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The Honorable Bill Lee, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
Mr. Stephen Smith, Deputy Commissioner
Division of TennCare
Department of Finance and Administration
310 Great Circle Road, 4W
Nashville, Tennessee 37243
Ladies and Gentlemen:
Pursuant to Section 71-5-130, Tennessee Code Annotated, and a cooperative agreement
between the Comptroller of the Treasury and the Department of Finance and Administration, the
Division of State Audit performs examinations of rural health clinics participating in the Tennessee
Medical Assistance Program under Title XIX of the Social Security Act (Medicaid).
Submitted herewith is the report of the examination of the Rural Health Clinic cost report
of Crockett Medical Clinic, in Alamo, Tennessee, for the period January 1, 2015, through
December 31, 2015; and TennCare visits and payments for the period July 11, 2014, through June
30, 2017.
Sincerely,

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
KJS/pn
18/062
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TennCare Report
Crockett Medical Clinic
Alamo, Tennessee
Cost Report for the Period
January 1, 2015, Through December 31, 2015;
and TennCare Visits and Payments for the Period
July 11, 2014, Through June 30, 2017
FINDINGS RECOMMENDING MONETARY REFUNDS
Nonallowable Expenses Included on the
Cost Report
Crockett
Medical
Clinic
included
$827,250.79 of nonallowable expenses on the
cost report for the year ended December 31,
2015. The nonallowable expenses consist of
costs not related to Crockett Medical Clinic,
excess contracted consulting fees, excess
owner’s compensation, parking lot expense,
personal expense, prior-year expense,
marketing expense, unsupported expenses,
donations, and non-business-related expense.
The adjustments to expenses and to total
visits have resulted in reducing the

Prospective Payment System (PPS) rate,
which has led to an overpayment of
$923,719.19 from the Division of TennCare
for the period July 11, 2014, through June 30,
2017 (Finding 1) (page 5).
Failure to Accurately Report Total Visits
Crockett Medical Clinic failed to accurately
report total visits on the cost report. The
clinic under-reported 683 visits on the cost
report for the year ended December 31, 2015.
The adjustment to total visits is incorporated
in the PPS rate change in the nonallowable
expense finding (Finding 2) (page 11).
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Crockett Medical Clinic
Alamo, Tennessee
Cost Report for the Period
January 1, 2015, Through December 31, 2015;
and TennCare Visits and Payments for the Period
July 11, 2014, Through June 30, 2017
INTRODUCTION

PURPOSE AND AUTHORITY OF THE EXAMINATION
The terms of contract between the Tennessee Department of Finance and Administration
and the Tennessee Comptroller’s Office authorize the Comptroller of the Treasury to perform
examinations of rural health clinics that participate in the Tennessee Medicaid Clinic Prospective
Payment System Program.
Under their agreements with the state and as stated on cost reports submitted to the state,
participating rural health clinics have asserted that they are in compliance with the applicable state
and federal regulations covering services provided to Medicaid-eligible recipients. The purpose
of our examination is to render an opinion on the rural health clinic’s assertions that it is in
compliance with such requirements.

BACKGROUND
Tennessee’s Medicaid Prospective Payment System (PPS) for rural health clinics is
described in attachment 4.19-B of the Tennessee State Plan under Title XIX of the Social Security
Act Medical Assistance Program. A clinic’s initial PPS rate is established using the allowable
costs and visits as reported on the rural health clinic cost report. After the initial rate is determined,
the PPS rate is adjusted at the beginning of the state’s fiscal year (July 1) based on the current
change in the Medicare Economic Index.
The clinic contracts with the TennCare managed care organizations (MCOs) and files
claims with the MCOs for services provided to TennCare enrollees. Within 60 days after the end
of each quarter, the clinic reports to the state the paid TennCare visits and the monies received for
TennCare services from the MCOs, third parties, and patients. The state then makes quarterly
payments to the clinic for the difference between the reimbursable costs (PPS rate multiplied by
paid TennCare visits) and the amount of MCO reimbursements received for TennCare enrollee
claims. Rural health clinic visits are medically necessary face-to-face medical or mental health
visits or qualified preventive visits between the patient and a physician, nurse practitioner,
physician assistant, clinical nurse midwife, clinical psychologist, or clinical social worker during
which a qualified rural health clinic service is furnished.
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Crockett Medical Clinic in Alamo, Tennessee, provides rural health clinic services and
participates in Tennessee’s Medicaid Prospective Payment System. The clinic is owned and
operated by Craig B. Laman.
During the cost reporting period ending December 31, 2015, the clinic reported a total of
13,174 visits. The reported trial balance expenses were $2,518,799. Net expenses of $2,408,896
were reported after provider adjustments. Interim rates in effect during the examination were
based on the projected cost report for the fiscal year ended December 31, 2014, as submitted to
the Tennessee Comptroller’s Office.
The following PPS rates were in effect for the period covered by this examination:
Interim Prospective Payment
System (PPS) Rate
(044-8934)

Period
July 11, 2014, through June 30, 2015
July 1, 2015, through June 30, 2016
July 1, 2016, through June 30, 2017

$170.70
$172.07
$173.96

PRIOR EXAMINATION FINDINGS
This is the first examination of this clinic.

SCOPE OF THE EXAMINATION
Our examination covers certain financial-related requirements of the Medicaid Rural
Health Clinic PPS Program. The requirements covered are referred to under management’s
assertions specified later in the Independent Accountant’s Report. Our examination does not cover
quality of care or clinical or medical provisions.
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Independent Accountant’s Report
February 7, 2018
The Honorable Bill Haslam, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
Dr. Wendy Long, Deputy Commissioner
Division of TennCare
Department of Finance and Administration
310 Great Circle Road, 4W
Nashville, Tennessee 37243
Ladies and Gentlemen:
We have examined management’s assertions, included in its representation letter dated
February 7, 2018, that Crockett Medical Clinic complied with the following requirements:


Expenses reported on the rural health clinic cost report for the fiscal year ended
December 31, 2015, are reasonable, allowable, and in accordance with state and federal
rules, regulations, and reimbursement principles.



Total patient visits for the period January 1, 2015, through December 31, 2015, have
been appropriately counted.



TennCare patient visits and monies received for all TennCare services for the period
July 11, 2014, through June 30, 2017, are reported in accordance with the State Plan
Amendment for Rural Health Clinics.

As discussed in management’s representation letter, management is responsible for
ensuring compliance with those requirements. Our responsibility is to express an opinion based
on our examination.
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Page Two
February 7, 2018
Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. Those standards require that we plan and
perform the examination to obtain reasonable assurance about whether management’s assertions
are fairly stated, in all material respects. An examination involves performing procedures to obtain
evidence about management’s assertions. The nature, timing, and extent of the procedures selected
depend on our judgment, including an assessment of the risks of material misstatement of
management’s assertions, whether due to fraud or error. We believe that the evidence we obtained
is sufficient and appropriate to provide a reasonable basis for our adverse opinion. Our
examination does not provide a legal determination on the entity’s compliance with specified
requirements.
Our examination disclosed the following instances of material noncompliance applicable
to state and federal regulations:


Nonallowable expenses included on the cost report, and



Failure to accurately report total visits.

In our opinion, because of the significance of the matter described above, management’s
assertions that Crockett Medical Clinic complied with, in all material respects, the aforementioned
requirements for expenses reported on the Rural Health Clinic cost report for the period January
1, 2015, through December 31, 2015; for total visits reported on the rural health clinic cost report
for the period January 1, 2015, through December 31, 2015; and for TennCare patient visits and
payments submitted on quarterly reports for the period July 11, 2014, through June 30, 2017, are
not fairly stated in accordance with the criteria, in all material respects.
This report is intended solely for the information and use of the Tennessee General
Assembly and the Tennessee Department of Finance and Administration and is not intended to be
and should not be used by anyone other than these specified parties. However, this report is a
matter of public record, and its distribution is not limited.
Sincerely,
Deborah V. Loveless, CPA, Director
Division of State Audit
DVL/pn
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FINDINGS AND RECOMMENDATIONS

1. Nonallowable Expenses Included on the Cost Report
Finding
Crockett Medical Clinic included $827,250.79 of nonallowable expenses on the rural
health clinic cost report for the fiscal year ended December 31, 2015. The nonallowable expenses
consist of $440,629.68 of costs not related to Crockett Medical Clinic; excess contracted
consulting fees of $186,250.00; excess owner’s compensation of $148,416.04; parking lot legal
and rental of $26,400.00; personal expense of $12,711.66; prior-year expense of $5,020.52;
marketing expense of $4,050.00; unsupported expenses of $3,090.86; donations of $377.04; and
non-business related expense of $304.99.
The following table is a summary of these expenses.
SUMMARY OF NONALLOWABLE EXPENSES
Medical Director compensation and automobile expenses
Nursing Home Consultant Dietitian expense

