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History
In England, almshouses were used for decades to provide 
welfare, housing and care to the marginalized people of society. 
These almshouses provided shelter and food to the elderly, 
orphans and those with mental illness. English settlers imported 
the practice of almshouses upon their arrival to America during 
the seventeenth century, with an increase in development 
during the eighteenth century. Recognizing the difference in 
care needs of the elderly population, charitable organizations 
established the first nursing homes. The Home for Aged Women 
was founded in 1849 as one of the first American nursing homes.

Other early nursing homes developed in tandem with church 
welfare efforts, with several religious organizations working 
to improve the lives of elderly almshouse residents. Though 
almshouses persisted into the early twentieth century, nursing 
homes became more pervasive in America as a result of 
legislation passed in 1935—which established social security 
payments for the elderly. The drafters of the Social Security 
Act intended to reduce reliance on almshouses and therefore 
prohibited the payment of social security funds to residents 
of public institutions. This stimulated growth of proprietary 
nursing homes. 1,2,3,4,5,6

Skilled Nursing Facilities provide nursing, therapy, and activities of daily living for 
residents who cannot safely be cared for in their home, but do not need the level of care 
that a hospital provides. Skilled nursing care and nursing home care are two distinct 
services, generally provided under a common roof. 

Note: This primer focuses on the services skilled nursing 
facilities provide as covered by Medicare.

Did You Know?
Skilled Nursing Facilities serve residents who need 
daily nursing, therapy services, at a lower acuity.
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Home for Aged Women, Boston, MA — 1849

What is the difference between a Skilled 
Nursing Facility and a Nursing Facility?
Skilled Nursing Facility (SNF): 
• Facility meets Federal Medicare certification 

criteria and State Nursing Facility criteria

• Patient’s doctor has prescribed short-term daily 
skilled nursing care and/or therapy following a 
hospital stay  

Nursing Facility (NF): 
• Provides long-term care, such as activities 

of daily living and limited nursing and/or 
therapy services, without requiring a preceding 
hospitalization

• Nursing homes are licensed at the state-level, 
and their long-term or custodial care services 
(NF) are not covered by Medicare.

Source:  ICC Analysis of 2018 data from a variety of sources

Source:  CMS.gov,8 ICC Analysis



For qualified stays, Medicare pays 100% of the first 20 days, after 
which residents are responsible for 20-percent of the daily cost 
of their care. For Medicare beneficiaries who are also eligible 
for Medicaid (known as dual eligible), the patient’s co-payment 
may be subsidized. Typically, Medicaid is the primary payer for 
the majority of residents in a SNF/NF care facility. Details of 
Medicaid’s payment terms vary by state and are beyond the 
scope of this primer.

Leading Nursing Home Providers
(HQ State)8

l Ensign Group Inc. (CA)

l Evangelical Lutheran Good Samaritan Society 
(SD)

l Genesis Healthcare Corp. (PA)
l HCR Manorcare (OH)
l Life Care Centers of America Inc. (TN)
l Sava Senior Care, LLC (GA)

With the establishment of Medicare and Medicaid in 1965, 
Congress explicitly created a distinction for nursing homes.7 
Under the Medicare benefit, Congress provided funding for 
beneficiaries needing post-hospital care. These distinctions 
still exist in the Medicare and Medicaid programs today. So 
while skilled nursing care and nursing facility care are often 
provided under a common roof, (nursing homes) they are two 
distinct levels of care. servicing patients and residents under two 
different clinical and regulatory criteria, paid for under distinct 
payment systems.  
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Source of Funds
Nursing Care Facilities and Continuing Care  
Retirement Facilities $168.5B (2018)

Source:  NHE Fact Sheet/2018, ICC Analysis

Funding
National Health Expenditures reports spending on SNF and NF 
services within a larger category of health spending that includes 
continuing care retirement facilities. Together, spending on 
those services totaled $168.5B in 2018. Twenty-three percent 
($38B) was paid by Medicare, including $28.5B for fee-for-
service benficiaries, and another 30% ($50M) was paid by 
Medicaid/CHIP. Residents paid 26% out-of-pocket, and the rest 
of the funding was from private insurance or other third-party 
payers.10, 11
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Current Role in the US 
Health System
Only one third of nursing facilities are 
operated by large companies. Forty 
percent are single location operations.  
The majority are privately-held, 
proprietary facilities.  Occupancy 
rates vary widely by facility and by 
state.12  Medicaid reimbursement levels 
and certificate of need laws and state 
facility requirements are some of the 
factors influencing the availability of 
nursing home beds in a particular area.

