0.6 2.50

National average 1 0.8 2.40
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The Institute of Medicine (IOM) conducted a study on how to improve nursing home care, and rec-
ommended homes improve care by increasing staff levels and improving the staff’s working condi-
tions to better retain qualified staff.10

A new grant program aimed at improving the quality of nursing home care in Michigan also focuses
on staffing levels and retention.  When discussing the program, Governor Engler, chair of the
National Governor’s Association, said, “By helping nursing homes find new and innovative ways to
effectively train and keep their staff, we will be ensuring that our most vulnerable citizens are receiv-
ing the best care possible.”11

Nursing homes that underspent on direct care in Pierce County12

Total number of homes in county: 22

Number of for-profit nursing homes in county that 9  (41% of nursing homes in Pierce County)
underspent in direct care:

Average number of deficiencies at the 7  (2001)
underspending facilities: 8  (2000)

10  (1999)

Staffing levels at the underspending facilities: 0.53 RN hours per day per resident
(average for nation, and WA is 1)

0.74 LPN hours per day per resident
(average for nation is 0.8, and WA is 0.6)

1.97 CNA hours per day per resident
(average for nation is 2.4, and WA is 2.5)

Total profit retained on direct care by for-profit $134,859
underspenders:

Total amount underspent by for-profits: $552,684

Number of serious deficiencies (1999-2001): 31

Examples of serious deficiencies: 1. Failed to give each resident care and services to
get or keep the highest quality of life possible.

2. Failed to give each resident enough fluids to keep 
them healthy and prevent dehydration.

3. Failed to give residents proper treatment to 
prevent new bed (pressure) sores or heal existing 
bed sores.

4. Failed to make sure that each resident’s nutritional
needs were met.
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Nursing homes that underspent on direct care in Yakima County14

Total number of homes in county: 16

Number of for-profit nursing homes in county that 8  (50% of nursing homes in Yakima County)
underspent in direct care:

Average number of deficiencies at the  16  (2001)
underspending facilities: 9  (2000)

9  (1999)

Staffing levels at the underspending facilities: 0.77 RN hours per day per resident
(average for nation, and WA is 1)

0.31 LPN hours per day per resident
(average for nation is 0.8, and WA is 0.6)

2.19 CNA hours per day per resident
(average for nation is 2.4, and WA is 2.5)

Total profit retained on direct care by for-profit $62,613
underspenders:

Total amount underspent by for-profits: $171,125

Number of serious deficiencies (1999-2001): 31

Examples of serious deficiencies: 1. Failed to make sure each resident is being 
watched and has assistance devices when 
needed, to prevent accidents.

2. Failed to make sure that each resident's nutritional
needs were met.

3. Failed to make sure that each residents' abilities to
take care of themselves does not lessen, unless a 
change cannot be avoided.

4. Failed to give residents proper treatment to 
prevent new bed (pressure) sores or heal existing 
bed sores.

These problems of inadequate staffing and staff retention in nursing homes are well documented, yet
many of Washington’s for-profit nursing homes are underspending on direct care.  Additionally, the
same for-profit homes that underspent on direct care have staffing levels below national and state
averages, and below the staffing levels of the non-profit nursing homes in the state of Washington.

The state and national average staffing levels are already inadequate:  a report prepared by the U.S.
Department of Health and Human Services (HHS) recently found more than 90 percent of the
nation’s nursing homes have too few staff to take proper care of patients.13 The study found “strong
and compelling” evidence that nursing homes with a low ratio of nursing personnel to patients were
more likely to provide substandard care.  The report also found patients in understaffed homes were
more likely to experience bedsores, malnutrition, weight loss, dehydration, pneumonia, and serious
blood borne infections.
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Underspending on direct care:  More
common in for-profit homes

Under the state’s Medicaid reimbursement
system, nursing homes receive funds based
on a formula that takes into account vari-
ous cost components of operating a skilled
nursing facility.  The biggest cost compo-
nent is direct care, which covers nursing
services — the pay and benefits of regis-
tered nurses, licensed practical nurses, nursing assistants, and the cost of some nursing supplies.

The state Department of Social and Health Services (DSHS) annually determines the allowable costs
for each nursing home, based on a complex formula that takes into account factors like facility costs
and patient health.  Every year, nursing homes must file cost reports with DSHS, detailing how their
allotted funds were spent.  Under current state regulation, nursing homes that underspend on direct
care are entitled to keep a portion of these funds.