$215,798.48
100,820.18

Allocation of CFO compensation and expenses to other entities

87,675.84

Legal, cellphone service, and mowing expenses for other entities

14,930.82

Alamo Family Medicine(AFM) expenses

13,773.48

HCL Cullipher LLC (tractor company)

7,486.88

Harber Laman expense

100.00

Nursing Home expense

44.00

Total Cost Not Related to Crockett Medical Clinic

$440,629.68

Automobile expenses for owner’s relatives

11,986.05

Diesel expense for CFO’s personal truck

725.61

Total personal expense

$12,711.66

Excess consulting fees

186,250.00

Excess owner’s compensation

148,416.04
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SUMMARY OF NONALLOWABLE EXPENSES (continued)
Parking lot legal and rental expense

26,400.00

Prior‐year expense

5,020.52

Marketing expense

4,050.00

Unsupported

3,090.86

Donation

377.04

Nonbusiness related expense

304.99

Total of nonallowable expenses

$827,250.79

The allowability of costs is governed by applicable Medicare principles of reimbursement
for provider costs as set forth in the Code of Federal Regulations (CFR) and the Provider
Reimbursement Manual (PRM).
Title 42, CFR, Part 413, Section 24, states that “providers receiving payment on the basis
of reimbursable cost must provide adequate cost data. This must be based on their financial and
statistical records which must be capable of verification by qualified auditors.”
Title 42, CFR, Part 413, Section 9, states that payments to providers of services must be
based on reasonable cost of services. Implicit in the intention that actual costs be paid to the extent
that they are reasonable, PRM, Section 2103, states, “The prudent and cost-conscious buyer not
only refuses to pay more than the going price for an item or service, he/she also seeks to economize
by minimizing cost. ” PRM, chapter 2101.1, continues that “in the absence of clear evidence that
the higher costs were unavoidable, the excess costs are not reimbursable under the program.”
The clinic is owned by Mr. Craig Laman. The cost report includes $189,112.29 salary and
automobile expenses. During 2015, Mr. Laman was a full-time nursing home administrator at
Bells Nursing Home. The nursing home cost report includes a salary for Mr. Laman, and the
expenses are included in the calculation of the Medicaid rate for the nursing home. Per Mr. Laman,
he works 20 to 25 hours per week at the RHC in addition to his full-time position as administrator
of a nursing home. A reasonable amount of $40,696.25 will be allowed for 0.5 full-time equivalent
position at the RHC. The remaining amount of $148,416.04 will be disallowed.
Crockett Medical Clinic included $215,798.48 in compensation, automobile, and cellphone
expenses for a physician who is the medical director for the four nursing homes and the RHC. These
entities are owned by Mr. Laman. Each nursing home pays the clinic a medical director fee of $4,400
per month for a total of $211,200 in medical director fees. This amount is included on the clinic’s
financial report. Medical Director services were provided to the nursing home and the RHC. The
expenses were included on the RHC cost report and the nursing home cost reports. Inclusion on
both cost reports would result in the Medicaid program reimbursing for the same expense twice.
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The following expenses were included on the nursing home cost reports for the year ended
March 31, 2016:
Alamo Nursing and Rehabilitation Center
Bells Nursing and Rehabilitation Center
Dyer Nursing and Rehabilitation Center
Humboldt Nursing and Rehabilitation Center
Total Medical Director Fees paid to the RHC

$52,800
$48,400
$57,200
$52,800
$211,200

Crockett Medical Clinic included $100,820.18 in compensation, automobile, and cellphone
expenses for a dietitian. Services of dieticians are reimbursable and allowable costs of RHCs;
however, the dietician stated that the “majority of my working hours were spent with nursing home
patients at the nursing home facilities; however, most of these patients were also Crockett Medical
Clinic patients.” Per Rules of the Tennessee Department of Health, Chapter 1200-08-06-.06(9),
dietician services are a required basic service for nursing homes in the state of Tennessee. The
RHC did not file any TennCare claims with the dietician as the rendering provider.
The CFO at Crockett Medical Clinic reported that 40% of his time was spent on duties
related to the clinic and the remaining 60% of his time was spent on duties related to Harber
Laman. Entities that encompassed the 60% allocation were Bells Nursing Home, Crockett County
Nursing Home, Dyer Nursing Home, Humboldt Nursing Home, The Drug Store, Harber Laman
Ancillaries, Bells Assisted Care Living, Bolivar Assisted Care Living, Bells Health Supply, Bells
Retirement Village, and HLC LLC. These 11 entities and Harber Laman, LLC, were owned by
Craig Laman. The CFO received $142,702.21 for compensation and employee benefits; and
$3,424.19 for non-compensation expenses. An adjustment will be made to disallow 60% of these
expenses for a total disallowed amount of $87,675.84.
Crockett Medical Clinic reported $26,400 in parking lot legal and rental expense for a parking
lot that was not in usable condition. It was a broken-up concrete slab with no designated parking
spaces and a “no parking” sign. The parking lot is owned by Alamo Parking, LLC. Mr. Craig Laman
is the registered agent for Alamo Parking, LLC. Photo of the parking lot is exhibited below.
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Part I, Section 2135.2, of the Provider Reimbursement Manual states that contracts for
purchased management and administrative support services “should contain a detailed listing of
services to be received and those which are available on an as-needed or standby basis. . . . The
provider should maintain records showing the services actually received.”
Auditors concluded that the executed agreement with the consultant did not satisfy the
requirement of PRM-1, Section 2135.2, requiring a detailed listing of services to be provided, nor
was it evidence of services rendered maintained by the clinic. As a result, $15,000 of the
consulting fee is allowed as a reasonable cost for helping the clinic obtain RHC status from the
Centers for Medicare and Medicaid Services, and the remaining $186,250 is disallowed.
As a result of the above adjustments to allowable expenses and the adjustment to Total
Visits in Finding 2, the clinic’s Medicaid reimbursable rates were decreased as follows:
Period
July 11, 2014, through June 30, 2015
July 1, 2015 through June 30, 2016
July 1, 2016, through June 30, 2017

Interim Rate

Adjusted Rate

Difference

$170.70
$172.07
$173.96

$114.14
$115.06
$116.32

(56.56)
(57.01)
(57.64)