Skilled Nursing Facilities 
As of 2018, there  are over 15,000 
Medicare-recognized skilled nursing 
facilities across the country. That 
year, approximately 1.5 million FFS 
Medicare beneficiaries were treated 
by these facilities and Medicare spent 
over $28.5 billion on related care. In 
2018, the average SNF reimbursement 
per stay was $18,247 and the average 
length of stay was 25 days.13  

Typically, skilled nursing facilities help residents recover 
from medically complex conditions, such as septicemia and 
pneumonia. Nearly all SNF residents are transferred directly 
from a general acute care hospital because the Medicare program 
only covers skilled nursing facility services after a minimum 
3-day stay in a general acute hospital, LTCH or IRF. While at a 
skilled nursing facility, a patient’s care is overseen by a physician 
(periodic visits), and they receive skilled nursing care and/
or therapy from physical, occupational, and speech language 
therapists. By contrast, NF residents may be admitted from 
hospital or directly from home, and are generally covered under 
Medicaid or as self-pay residents.

Over 90% of skilled nursing facilities are dually certified to provide 
SNF care under Medicare, Part A), as well as NF care, largely 
funded by Medicaid. An individual patient can be receiving 
services under a SNF or a NF, all under the same physical location. 
The reasons for these transitions across benefit vary, but often 
relate to exhaustion of the allowed Medicare benefit.

*for Dual Eligible Enrollees
Source:  ICC Analysis of data from 

Kaiser State Health Facts

Source:  Chattanooga Times Free Press, 20199



Facility-based nursing homes
In addition to free-standing SNFs and NFs, a nursing home can 
be part of another facility. This structure is typically referred to 
as distinct part unit (“DPU”).14 A DPU serves as a portion of 
a larger institution to provide SNF or NF services. The most 
common form of nursing home DPU is a hospital-based SNF. 
Nearly 4-percent of all certified SNFs are hospital-based.15 
CMS requires that the beds within a hospital-based SNF be 
completely separate from the hospital. 

Medicare Requirements
To be recognized by Medicare as a skilled nursing facility (“SNF”) 
— a SNF must meet several core requirements, including:

l Must be licensed as a skilled nursing facility by its state of 
residence

l Must need skilled services such as skilled nursing and/or 
skilled rehabilitation sources that a physician has determined 
are medically necessary

l Admitted residents must require ongoing medical oversight, 
for example due to chronic conditions

l Residents must have had a prior 3-day stay in a general acute 
hospital, or be transferred from a long-term care hospital 
(LTCH) or inpatient rehab facility (IRF) (“3-day stay rule”)

Key Medicare Policy Changes
l 1997—Congress requires development of SNF 

PPS; facilities previously paid on a modified 
cost-basis

l 2002— Full implementation of PPS

l 2014—Passage of IMPACT Act seeks to align all 
post-acute care patient assessment efforts and 
establishes a SNF quality reporting program

l 2014—Congress mandates a new SNF Value-
Based Purchasing  (VBP) program

l 2018—SNF VBP begins

l 2019—CMS implements the Patient Driven 
Payment Model for case-mix adjustments

l Must periodically measure and report data on their Medicare 
residents progress across a range of functional goals (“patient 
assessment data”)

l Must meet minimum staffing requirement of 8 registered 
nurse (“RN”) hours per day (significantly less that the 24 
RN hours required of hospitals). At facilities with average 
daily occupancy is 60 or fewer residents, the RN requirement 
can be met by the RN Director serving as a charge nurse.

One of the main differences between SNFs and hospitals are the 
requirements around nursing services. For example, registered 
nurses are required to provide at least 8-hours of nursing care, 
seven days per week16.  However, hospitals (including rehab 
and long-term care hospitals) must provide 24-hours of nursing 
care, seven days per week17. Another difference is the additional 
flexibility afforded to SNFs allowing the director of nursing to 
serve as the charge nurse—which would result in providing even 
less than 8 hours of nursing care per day.18 

Medicare Reimbursement
Payment for care in SNF depends on which level of service 
each patient is admitted for.  Medicare FFS pays skilled nursing 
facilities using a unique prospective payment system (“SNF-
PPS”). Each facility is paid a fixed amount for each day (“per 
diem”) of care provided. 

In the SNF-PPS, the per diem rates are defined by the Centers 
for Medicare and Medicaid Services (“CMS”). Five per diem 
rates are adjusted by weights or relative values based upon a 
variety of factors, including the patient’s primary diagnosis, their 
score on functional and cognitive assessments, and their age. 