This system was originally designed to provide an incentive for homes to increase efficiency and
reduce costs.  Instead, the result has been a reduction in the quality of care:  homes are retaining
these profits without even providing staffing at national or state average staffing levels.
Unfortunately, national or state averages are inadequate as well:  a report prepared by the
Department of Health and Human Services recently found more than 90 percent of the nation’s nurs-
ing homes have too few staff to take proper care of patients.15

The Washington Department of Social and Human Services estimates that 39 for-profit nursing homes
retained over $430,000 in payments for underspending on direct care.  In addition, these for-profit
homes did not spend nearly $3 million in direct care that was allotted for their Medicaid residents.16

Of the 45 for-profit homes that underspent
on direct-care, one-third were homes
owned by national chains.  Four of the six
major for-profit national chains had multi-
ple Washington homes that underspent:
Kindred Healthcare, Beverly Enterprises,
Sunbridge Healthcare, and Life Care
Centers of America.  Two regional chains
also figured prominently:  three of the 14
Washington Regency Pacific homes under-
spent on direct care, and four of the 12
Washington Eagle Healthcare homes under-
spent.

Nursing homes that retained profits from 
direct care underspending

Type of Total Washington Percent of type
nursing home homes of same type that underspent

For-profit 196 20%

Non-profit 60 3%

Government-run 14 7%

Major national chains underspending on 
direct care in Washington17

Number of homes Number of
Chain name underspending Washington homes

Kindred Healthcare 8 11

Beverly Enterprises 3 8

Sunbridge Healthcare 2 14

Life Care Centers 3 21
of America
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Focus on Beverly Nursing Homes18

Beverly is a for-profit national chain with nursing homes across the country.

Number of homes in Washington state: 8

Number of those homes that underspent: 3  (37% of Beverly homes)

Average number of deficiencies at the 18  (2001)
underspending facilities: 10  (2000)

9  (1999)

Staffing levels at the underspending facilities: 0.70 RN hours per day per resident
(average for nation, and WA is 1)

1.34 LPN hours per day per resident
(average for nation is 0.8, and WA is 0.6)

0.93 CNA hours per day per resident
(average for nation is 2.4, and WA is 2.5)

Total profit retained on direct care by underspenders: $34,473

Total amount underspent: $320,386

Number of serious deficiencies (1999-2001): 13

Examples of serious deficiencies: 1. Failed to give proper treatment to residents with
feeding tubes to prevent problems (such as 
aspiration pneumonia, diarrhea, vomiting,
dehydration, metabolic abnormalities, nasal-
pharyngeal ulcers) and help restore eating skills, if
possible.

2. Failed to give residents proper treatment to 
prevent new bed (pressure) sores or heal existing 
bed sores.

3. Failed to make sure each resident is being 
watched and has assistance devices when needed,

to prevent accidents.
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Focus on Kindred Nursing Homes19

Kindred is a for-profit national chain with nursing homes across the country.

Number of homes in Washington state: 11

Number of those homes that underspent: 8  (73% of Kindred homes)

Average number of deficiencies at the 12  (2001)
underspending facilities: 13  (2000)

15  (1999)

Staffing levels at the underspending facilities: 0.60 RN hours per day per resident
(average for nation, and WA is 1)

0.68 LPN/LVN hours per day per resident
(average for nation is 0.8, and WA is 0.6)

1.94 CAN hours per day per resident
(average for nation is 2.4, and WA is 2.5)

Total profit retained on direct care by underspenders: $68,733

Total amount underspent: $1,132,828

Number of serious deficiencies (1999-2001): 69

Examples of serious deficiencies: 1. Failed to provide care in a way that keeps or builds
each resident's dignity and self respect.

2. Failed to properly care for residents needing 
special services, including: injections, colostomy,
ureostomy, ileostomy, tracheostomy care, tracheal 
suctioning, respiratory care, foot care, and 
prostheses.

3. Failed to give the right treatment and services to 
residents who have mental or social problems 
adjusting.
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Conclusion
In tight fiscal times, it is especially crucial that nursing homes use Medicaid payments to improve
care, not profits.

Without tighter controls on acceptable levels of staffing and the use of long term care spending, more
funding for nursing homes will not necessarily improve staffing, pay levels, or worker retention.
State legislators should scrutinize nursing home expenditures and ensure that funding actually goes
to improve patient care, such as increased staff levels, and higher wages and improved benefits to
retain qualified staff.  Legislators should also set minimum staffing levels for nursing homes and
eliminate reimbursement provisions that give nursing homes — particularly for-profit homes —
incentives to cut staff and care.
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