As a result of adjusted PPS rates, overpayment made to the facility by the Division of
TennCare is $923,719.19 for the period July 11, 2014, through June 30, 2017. Implementation of
the audited rates is the decision of the Division of TennCare.
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Recommendation
Crockett Medical Clinic should include only allowable expenses on the cost report. All
reported expenses should be adequately supported, related to patient care, and in compliance with
other applicable regulations. Upon approval by the Division of TennCare, State Audit will
reprocess all quarterly settlements after this report is released.
Management’s Comment
In response to your Revised Draft of Audit Findings dated August 24, 2020 (the “Revised
Findings”) for Crockett Medical Clinic (the “RHC”), Management disagrees with the majority of
your conclusions. Management previously has submitted two (2) prior responses with legal
citations to earlier draft findings, and those responses are incorporated into this Response as if
fully set forth herein. Without limiting any content of Management’s prior responses, the
following is a partial bullet point list (partial because the remainder of our responses are found in
the two (2) prior responses of our comments to the Revised Findings:
The Comptroller did not factor in the fact that Dr. Rhear provides valuable services to and
for the RHC that are related solely to the RHC (and not to medical directorship for any nursing
homes), and it erred in disallowing the entire cost of Dr. Rhear’s compensation he received from
the RHC. Management produced evidence in the sworn affidavit of Dr. Rhear in which he attested
that he precepted up to 5 RHC nurse practitioners employed by the RHC, served as Medical
Director of the RHC, provided clinical consultations, ordered RHC patient services, and provided
care coordination services to the RHC’s patients. Management also secured and provided an expert
fair market value report that supported compensation for Dr. Rhear’s services that were reasonable
and related to the RHC. As such, the majority of Dr. Rhear’s compensation, or a minimum of
$191,000.00 (of the $215,798.48 disallowed), was an allowable cost.
The Comptroller’s finding regarding the Consultant Agreement is arbitrary, capricious, and
indicative of bad faith. The Comptroller’s office ignored controlling law, proscribes a remedy that
is inconsistent with its own basis for denial, and substitutes its own judgment for that of renowned
experts without offering any support for its conclusions. The Comptroller’s Office allowed only
$15,000.00 for the cost of the RHC consultant due to its claimed basis that there was not a list of
services in the contract or evidence kept by the RHC that services were provided. The written
consulting agreement does contain a comprehensive list of services that is more than sufficient to
meet the requirements of the MBPM citation listed in the Revised Findings. Moreover,
Management submitted the sworn affidavit of Robbie Taylor, in which Ms. Taylor provided
detailed evidence of the services that were provided. Finally, Management furnished an expert
fair market value analysis that supported and verified the commercial reasonableness of the amount
of the consulting fee. Management believes that the Comptroller’s reliance on a lack of
list/evidence of services is a pretext, that the Comptroller arbitrarily, capriciously, and
subjectively, in bad faith, seeks to limit the Consultant’s fees to $15,000.00 a year, despite that
doing so ignores market realities and is inconsistent with Medicare cost reimbursement rules. The
Comptroller erred in excluding all of the dietician’s compensation as an allowable expense because
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it ignored the evidence presented that the dietician provided services to RHC patients in the nursing
homes.
Management disagrees with the Comptroller’s calculation of what portion of the
owner’s/CEO’s compensation was allowable because it was neither reasonable nor consistent with
the objective value of his services considering his duties and level of expertise. Based on the
owner’s sworn affidavit of his allocation of time and based on the expert fair market value analysis,
owner’s compensation should have been allowed for his time devoted to the RHC in an amount
between $119,000.00 (lowest range) and $194,000.00 (moderate range). The Comptroller’s Office
provided no support for its calculation of the value of the owner’s services.
Management disagrees with the Comptroller’s determination that the dietician’s services
are unrelated to Crockett Medical Clinic. The Comptroller’s Office provided no evidence to
support their contention that all the dietician’s services are unrelated to the clinic or its operations.
The dietician provided a sworn affidavit that she provided services for the clinic, while the
Comptroller’s office cited no countervailing evidence in its revised findings to support disallowing
the full value of professional services which were provided, at least in part, to clinic patients.
Management asserts that the Department of Finance and Administration (or TennCare)
may not recoup, withhold, or “reconcile” any RHC payments pursuant to its own published FAQs
providing that it will not recoup from RHCs under an interim rate set prior to the moratorium when
a final PPS rate has not yet been established.
Management intends to appeal. Please promptly pay to the RHC the amounts due to it that
the RHC voluntarily asked you to hold in 2018, as well as all payments due to the RHC based on
its previously submitted quarterly visit reports through the end of the second quarter of 2020.
Management relies upon all matters raised in our two (2) prior responses and reserves the right to
amend those responses should new or additional information come to our attention.
Auditor’s Comment
Dr. Rhear’s Compensation – It is our position that the same expense has been reported on the
RHC and the four nursing facility cost reports. Medical director fees for Dr. Rhear have been
included and paid as part of the nursing facility program. Inclusion on the RHC and Nursing
Facility Programs results in the Medicaid Program reimbursing for the same expense twice.
Consulting Fees – Reimbursable expenses must be supported, allowable, reasonable, and adhere
to the “prudent and cost-conscious buyer” principle. Management did not provide evidence to
justify the inclusion of all $201,250.00 in consulting fees as reimbursable expense.
Owner’s Compensation – Per Mr. Laman, he was the full-time administrator of a nursing home,
and he worked 20-25 hours per week at the RHC. The reported compensation of $185,016.52 does
not appear reasonable for a part-time position when the owner is already working full-time at the
nursing home and the RHC has a full-time administrator.
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Dietician – The RHC did not file any claims with the dietician as provider. Per Rules of the
Tennessee Department of Health, Chapter 1200-08-06-.06(9), dietician services are a required
basic service for nursing homes in the State of Tennessee.
Recoupment – The Department of Finance and Administration will be the agency to make
recoupment decisions.

2.

Failure to Accurately Report Total Visits
Finding

Crockett Medical Clinic failed to accurately report total visits on the Rural Health Clinic
cost report for the fiscal year ended December 31, 2015. The clinic under-reported 697 nursing
home visits and over-reported 14 clinic visits on the cost report. Net under-reported was therefore
683 visits.
The Medicare Benefit Policy Manual, Chapter 13, Section 40.1, states:
Qualified services provided to an RHC or FQHC patient in a location other
than the RHC or FQHC facility (as listed above) are considered RHC or FQHC
services if:


the practitioner is compensated by the RHC or FQHC for the services
provided;



the cost of the service is included in the RHC or FQHC cost report; and



other requirements for furnishing services are met.

The adjustment to Total Visits is incorporated in the Prospective Payment System (PPS)
rate change in the nonallowable expenses finding.
Recommendation
Crockett Medical Clinic should establish procedures to ensure that it reports accurate Total
Visits on the cost report.
Management’s Comment
Management strongly disagrees with the Comptroller’s determination that the RHC
underreported 683 visits. With limited exception relating to one nurse practitioner who performed
services both at the RHC and at the nursing home(s), which previously has been disclosed to the
Comptroller, nursing home costs were not included on the RHC cost report. The Medicare cost
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rule is that when the costs associated with each visit are not reported on the cost report, the
accompanying visits also should not be reported. Conversely stated, visits are only reported when
the costs (the full costs) of the visits were included on the cost report. The proper remedy is not
to add back in all visits in calculating the final PPS rate due to a minority of one nurse practitioner’s
annual compensation being included in the nursing home cost report(s). Rather, the appropriate
solution under the Medicare rules of cost apportionment (where an RHC employee works parttime outside of the RHC) is to prorate the portion of the nurse practitioner’s salary so that her
outside, part-time services are excluded from the costs and her “inside” RHC services are included
in calculating the final PPS rate. Based on the nurse practitioner’s time allocation, approximately
38% of her time was spent on part-time nursing home services; therefore, 62% of her total
compensation of $83,200.00, or $51,584.00, was an allowable cost.
Auditor’s Comment
Nursing Home Visits – The cost report, as submitted by the RHC, included the cost of the nurse
practitioner’s visits. The claims for the visits were billed by the RHC. The visits should be
included with the total visit count.
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Crockett Medical Clinic
Settlement Calculation
Dates of Service 7/11/14 to 6/30/17
A

Quarter
Ended
9/30/2014
12/31/2014
3/31/2015
6/30/2015
9/30/2015
12/31/2015
3/31/2016
6/30/2016
9/30/2016
12/31/2016
3/31/2017
6/30/2017

B

C

D

TennCare
MCO & TPL
TennCare
Visits as
Payments as
Visits per
Reported Reported by the TennCare
Claims Data PPS Rate
by the Clinic
Clinic
1,117 $ 100,305.00
1,458
121,344.00
1,373
81,220.00
1,401
91,080.00
1,412
90,450.00
1,442
83,401.00
1,376
66,854.00
1,363
94,885.00
99,046.00
1,456
1,376
89,441.00
1,608
106,986.00
1,248
83,867.00
16,630 $ 1,108,879.00

1,227 $ 114.14
1,428
114.14
1,376
114.14
1,340
114.14
1,267
115.06
1,397
115.06
1,619
115.06
1,355
115.06
116.32
1,462
1,410
116.32
1,630
116.32
1,241
116.32
16,752

E

F

G

H

I

Amount Paid by
TennCare
Total Paid by
MCOs & TPL per Settlements
Reimbursable TennCare Claims
Amount Due
MCOs and
Paid by
Cost
TennCare
TennCare
From/(to) State
Data
(C*D)
(F+G)
(E-H)
$ 140,049.78 $ 108,237.93 $
90,366.90 $ 198,604.83 $
(58,555.05)
162,991.92
116,414.32
127,537.00
243,951.32
(80,959.40)
157,056.64
78,714.93
153,151.00
231,865.93
(74,809.29)
152,947.60
83,766.73
148,071.00
231,837.73
(78,890.13)
145,781.02
77,035.30
152,507.00
229,542.30
(83,761.28)
160,738.82
79,394.12
164,718.00
244,112.12
(83,373.30)
186,282.14
88,330.80
169,908.00
258,238.80
(71,956.66)
155,906.30
91,016.99
139,647.00
230,663.99
(74,757.69)
170,059.84
95,998.84
154,244.00
250,242.84
(80,183.00)
164,011.20
90,180.54
149,932.00
240,112.54
(76,101.34)
189,601.60
105,207.62
172,746.00
277,953.62
(88,352.02)
144,353.12
83,134.15
133,239.00
216,373.15
(72,020.03)
$ 1,929,779.98 $ 1,097,432.27 $ 1,756,066.90 $ 2,853,499.17 $ (923,719.19)
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APPENDIX A: Management Comments Signed by RHC Administrator Dated 5/4/2020

The following letter is Crockett Medical Clinic, Inc.’s (the “Clinic”) response to the draft
audit findings (the “Audit”) that accompanied the letter dated April 9, 2020, from Julie Rogers
with the Office of the Tennessee Comptroller of the Treasury Department (the “Comptroller”).
I.