These five per diem rates are: nursing, physical therapy, 
occupational therapy, speech-language pathology services, 
and non-therapy ancillary services  (such as intravenous 
chemotherapy drugs). A sixth per diem is also used, but it is 

Recent News
l During the Covid-19 National Emergency CMS 

waived several regulatory requirements for 
SNFs, including the 3-day stay rule.

l In several hot-spot regions with high 
concentrations of Covid-19 patients, some 
facilities have been converted to Covid-19-only 
facilities on a temporary basis.
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Physicians are required to personally perform initial SNF patient assessments. 



not adjusted for patient characteristics—only accounting for 
room and board. All six per diem rates are further delineated by 
urban or rural adjustments to account for the facilities physical 
location of the SNF.

Each year, in a rule providing updates for the SNF-PPS, CMS 
stipulates a base per diem rate for a typical day. To calculate a 
payment for a specific case, a SNF takes the base payment rate 
as the starting point. A majority portion of this base rate is then 
adjusted based on the SNF’s geographic location (to account 
for varying labor costs), then multiplied by the per diem weight 
applicable to a particular. 

Each year in its SNF-PPS rule, CMS updates SNF-related policy 
requirements, provides updates to the base per diem rates using 
an update factor dictated by Congress, and makes adjustments 
to the relative weights and geographic wage-indices used in 
calculating payments.

Medicare beneficiaries have no cost-sharing obligations for 
the first 20 days of a skilled nursing stay; beginning on day 21 
beneficiaries are required to cover a 20-percent of the daily 
rate, consistent with other Medicare Part A benefits, up to the 
coverage limit of 100 days. 

Medicare Advantage (MA) plans also negotiate per diem rates 
for SNF care. In 2019, FFS payments were about 20% higher 

than MA rates.19 The importance of MA plans is expected to 
continue to grow as MA plans represent an ever-increasing 
share of M’Care enrollment.

SNF Value-Based Purchasing
In 2014, Congress mandated the public reporting of an all-cause, 
all-condition readmission measure for SNFs.20  Congress also 
required the readmission measure to be used in a Value-Based 
Purchasing (“VBP”) program that put 2-percent of a SNF’s 
annual Medicare reimbursement at risk based on an individual 
SNF’s performance on the readmission measure—compared to 
a national benchmark.21 The program began in 2018. In 2020, 
77-percent of SNFs are being penalized (reduced payment) in 
the VBP program.22  

Medicare Patient Driven Payment Model 
(“PDPM”)
On October 1, 2019, CMS began using a new case-mix or risk-
adjustment model for SNF reimbursement. PDPM focuses on 
classifying residents into payment groups based on data-driven 
patient characteristics, such as clinical condition and functional 
score. Prior to implementation of PDPM, much of SNF 
reimbursement relied on the number and intensity of therapy 
services provided.

Future of Skilled Nursing Facilities
As illustrated above, the SNFs have endured a significant 
amount of change. Though not the focus of this primer, NFs 
have also likely endured a similar level of change. But, the 
greatest era of change for the full nursing home sector is still 
likely to come. The COVID-19 pandemic has thrust these 
providers into the spotlight. A great deal of national attention 
has been directed toward the industry. As policy makers focus on 
a retrospective review of the pandemic, it is likely the oddities 
around what certifies a facility as a SNF or NF will undergo 
intense scrutiny. The Department of Health and Human 
Services has launched a new Coronavirus Commission for 
Safety and Quality in Nursing Homes.17 This (“task force”) will 
likely focus on these nuanced but important distinctions.

Nonetheless, there are several ongoing trends and policy 
discussions that could impact how skilled nursing facilities 
operate in the future. The IMPACT Act of 2014 requires 
CMS to study and report back to Congress on the potential 
unification of the SNF-PPS with other post-acute payment 
systems, like those for home health and rehab hospitals. This is 
expected sometime in 2023. 

Meanwhile, skilled nursing facilities continue to provide an 
important role in the continuum of care—providing nursing, 
therapy, and room and board to patients after they leave 
hospital, but are not yet able to return home.   
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Therapy and group exercise session

Key Regulatory Leaders
l Seema Verma, Administrator, Centers for 

Medicare and Medicaid Services

l Demetrious Kouzoukas, CMS Principal Deputy 
Administrator and Director, Center for Medicare

l Hiliary Loefler, Acting Director, Chronic Care 
Policy Group

l Todd Smith, SNF Division Director
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