Exit Conference

The Clinic hereby requests a formal exit conference relating to the Audit.
II. Introduction
It is impermissible in the first place for the Comptroller to try to recoup, reconcile, or
recover any money from the Clinic in this case pursuant to TennCare directives. TennCare has
specifically said that it will not recoup or reconcile for RHCs operating with initial rates that were
set prior to the moratorium. See Article IV below.
The Comptroller has asserted that a number of costs that were included on the Clinic’s
2015 cost report (the "Cost Report") were unallowable expenses pursuant to Medicare cost
reimbursement principles found in the Code of Federal Regulations and the Medicare Provider
Reimbursement Manual. The Clinic believes that most of the allegedly unallowable costs were
both allowable and appropriately included in the Cost Report. The unallowable costs that the Clinic
is challenging either in whole or in part are: Dr. Raymond Rhear’s compensation, the owner’s
compensation, the dietician’s compensation, RHC consulting fee, clinic parking lot expenses, and
employee Christmas bonuses.
In order to support the Clinic’s position as to both allowability and reasonableness of
compensation, the Clinic engaged Pinnacle Healthcare Consulting to render an expert report (the
"Expert Report"). The Expert Report is attached hereto as Exhibit A. Pinnacle is a nationally
recognized, independent, expert healthcare valuation firm that provides opinions on compensation
to hospitals, clinics, and many other types of healthcare providers. Pinnacle’s experts frequently
provide expert testimony in contested matters where healthcare provider compensation is at issue.
Pinnacle relies, in part, upon several "gold standards" of healthcare compensation national
benchmark surveys (including MGMA) in arriving at its conclusion of reasonable, fair market
value ranges of compensation.
The Clinic also challenges the Comptroller’s allegation that the Clinic was required to
report certain nursing home visits on the Cost Report and that those visits should be added back
into the Cost Report in recalculating the Clinic’s PPS rate. The Clinic was permitted to exclude
nursing home visits as described herein below.
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III. General Principles of Medicare Cost Reimbursement
As an overriding consideration, the Bureau of TennCare, through the Comptroller, must
include and allow all reasonable RHC costs. 42 U.S.C. Sec. l-396a(bb). This requirement is
mandated by federal statute for all state Medicaid programs, and it is not a mandate that has been
waived through a State Plan Amendment or than has been otherwise altered by Tennessee law.
Because the Comptroller, in the Audit, applied Medicare cost reporting rules to evaluate allowable
and unallowable costs, the Clinic is similarly responding under Medicare cost rules.
Applicable Medicare cost reporting general principles for RHCs include the following:
42 CFR Sec. 405.2401: "Allowable costs means costs that are incurred by an RHC...
[that] are reasonable in amount and proper and necessary for the efficient delivery of RHC …
services."
42 CFR Sec. 405.2468: "Allowable costs" include compensation for physicians and nurse
practitioners ("NPs"), compensation for duties that a supervising physician is required to perform,
costs and supplies that are incident to the services of a physician or NP, and overhead costs that
include administration costs and costs applicable to the use and maintenance of the RHC.
42 CFR Sec. 413.9: "'Reasonable costs"' include all necessary and proper costs incurred in
furnishing the services." ''Necessary and proper costs are costs that are appropriate and helpful in
developing and maintaining the operation of patient care facilities and activities."
42 CFR Sec. 413.5(a) provides, " All necessary and proper expenses of an institution . . .
including normal standby costs, are recognized."
42 CFR. Sec. 413.5: The objectives of RHC reimbursement include that the method of
reimbursement should result in payment so that institutions shall not be disadvantaged "by having
to put up money for the purchase of goods and services well before they receive reimbursement."
According to the Medicare Provider Reimbursement Manual (PRM), Section 2102:
"Reasonable cost takes into account both direct and indirect costs of providers of services,
including normal standby costs." PRM Section 2-102.2 also provides: "Costs Related to Patient
Care. –These –include all necessary and –proper –costs which are appropriate and helpful in
developing and maintaining the operation of patient care facilities and activities. . .. They include
personnel costs, administrative costs, costs of employee pension plans, normal standby costs, and
others." The Medicare Benefit Policy Manual for RHCs (BPM), Chapter 13, Sec. 70.1 provides
that allowable costs include practitioner compensation, overhead, equipment, space, supplies,
personnel, and other costs incident to the delivery of RHC services.
IV. TennCare Prohibits Reconciliation or Recoupment from the Clinic
TennCare specifically stated in its Frequently Asked Questions for RHC Final Rate Setting
attached hereto as Exhibit B in FAQ Number 6 as follows, " In order to recognize the unique risks
posed to facilities who are currently on interim rates established prior to the moratorium, TennCare
will not execute a reconciliation of the final rate if the final rate is lower than the interim rate. This
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means there will be no recoupment in applying your final rate–your final rate will only be applied
prospectively." This statement in the FAQs is consistent with discussions with TennCare officials
and others, including legislators, that occurred during the 2018-2019 time period surrounding the
proposed RHC rules during which TennCare took the position that if an RHC were operating on
an interim rate prior to the moratorium, such RHC would have no repayment obligation. As further
evidence of TennCare’s public stance on this matter, see Exhibit C, which contains excerpts from
a hearing of the Tennessee General Assembly’s Government Operations Committee that occurred
in April of 2019. To the extent that the Comptroller attempts to use cost disallowances in
calculating the Clinic’s final rate and the final rate is lower than interim rate due to those cost
disallowances-, the Comptroller may not recover, recoup , retain, or " reconcile " the difference
and attempt to recover money in any manner from the Clinic. In this case, the Clinic was operating
on an interim rate prior to the moratorium, and the Comptroller is currently attempting to recoup
money from the Clinic. This is precisely the type of action that TennCare advised that it would not
take.
V. Dr. Rhear’s Compensation
In the Audit, the Comptroller disallowed $215,798.48 of Dr. Raymond Rhear’s
compensation and automobile expenses. According to the Comptroller, because the nursing homes
paid to the Clinic a fee for the Clinic’s furnishing of medical director services for the nursing
homes, all compensation that the Clinic paid to Dr. Rhear for Dr. Rhear’s services for the benefit
of the Clinic and its patients was disallowed entirely. It appears that the Comptroller failed to
consider the value of Dr. Rhear’s services rendered to the Clinic and its patients.
It is very important to note that Dr. Rhear did not receive any compensation from the nursing
homes other than a total of $4,000.00 in total paid to him in 2015 by the nursing homes (and
evidenced by 1099-s from the nursing homes) for Dr. Rhear’s performance of annual physicals for
nursing home residents. The Clinic understood from the Comptroller at the on-site audit that the
Clinic was required to include nursing home visits in the 2015 Cost Report, but any such assertion
is incorrect as more fully described in Article XI below. None of Dr. Rhear’s nursing home visits
were required to be included in the 2015 Cost Report because the Clinic did not report associated
nursing home costs. Any compensation paid directly from the nursing homes to the Clinic for
services is irrelevant to the analysis of whether the total amount of compensation paid to Dr. Rhear
by the Clinic relating to the Clinic and its patients was a reasonable and allowable cost of the
Clinic.
In 2015 the Clinic paid to Dr. Rhear a salary of $197,144.28 plus it paid $10,337.59 in
payroll/401(k) expenses. The Clinic also paid some of Dr. Rhear’s automobile expenses. The
Clinic is challenging a total amount of $203,481.87 (which excludes auto and related expenses and
$4,000.00 paid to him by the nursing homes) because such compensation was a reasonable,
necessary, proper, and allowable cost of the Clinic.
A.
NP Supervision Services. 42 CFR Sec. 405.2468 provides that allowable costs
include compensation for physicians and nurse practitioners, compensation for duties that a
supervising physician is required to perform, costs and supplies that are incident to the services
of a physician or NP, and overhead costs that include administration costs and costs applicable to
the use and maintenance of the RHC. (emphasis added).
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Dr. Rhear provided physician supervision and precepting services for the nurse practitioners
("NPs") who worked for the Clinic ("–NP Supervision Services"). NP Supervision Services are
required as a part of RHC services under the Medicare RHC rules.
In addition to the NP Supervision Services described in the Medicare rules, Dr. Rhear also
provided those NP Supervision Services required by Tennessee law. Tennessee law provides,
"Supervision does not require the continuous and constant presence of the supervising physician."
Tenn. Comp. R. & Regs. Ch. 0880-6-.02(6). A physician is only required to visit the NP site once
every thi1ty (30) day s. Tenn. Comp. R. & Regs. Ch. 0880-6-.02(9).
During the relevant time period, Dr. Rhear provided NP Supervision Services for up to five
(5) NPs (1 NP was part-time). Such services included, without limitation, ensuring the applicable
standard of care, reviewing a portion of the NP charts as specified in Tenn. Comp. R. & Regs. Ch.
0880-6-.02, NP oversight, signing off on certain patient prescriptions, being present at the clinic
at least once every thirty (30) days, participating and assisting with clinical protocols, and such
other services required of a supervising physician by Tennessee law. Al though physical presence
is not required, the Clinic would point out that not only was Dr. Rhear present at the Clinic for the
minimum time of a supervising physician required by law, but also that he was physically present
at the Clinic providing both NP Supervision Services and medical director and administrative
services each week on a customary schedule of Mondays and Wednesdays from 8:00 a.m. until
4:00 p.m. and on Tuesday and Thursday afternoons generally starting sometime between 2:00 p.m.
and 3:30 and afterward. Dr. Rhear was also available for consultation for Clinic patients on a 24/7
basis.
The reasonable value and cost of a physician’s NP Supervision Services encompasses not
only the time that the physician is physically present in the Clinic engaged in face-to-face
communications with the NPs, but it also encompasses the duties and responsibilities described
herein above. The reasonable value and cost of a physician’s NP Supervision Services also factors
in the liability risk that the physician is assuming under Tennessee law in that in many cases, the
supervising physician may be held liable and responsible for malpractice for the acts and omissions
of NPs relating to patients with whom the physician had no contact or dealings whatsoever.
B.
Medical Director and Other Services. As part of its staffing and pursuant to RHC
regulatory requirements and the State Operations Manual, an RHC must have a physician who
provides medical direction services for an RHC. An RHC is entitled to claim the cost of such
medical director’s compensation on its cost report. –Dr. Rhear provided allowable medical
direction services that included, without limitation, the following:
1. Medical direction for the Clinic’s healthcare activities and consultation for, and
medical supervision of, the health care staff;
2. Overall medical direction of the Clinic’s clinical activities;
3. Clinical consultation to and supervision of non-physician practitioners on the health
care staff;
4. Ordering certain patient care services;
5. Care coordination services for Clinic patients (some of whom were at times also
residing in the nursing homes).
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Dr. Rhear also provided those services listed on page 4 of the Expert Report, which
included his being on unrestricted call for Clinic patients on a 24/7 basis.
Dr. Rhear’s sworn affidavit in support hereof is attached as Exhibit D.
B.
Range of Reasonableness. Pursuant to the Expert Report, the ranges of reasonable
compensation for Dr. Rhear’s services range from a Low of $202,000.00 to a Moderate of
$286,000.00 to a High of $388,000.00. Dr. Rhear’s compensation was in the very low range of
reasonableness. The Comptroller should have allowed $203,481.87 for Dr. Rhear’s cost on the
2015 Cost Report.
VI. Owner Compensation
The Audit also disallows the entire amount of the salary that the Clinic paid to its owner,
Craig Laman, in 2015. The report indicates that Mr. Laman’s entire compensation of $189,l11.29
should be disallowed because it is not related to the Clinic because he also owns a nursing home
from which he is paid a salary as administrator and that salary was included in the nursing homes
cost report. Without citing any legal authority, the report provides that including a salary for Mr.
Laman on the Clinic’s cost report "would result in Medicaid reimbursing for two full time salaries
for one individual." The Clinic does not deny that Mr. Laman was paid a salary from another entity
that did in fact report that separate salary on its cost repo rt (although the clinic would point out
the salary was well below fair market value). However, the Clinic disputes that this creates any
legal basis for disallowing Mr. Laman’s entire compensation from Crockett Medical Clinic.
In 2015, Mr. Laman was paid $84,321.12 by Bells Nursing Home where he served as
administrator. Mr. Laman provided services to the nursing home which, had they not been
provided by Mr. Laman, must have been provided by another individual who would have been
paid a salary. Mr. Laman also provided valuable services to Crockett Medical Clinic during 2015.
As indicated on the sworn affidavit of Craig Laman (attached as Exhibit E), in 2015, Mr. Laman
averaged seventy-six (76) hours a week during 2015 on all of his business endeavors. Twenty (20)
to twenty-five (25) hours of that time were spent on Clinic business performing services as
provided on the job description for the CEO of Crockett Medical Clinic which is attached as
Exhibit F.
A reasonable allowance of compensation for services of owners is an allowable cost,
provided the services are actually performed in a necessary function. Section 2135.2 of the PRM;
42 CFR 413.102. Where the reporting clinic is a corporation, compensation may be included in
allowable provider cost only to the extent that it represents reasonable remuneration for
managerial, administrative, professional, and other services related to the operation of the facility
and furnished in connection with patient care. Services furnished in connection with patient care
include both direct and indirect activities in the provision and supervision of patient care, such as
administration, management, and supervision of the overall institution. PRM Sec. 902.
Reasonableness requires that the compensation allowance be such an amount as would ordinarily
be paid for comparable services by comparable institutions depending upon the facts and
circumstances of each case. PRM Sec. 902. Reasonable compensation is determined by comparing
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the compensation in question to that of others similarly situated to develop a range of
compensation. PRM Sec. 902. Within the range of allowable compensation, there are several
factors which are used to evaluate compensation. PRM Sec. 904.2.
Where an owner, as in this case, also performs services for other organizations, the PRM
presumes the owner spends less than full time with each institution. In such cases, allowable
compensation shall reflect an amount proportionate to a full-time basis. Section 904.2 D.2
(emphasis added). It is clear from the PRM that receiving a salary from another organization for
services rendered to that organization is not grounds to disallow owner compensation listed on a
cost report. To the contrary, even where one individual also provides services to another
organization, the PRM mandates ("shall") that a proportionate amount of the reasonable
compensation be includable within allowable costs.
Having established that Mr. Laman’s services and compensation were related to the Clinic,
the next relevant question then is whether the compensation paid to and reported for Mr. Laman
on the Crockett Medical Clinic is reasonable. The Expert Report demonstrates that not only is Mr.
Laman’s compensation within the reasonable range of compensation for his position, but that it is
between the Low and Moderate end of the allowable range. Per the Expert Report, the Low range
is $116,000.00 for an owner executive and the Moderate range is $194.000.00. In accordance with
the provisions of Section 904.2 D of the PRM, the salary range provided in the Expert Report is
based upon the twenty (20) to twenty-five (25) hours a week which Mr. Laman worked for the
Clinic during 20l5. Mr. Laman actually performed valuable managerial, administrative,
professional services for the Clinic during the year in question and the remuneration paid to Mr.
Laman by the Clinic is within the Low to Moderate range of reasonableness. As such, Mr. Laman’s
entire Clinic salary for 2015 of $189,111. 29 should be included as an allowable cost.
VII. Dietician Compensation
In the Audit report, the Comptroller disallowed $100,820.00 of compensation that the
Clinic paid to Joyce Mann, a registered dietician (the "Dietician") as being a cost that was "not
related to Crockett Medical Clinic." Ms. Mann is Craig Laman’s daughter. The Clinic disputes
that the entire amount of the Dietician’s salary should be excluded from allowable costs.
Services of dieticians and nutritional counselors are reimbursable and allowable costs of
RHCs, not only under Medicare’s general reasonable cost principles, but also as "incident to"
services. 42 CFR Sec. 405.2411 provides that incident to services are reimbursable costs. 42 CFR
Sec. 405.2415 provides that RHC service s include incident to services of an NP as covered
services if they are commonly rendered without charge to the patient or included in a bill. "All
necessary and proper expenses of an institution . . . including normal stand by costs, are
recognized." 42 CFR Sec. 413.5(a); PRM Sec. 2102.2. Compensation paid to an employee who is
an immediate relative of the owner of the facility is not prohibited, but rather, is simply reviewable
under the test of reasonableness that is described in Section III above and is an allowable cost.
The Clinic did not bill any payor for the Dietician’s services; however, the Dietician
provided dietician services for Clinic patients and her salary was paid by the Clinic. The nursing
homes did not pay any amount to the Dietician during 2015 and no part of her salary is reflected
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upon the nursing home’s cost reports. As indicated on the sworn affidavit of Joyce Mann attached
as Exhibit G, Ms. Mann was on call seven (7) days a week for the Clinic and on occasion she saw
clinic patients in her office, but most of her work was for Clinic patients at the nursing homes.
During 2015 the vast majority of nursing home patients at the nursing homes served by the
Dietician were also Crockett Medical Clinic patients, as the Clinic was the primary provider for
those nursing homes. The Dietician’s job description is provided as Exhibit H.
The Clinic believes that the auditor misunderstood the information upon the Employee
Questionnaire signed by Ms. Mann, which related that the "big percentage of (her) time is
consulting with nursing home patients at the nursing home." The Dietician was not saying that the
majority of her time was spent on non-Clinic business but rather that it was spent physically at the
nursing homes. The fact that she saw Clinic patients away from the Clinic site is not grounds for
disallowing her salary as an allowable cost.
The Expert Report provides that the appropriate salary of the Dietician ranges from a Low
of $59,000.00 to a High of $86,000.00, with a Moderate salary of $71,000.00. The Dietician
performed valuable services for the Clinic’s patients, services which are allowable and
reimbursable costs for rural health clinics. As such the reasonable value of the Dietician’s services,
which were actually paid to the Dietician, should be allowed as a reimbursable cost. In this case,
$71,000.00 (the Moderate amount) of the Dietician’s salary should be included as an allowable
cost.
Vlll. Consulting Fee
In the Audit, the Comptroller disallowed $186,250.00 in Emmaus consulting fees on the
sole basis of Section 2135.2 of the PRM, which the Audit quoted as follows: “[C]ontracts for
purchased management and administrative support services ‘should contain a detailed listing of
the services to be received and those which are available on an as-needed or standby basis. . . . The
provider should maintain records showing the services actually received.’” The Comptroller did
allow $15,000.00 for the consulting fee, but it furnished no citation or objective data that supports
the proposition that only $15,000.00 for RHC consulting and management fees is allowable under
Medicare cost reporting rules. This allowance of only $15,000.00 seems to be arbitrary.
42 C.F.R. Sec. 405.2468 provides in part: "The following types and items of cost are
included in allowable costs to the extent that they are covered and reasonable: . . . (2)
Compensation for the duties that a supervising physician is required to perform under the
agreement specified in §491.8 of this chapter . . . (3) Costs of services and supplies incident to the
services of a physician, physician assistant, nurse practitioner, nurse-midwife, qualified clinical
psychologist, or clinical social worker. (4) Overhead costs, including clinic or center
administration, costs applicable to use and maintenance of the entity, and depreciation costs. [and]
(5) Costs of services purchased by the clinic or center. (Emphasis added)
The Clinic points out that a list of services is contained in the Consulting Agreement as
follows:
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--Emmaus shall advise and assist Clinic with implementing the Strategic Plan Objective
(which is Clinic’s becoming a certified rural health clinic and participating in the rural
health clinic program)
--Emmaus advises and assists the Clinic in making recommendations
--Emmaus advises and assists the Clinic with all steps reasonably necessary to achieve the
Strategic Plan (participation/operation in the rural health clinic program)
--By way of example only, Emmaus submits RHC enrollment documents with CMS
--By way of example only, Emmaus develops and implements required RHC policies and
procedures
--Emmaus assists the Clinic with RHC compliance
--Emmaus provides other RHC consulting services as mutually agreed upon by the parties.
This list is plainly sufficient to meet the standard that the Consulting Agreement "should
contain" a list of services set forth in Section 2135.2 of the PRM.
As the Comptroller is aware, Emmaus also submitted claims/bills to the State in the form
of quarterly reports based on data furnished by the Clinic so that the Clinic would receive RHC
program reimbursement.
To the extent that the Comptroller alleges that the Clinic did not maintain evidence that
Emmaus actually rendered services, the Clinic did and does maintain records showing that the
services were actually received. Such records maintained by the Clinic include, without limitation
and at a minimum, numerous items of email correspondence evidencing that Emmaus was
providing RHC consulting services described in the contract. The Comptroller did not specifically
request a comprehensive list of all evidence and types of evidence maintained by the Clinic to
show that Emmaus actually provided services; therefore, the Comptroller may not rely upon a lack
of evidence of services rendered.
Attached hereto as Exhibit I is a sworn affidavit from Robbie Taylor, administrator of the
Clinic, in which she attests that Emmaus services were provided and a list of services that were
provided.
The Comptroller did not state in the Audit that the reasonableness of Emmaus fees was a
reason for disallowance of such fees. Nevertheless, for purposes of the Audit, the Clinic refers the
Comptroller to the Expert Report, which provides that the range of reasonable fair market value
for Emmaus’s fee arrangement with the Clinic is a Low of $149,000.00, Moderate of $179,000.00,
and a High of $207,000.00. The fact that Emmaus’s fee arrangement is purely risk based,
especially on the front end, is a factor in determining reasonableness. Emmaus’s fees are supported
by the most reliable methodology (i.e., an independent fair market value report) in the healthcare
industry for supporting reasonableness of consulting and management fees. Using the Low range
of $149,000.00 to the Moderate range of $179,000.00, the Clinic respectfully requests that a fee
for Emmaus be allowed in the range of $149,000.00 to $179,000.00.
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IX. Clinic Parking Lot Expense
The Comptroller also disallowed rental payments and legal expenses of $26,400.00 in
connection with the rental of a parking lot near Crockett Medical Center’s facility. The support for
this action given in the Findings and Recommendations is that the parking lot "was not in usable
condition. It was a broken-up concrete slab with no designated parking spaces and a 'no parking'
sign." The report includes a non-representative photograph of the parking lot at a time when no
one happened to be parked there. The report provides no legal rationale for disallowing these
expenses. This expense is related to the Clinic’s operations and patient care activities because it is
a Clinic employee parking lot.
The parking lot is used by Crockett Medical Clinic employees. There is little parking
available in the area around the Clinic and as the practice grew, the land on which the parking lot
in question is located was purchased for employee use to allow employees to park closer to the
facility. The employee parking schedule, which did not include employee use during inclement
weather, was explained to the auditor on site during the Audit. Likewise, the 'no parking' sign cited
by the auditor does not indicate that the area is not to be used by Crockett Medical Clinic
employees for parking. Rather, as previously explained to the auditor, it is designed to prevent
local teenagers from congregating and parking on the parking lot after hours. The photograph used
in the auditor’s report was taken on a rainy day in February when, in compliance with the Clinic
policy that was provided to the auditor, the lot was not intended to be in use. The need for and use
of the parking lot is detailed in the narrative from the Clinic administrator attached as Exhibit J
as well as statements from Clinic employees attached as Exhibit K.
The allowable costs for provider-rented parking facilities are the reasonable rental paid on
which the provider has a legal obligation to pay. PRM Section 2107. The Clinic uses this parking
lot for employee parking and no third party pays rent to park there. Parking lot rental expenses are
clearly allowable by applicable law and regulation and should be included as an allowable expense
on the Cost Report. The Clinic asserts that $24,000.00 of the parking lot rental expenses were
allowable costs.
X. Employee Christmas Bonuses
The Comptroller disallowed $55,800.00 in Christmas bonuses paid to Clinic employees.
The Audit report does not discuss these payments in detail but rather, the report merely indicates
that they "were not listed on the 1099-Misc" form. The Audit doe s not cite, per the published State
audit standards and manual, any legal or other citation supporting the position that Clinic costs that
are not reported to the IRS, if actually paid by the Clinic, are not allowable costs.
Allowable costs are the costs actually incurred by an RHC that are reasonable in amount
and necessary and proper to the efficient delivery of services. See 42 CFR 413. As the Audit report
accurately notes Title 42, CFR, Part 413, Section 24, states that " providers receiving payment on
the basis of reimbursable cost must provide adequate cost data. This must be based on their
financial and statistical records which must be capable of verification by qualified auditors."
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Crockett Medical Clinic actually paid their employees these bonuses as evidenced by the
checks drawn on the company checking account, and the Comptroller’s own list reflects these
payments as having actually been made. Portions of the December 2015 and January 2016 bank
statements that are attached as Exhibit L also evidence that these payments were made.
Payment of these bonuses does not cause the NPs' overall compensation to exceed
allowable reasonable compensation for NPs' services in accordance with the Expert Report for NP
reasonable compensation ranges. On the contrary, it is evident from the report that the NPs'
compensation fell far below the industry average.
After reviewing its records and the draft audit findings, the Clinic asserts that $51,300.00
of the $55,800.00 disallowed Christmas bonuses are allowable costs. Crockett Medical Clinic
made these payments to its employees and also maintained adequate records such that the costs
are capable of verification. The Christmas bonuses are clearly allowed by applicable law and
regulation and should be included as an allowable expense on the Cost Report.
XI. Nursing Home Visits were not Required to have been Included
in the Clinic Cost Report
The Comptroller alleged that the Clinic under reported 697 nursing home visits on the Cost
Report. In response, the Clinic asserts that there was no requirement whatsoever that mandated
that the Clinic must include nursing home visits on its Cost Report for 2015.
Section 40. l of the BPM permits but does not require RHC visits to take place in a nursing
home, but it does not require RHCs to claim nursing home visits as RHC visits. BPM section 40.1
states, “RHC visits may take place in . . . the patient’s residence (including an assisted living
facility), [and] a Medicare-covered Part A SNF . . .” (emphasis added). The same section, BPM
Section 40.1, also states, “Qualified services provided to a RHC ... patient are considered RHC . .
. services if: . . . • the cost of the service is included in the RHC . . . cost report.”
The Clinic did not include on its 2015 Cost Report any costs that were incurred or paid by
the nursing homes. The Clinic did include reasonable costs that included paying its own providers
for its services rendered for or on behalf of or related to the Clinic. If an RHC chooses not to
include in its visit count visits that occurred off premises at permissible locations and it
concomitantly chooses not to include the costs thereof, there is no legal prohibition on an RHC’s
doing so.
Therefore, the nursing home visits should not be included or "added back" to the 2015 Cost
Report, nor should such visits be used for purposes of the Comptroller’s calculation of the Clinic’s
final PPS rate.
XII. The Comptroller Waited Too Long
Any time that the Comptroller had to audit the 2015 cost report, to change the PPS rate,
and to recover money from the Clinic has expired.
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The Clinic was certified by CMS as a rural health clinic in August of 2014. The Clinic
submitted its budgeted cost report to the State in the Fall of 2014. The Comptroller approved of
such cost report in a Notice of Reimbursement dated October 2014, and it started making interim
payments thereunder in 2014. On May 4, 2016, the Clinic submitted to the State its final 2015 final
Cost Report, which reflected costs the Clinic had actually expended in 2015 and patient volumes.
The Clinic also submitted the final 2015 Cost Report to Medicare through its Medicare
Administrative Contractor. Medicare’s contractor reviewed the 2015 Cost Report for
reasonableness, approved it, and made payments based on that Cost Report. Since 2016, the
Comptroller has had the opportunity to review the 2015 Cost Report, to notify the Clinic of any
problems or issues with it, and to establish the final PPS rate. Based on the State’s prior
administration of the RHC program and practice, there arose a reasonable expectation that the
Clinic’s final rate would have been set within about 60 to 90 days after the final Cost Report was
submitted.
Then, over two (2) years ago in 2018, the Comptroller conducted an on-site audit of the
2015 Cost Report. In 2018, the Clinic was advised by the Comptroller that the audit results were
going to be completed in the Fall of 2018. The draft Audit results were not given to the Clinic until
April of 2020. The Comptroller still has not given to the Clinic its final PPS rate.
The Comptroller’s office had the opportunity to review the budgeted cost report in
establishing the initial rate in 2014. Any item of budgeted costs that the Comptroller thought was
out of line with other RHCs with similar patient caseloads in similar geographic areas (see
TennCare SPA Attachment 4.19B) could have been excluded or challenged before the Comptroller
even made the first interim payment. The Comptroller’s office could and should have done this
review any time between when the initial/budgeted cost report was submitted and when the final
2015 Cost Report was submitted in 2016, yet it failed to do so.
The Comptroller yet again had the chance to review the costs contained on the 2015 Cost
Report between 2016 and 2018 and to notify the Clinic of any issues, disallowable costs, or any
other matter that would reduce its final PPS rate, yet it failed to do so.
From the time of the 2018 on-site audit until April of 2020, the Comptroller did not notify
the Clinic of its audit findings while the Clinic continued its operations and continued making
expenditures for its operations for over two (2) years.
Thus, the Comptroller waited almost (six) 6 years (beginning with the Clinic’s budgeted
cost report) to review, adjust or challenge the Clinic’s claimed costs of operation, but it failed to
do so. The Comptroller took from 2014 to 2020 to let the Clinic know that it deemed over
$920,000.00 to be disallowable. The Comptroller knew that the Clinic was continuing to operate,
to see patients, and to provide RHC services for almost six (6) years, but the Comptroller failed to
act.
It is important to observe that Medicare, through its contractor, approved the 2015 Cost
Report under Medicare principles of allowable costs. Before approving a cost report, the Medicare
contractor reviews costs for allowable costs and allowable visits and will adjust the per visit rate
if actual costs differ from allowable costs. 42 CFR Sec. 2464. Because the Comptroller is using
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Medicare cost standards in the Audit, it defies explanation as to why the State would attempt to
contradict Medicare’s stamp of approval.
There are a number of time limitation principles that prevent the Comptroller from waiting
to make a claim for an unreasonable period of time. For example, CMS requires Medicare
contractors to finalize cost reports within one (1) year. Because the Comptroller is relying upon
Medicare principles in the Audit, the Comptroller should similarly follow this rule.
We take the position that in the absence of a validly-adopted Tennessee regulation, the cost
report may not be reopened at all; however, if it could be, the maximum time allowed to a Medicaid
agency to reopen, revisit, or revise a final cost report is three (3) years. According to CMS,
Provider Reimbursement Manual Part I there is a three (3)-year time limit on reopening cost
reports. Extensive case law and agency decisions support a three (3)-year or less time period for
revisiting/reopening a cost report. For additional legal authority supporting this three (3) year or
less window, see the attached Exhibit M. Any time limit within which the Comptroller might have
otherwise had to reopen and adjust the cost report expired at the latest sometime in the summer of
2019.
It is very important to note that the Clinic made the request in 2018 to the Comptroller to
amend (i.e., reopen) the 2015 cost report so that it could make corrections, but the Comptroller
refused the request, even though the request was made during the on-site audit in 2018 (i.e., within
three (3) years). The Comptroller gave no authority for the proposition that the Clinic was legally
prohibited from amending or reopening the cost report to make adjustments. How is it then, that
the Comptroller can attempt to reopen and adjust a cost report almost four (4) years later when it
did not allow the Clinic the same opportunity?
Furthermore, the Clinic asserts that any State claim for recovery, recoupment, or
reconciliation of funds due to the Clinic is barred by the doctrine of laches. The doctrine of laches
prevents the State from claiming any funds back from the Clinic due to unjustifiable delay. Laches
prevents "stale claims" from being made under Tennessee law. The Comptroller’s delay in acting
within a reasonable time has prejudiced Clinic to its monetary detriment.
Finally, principles of waiver and estoppel prevent the Comptroller from its recovery
attempts for reasons that include, without limitation, the following: Once the Clinic became
certified by CMS as an RHC, it relied upon the function and laws of the RHC program, which
include that the RHC program will cover an RHC’s reasonable costs by establishing a PPS rate
that includes those costs so that RHCs, as critical healthcare providers in underserved areas, can
remain financially viable in order to service residents of health professional and medically
underserved areas. If the Clinic had been aware that the Comptroller intended to set its PPS rate at
the level proposed in the auditor’s report, the owners of the Clinic may have allocated their
resources in a different manner. The Clinic relied on the Comptroller’s Office in continuing its
course of conduct as to how it had administered the program for many prior years. It relied on the
State to act reasonably, and not arbitrarily or capriciously, in making a reasonably timely review
of its budgeted cost report and its 2015 Cost Report and timely notifying the Clinic of any
problems. It relied on the Comptroller’s statements that results would be forthcoming in the Fall
of 2018, when they were not. This reliance was reasonable based upon the guidelines issued by
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the State, the State’s public comments and based upon the course of conduct of the Comptroller’s
office. It relied to its detriment upon the RHC program and the Comptroller’s legal obligations to
act in compliance with such program, and the Clinic took actions such as hiring a physician, hiring
NPs and staff so that the Clinic could provide its patients with after-hours care, adding x-ray and
technicians, and it expanded its facilities to provide more and better care to patients in its service
areas, knowing that because it was a CMS certified RHC, it would be paid in accordance with the
RHC program. Allowing recoupment in this instance frustrates the intended purposes and goals of
the Rural Health Clinic Program to the detriment of the State’s rural communities.
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APPENDIX B Supplemental Information Letter Signed by RHC’s Attorney

This letter is being furnished as follow-up correspondence to the audit exit conference that
occurred on July 27, 2020 during which several issues were raised as follows:
1.
Christmas Bonuses. We asked you for a rule or legal citation that says that costs included
in an RHC cost report must comply with IRS tax reporting requirements for W-2 and 1099s. There
are many differences between IRS reporting requirements and RHC reporting requirements. We
researched, but were unable to find, any such legal authority; therefore, we request support for
your position. Our stance is that the Christmas bonuses were actually paid, were reasonable, and
were allowable costs even though the 1099s and W-2s did not reflect the bonuses. If there were
an IRS issue regarding tax reporting of the bonuses, then the clinic’s issue would be with the IRS
- not with the TennCare RHC program.
2.
Owner’s Compensation. We furnished Mr. Laman’s sworn affidavit in which he attested
that he spent between 20 to 25 hours a week of his total average working hours on Crockett Medical
Clinic’s business. From a legal standpoint, that information is entirely sufficient for you to
determine whether owner’s compensation is an allowable cost. You advised in the exit conference
that you were not alleging that Mr. Laman was untruthful in his sworn affidavit. We understood
you to say that you were going to talk to your boss about whether you will allow 20-25 hours per
week for Mr. Laman’s compensation on the cost report. Has your boss answered this question?
You requested a specific breakdown of Craig Laman’s time spent among all businesses in which
he has any ownership interest. As indicated in the cost reports, most of Mr. Laman’s time is spent
on Bells Nursing Home and Crockett Medical Clinic. While he does have other business interest,
those interests do not usually require his hands-on participation on a daily basis. For instance,
Tennessee Tractor has a CEO, other than Mr. Laman, who is in charge of that business. Bells
Retirement, LLC, Bells Assisted Care, LLC, Humboldt Nursing Home, Crockett County Nursing
Home and Dyer Nursing Home are all managed by administrators. There is a Director of
Operations with Harbar Laman who handles day to day problems with three (3) of the nursing
homes, Mr. Laman only deals with those problems the Director sends to him. Bolivar Assisted
Living is leased to another company which manages those operations. Occasionally, Mr. Laman
will have to handle issues with the pharmacy by phone but not on a daily basis. Mr. Laman’s real
estate investments do not require day to day involvement.
3.
Dr. Rhear Compensation. We understand that your position is that Dr. Rhear’s reported
compensation amounts for the clinic and for the nursing homes were duplicated on the nursing
home and clinic cost reports, thereby causing TennCare/Medicaid to pay twice for the same
services. This is incorrect. The nursing homes pay Crockett Medical Clinic to provide a medical
director for the homes, which the clinic provides through Dr. Rhear. However, Dr. Rhear also
provides additional services unrelated to the nursing homes directly to Crockett Medical Clinic.
The amount claimed on the nursing home cost report for Dr. Rhear’s medical director services that
the nursing home paid to the Clinic was not a "-pass-through-" amount which then got paid to Dr.
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Rhear from the clinic (i.e., it appeared from the exit conference that you may believe the nursing
home paid an estimated $200,000+ to the clinic and the clinic then passed through an estimated
$200,000+ to Dr. Rhear, presumedly for nursing home medical director services). Rather, Dr.
Rhear received no payment from the nursing homes as medical director. Dr. Rhear’s payment from
the Clinic was for separate and additional services which were provided to the Clinic and its
patients.
Nursing homes are allowed to claim their costs of obtaining medical director services from third
parties, such as independent nursing home management companies. For example, the monthly fee
that Bells Nursing Home paid to the clinic, which is a separate entity, to provide medical director
services was a reasonable (and actually a below fair market value) cost that was an appropriately
allowable nursing home cost.
Similarly, RHCs are allowed to include their reasonable costs of compensating providers for the
services they render to, for and related to the RHC and its patients. In this case, Dr. Rhear stated
in his sworn affidavit that he provided a myriad of services to and for the benefit of clinic patients,
including supervisory services for up to 5 mid-level providers, clinic medical director services that
included patient care, and unrestricted on-call services.
The fact that around $200,000 (est.) costs claimed on the clinic and nursing home cost reports that
may relate to Dr. Rhear’s overall services are similar in amount does not result in the specious or
unsound conclusion that these are duplicative costs charged to the Medicaid /TennCare program.
It is undisputed that Dr. Rhear provided services for the Clinic that were above and beyond his
nursing home rounds. Dr. Rhear’s costs of providing services for and relating to RHC clinic
patients are allowable, and to disallow them is arbitrary and capricious. In 2015 many of the
patients of the nursing homes in Bells and Alamo were also Crockett Medical Clinic patients. As
reflected on a Pinnacle workpaper attached hereto as Attachment 1 (which was a portion of the
worksheets that supported the Pinnacle Expert Report we furnished as part of the Management
Response), Dr. Rhear’s moderate range of reasonable compensation for RHC clinic mid-level
supervision services is $63,000 per year; for RHC clinic medical director services is $27,000
per year; for unrestricted call for RHC clinic patients is $28,000 per year; and for professional
patient services for RHC clinic patients only (not nursing home patients) is $73,000 per year,
all of which results in a total allowable cost of $191,000.00 as a moderate or average amount based
on the expert report.
4.
Nursing Home Visits. You concluded in your audit that the clinic underreported 683
nursing home visits and that those visits should be added back to the visit count on the 2015 cost
report in calculating the clinic’s final PPS rate. Although Ms. Youngberg stated during the exit
conference that nursing home costs were not included in the clinic’s 2015 cost report, it was
discussed that further investigation would be done regarding whether any costs relating to Ms.
Byrd’s nursing home visits were included on the clinic cost report. Following such investigation,
it was determined that although the clinic excluded Ms. Byrd’s nursing home visits from the cost
report, it did inadvertently report some compensation for Ms. Byrd that was attributable in part to
nursing home visits on the clinic’s cost report; however, the majority of Ms. Byrd’s compensation
reported on the clinic’s cost report was attributable to her services for the clinic . Ostensibly, this
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was the reason given by your office in 2018 that all of Ms. Byrd’s nursing home visits should be
added back to the total visit count.
Pursuant to the MBPM, visits are includable in the cost report only to the extent that the costs
associated with the visits are also included.
Our client advises that Ms. Byrd’s office hours seeing patients at the clinic in 2015 was 24.5 hours
per week leaving 15.5 hours (using a 40-hour work week) that she spent conducting nursing home
visits. The amount of Ms. Byrd’s gross earnings from the clinic in 2015 was $83,200.00. Therefore,
of that compensation, approximately 38%, or $31,616.00, was attributable to her nursing home
visit time. Our client requested in 2018 that it be allowed to submit an amended cost report to
correct clerical errors, and, citing no legal authority, your office refused to allow the clinic to do
so.
We propose that in order logically and equitably to resolve this clerical error, $31,616.00 of Ms.
Byrd’s compensation from the clinic could be disallowed as a cost on the 2015 cost report while
Ms. Byrd’s nursing home visits would continue to be excluded because the costs thereof are
excluded. If you require a sworn affidavit from Ms. Byrd regarding her time allocation because
you are willing to make this change, please advise and we will attempt to obtain one.
5.
Emmaus. You requested further information regarding a strategic plan referenced in the
Emmaus contract. Although we believe it is irrelevant to the audit, nevertheless, attached hereto as
Attachment 2 is documentary evidence maintained by Emmaus that references the strategic plan.
With respect to reducing Emmaus’s fee on the cost report, we point out as follows:
•

Your office claimed in the audit findings that Emmaus’s fee was disallowed solely because
there was a lack of a list of services and evidence that services were provided.

•

The contract contains a list of services that is more than sufficient for Medicare/Medicaid
purposes.

•

We furnished evidence that services were provided and a detailed description thereof in the
form of Robbie Taylor’s sworn affidavit.

•

While your office claims that the lack of a list of services is the reason for the finding, your
office treated the fee claimed as if the amount was unreasonable. Rather than disallow the
entire fee, which would be the remedy if there truly is not a list of services, your office
reduced the fee to the amount of $15,000, without any objective basis for that reduction.
The reduction of the Emmaus fee appears to be subjective, arbitrary, and capricious. It
appears that your office objects to the amount of the fee and chose to use the list of services
as a pretext to make an adjustment that is not otherwise supported by an objective measure.

•

In contrast, we did provide concrete, reliable, objective, commercially reasonable evidence
in the form of an independent third-party healthcare valuation report that supported the fair
market value of Emmaus’s fee. In fact, after we received and after we had the benefit of
that expert opinion, we compromised and acted in good faith based on those report numbers
and only asked that you approve an amount of fees that was between the low range in the
report of $149,000 to the moderate range of $179,000.
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6.
Dietician. We would like to clarify this section of the response and the sworn affidavit of
Joy Mann. In 2015 the vast majority of the nursing home patients at the nursing homes in Bells
and Alamo were Crockett Medical Clinic patients. Upon your written request, we will submit an
amended affidavit to so reflect. The Dietician provided valuable services to Crockett Medical
Clinic patients and at the very least a portion of her salary should be an allowable expense.
7.
Final PPS Rate. We believe that there is strong evidence that the amount your office
concluded should be the final adjusted PPS rates of between $107.18 and $109.22 is both incorrect
based on your cost disallowances and is unreasonably low because the state itself produced PPS
rate-setting data basing final rates at $136.47 for clinics with between 8,000 and 14,000 visits in
the Western Grand Division. In no event should the final rate for the Clinic be set lower than the
current final rates for RHCs in the Western Grand Division.
8.
Parking Lot. As we have previously related to your office, we have withdrawn the
objection to the disallowance of the parking lot expense.
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