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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 Just 4 Kids Pediatrics, LLC in Lawrenceburg, Tennessee, for the period January 1, 2017,
through December 31, 2017; and TennCare visits and payments for the period June 30, 2016,
through June 30, 2019.
Sincerely,

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
KJS/pn
20/074
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TennCare Report
Just 4 Kids Pediatrics, LLC
Lawrenceburg, Tennessee
Cost Report for the Period
January 1, 2017, Through December 31, 2017;
and TennCare Visits and Payments for the Period
June 30, 2016, Through June 30, 2019
FINDINGS RECOMMENDING MONETARY REFUNDS
Nonallowable Expenses Included on the
Cost Report
Just 4 Kids Pediatrics in Lawrenceburg
improperly reported $213,503.34 of expenses
for the fiscal year ended December 31, 2017.
The nonallowable amounts consisted of
duplicated expenses; salary adjustments after
the proper allocation of allowable salaries;
excess owners’ compensation; excess relatedparty
housekeeping
salary
expense;
nonallowable Medical Director fees;
unsupported depreciation expense; other
unsupported expenses; prior-period expenses;
excessive hotel stay expense; marketing
expenses; a personal gift; late fees and
penalties; and an accounting error. As a result
of the adjustments made to the Prospective
Payment System rate and adjustments to visits
and payments, the Division of TennCare made
overpayments of $828,563.75 to the clinic for
the period June 30, 2016, through June 30,
2019 (page 6).

Failure to Accurately Report TennCare
Visits and Payments
Just 4 Kids Pediatrics in Lawrenceburg failed
to accurately report TennCare visits and
payments submitted to the State of Tennessee.
The clinic overreported 109 visits and
underreported $145,749.48 in payments
received from Managed Care Organizations,
third parties, and patients for the period June
30, 2016, though June 30, 2019, by not
reporting all paid TennCare claims and
improperly including duplicate and denied
claims. The adjustment is incorporated in the
overpayment calculation in the nonallowable
expenses finding (Finding 1) (page 13).
Failure to Accurately Report Total Visits
on the Cost Report
Just 4 Kids Pediatrics in Lawrenceburg failed
to accurately report the total visits on the cost
report for the fiscal year ended December 31,
2017. The clinic underreported 1,252 total
visits. The adjustments to total visits are
incorporated in the PPS rate change in the
nonallowable expenses finding (Finding 1)
(page 16).
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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. Rural Health Clinics (RHCs) are eligible to apply to the Centers
for Medicare and Medicaid Services for reimbursement under RHC Medicare and Medicaid
payment methodologies. The defining legislation for RHCs is Section 1905(1)(2)(B) of the Social
Security Act. A clinic’s initial PPS rate is established using the allowable costs and visits as
reported on the Rural Health Clinic’s cost report. After the initial rate is determined, the PPS rate
is increased 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-party liabilities (TPL), 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.
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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.
Just 4 Kids Pediatrics in Lawrenceburg, Tennessee, provides Rural Health Clinic services
and participates in Tennessee’s Medicaid Prospective Payment System. The clinic is owned and
operated by Just 4 Kids Pediatrics, LLC. The owners are as follows:
Brandy Brown, Physician Assistant, Partner, with 25% ownership
Jason Brown, Partner, with 25% ownership
Kendra Methvin, Nurse Practitioner, Partner, with 25% ownership
Max S. Methvin, III, Trustee, with 25% ownership
The four owners of Just 4 Kids Pediatrics, LLC also own and operate One Stop Medical,
LLC. One Stop Medical, LLC is owned and operated as follows:
Brandy Brown, CEO/President, with 24.75% ownership
Jason Brown, Partner, with 24.75% ownership
Kendra Methvin, Secretary, with 24.75% ownership
Max S. (Tad) Methvin, III, Treasury Partner, with 24.75% ownership
Matthew Schantz, Director, with 1% ownership
During the cost reporting period ending December 31, 2017, the clinic reported a total of
6,801 visits. The reported trial balance expenses were $846,915. Net expenses of $916,724 were
reported after provider adjustments. Provider adjustments were evaluated during the examination
to determine if they were allowable for inclusion in the final rate. Interim rates in effect during
the examination were based on the projected Medicare cost report for the fiscal year ended
December 31, 2017, submitted to the Tennessee Comptroller’s Office.
The following interim PPS rates were in effect for the period covered by this examination:

Period

Interim Prospective Payment
System (PPS) Rate
(044-8977)

June 30, 2016, through June 30, 2017
July 1, 2017, through June 30, 2018
July 1, 2018, through June 30, 2019

$121.18
$122.63
$124.35

PRIOR EXAMINATION FINDINGS
This is the first examination of this clinic.
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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
October 15, 2020
The Honorable Bill Lee, Governor
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
Mr. Steven Smith, 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
October 15, 2020, that Just 4 Kids Pediatrics, LLC in Lawrenceburg complied with the following
requirements:
•

Expenses reported on the Rural Health Clinic cost report for the period January 1, 2017,
through December 31, 2017, are reasonable, allowable, and in accordance with state
and federal rules, regulations, and reimbursement principles.

•

Patient visits reported for the period January 1, 2017, through December 31, 2017, have
been appropriately counted.

•

TennCare patient visits and monies received for all TennCare services for the period
June 30, 2016, through June 30, 2019, 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
October 15, 2020
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 assertion, 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,

•

failure to accurately report TennCare visits and payments, and

•

failure to accurately report total visits on the cost report.

In our opinion, because of the significance of the matter described above, management’s
assertions that Just 4 Kids Pediatrics in Lawrenceburg complied with the aforementioned
requirements for expenses reported on the cost report for the periods January 1, 2017, through
December 31, 2017; and for TennCare patient visits and payments for the period June 30, 2016,
through June 30, 2019, 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,

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
KJS/pn
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FINDINGS AND RECOMMENDATIONS
1.

Nonallowable Expenses Included on the Cost Report
Finding

The four owners of Just 4 Kids Pediatrics (J4KP) also own and operate One Stop Medical
(OSM). Each entity has two locations, Lawrenceburg and Pulaski, and at each location, both
entities operate in the same building. J4KP recorded transactions for both clinic locations in one
general ledger during the fiscal year ended December 31, 2017. At the end of the reporting period,
the expenses were allocated between the two J4KP clinic locations. Auditors noted that the
allocation methodologies were not consistent from year to year, and some allocation decisions
appeared to be arbitrary or did not accurately represent expenses incurred by the facility. After
reviewing the allocation methodologies used for J4KP, auditors requested the general ledger detail
for OSM for the period tested because they noted that expenses were shared between the two
entities. Auditors selected expenses from both general ledgers for further testing and concluded
that more accurate methodologies needed to be applied to determine the amount of allowable
expenses attributable to J4KP in Lawrenceburg for cost reporting purposes. Auditors applied the
following methodologies:
•

Costs identified as specific to the individual clinic were assigned directly to the facility.

•

The allowable expenses shared by both entities were allocated based on patient
utilization for J4KP and OSM.

•

Expenses such as rent, utilities, and property taxes were allocated based on the square
footage of each clinic.

•

Practitioners’ wages were allocated based on actual visit counts and the location where
each visit occurred.

•

Expenses incurred on behalf of a non-related third-party entity were disallowed.

Expenses reported on the J4KP Lawrenceburg cost
report for the year ended December 31, 2017, were
reduced by a net amount of $203,432.56, which
consists of nonallowable expenses of $213,503.34
and additional allowable expenses included after the
allocation of J4KP and OSM shared expenses of
$10,070.78.
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EXPENSES
were reduced by
$203,432.56, which
consists of $213,503.34 in
nonallowable expenses
and $10,070.78 in
additional allowable
expenses.

Details About Nonallowable Expenses
J4KP in Lawrenceburg included $213,503.34 of nonallowable expenses on the cost report
for the year ended December 31, 2017. The nonallowable expenses consisted of
 $99,987.00 in duplicated expenses,
 $75,218.27 in salary adjustments after the proper allocation of allowable salaries,
 $21,884.57 in excess owners’ compensation,
 $10,698.50 in excess related-party housekeeping salary expense,
 $2,905.00 in nonallowable Medical Director fees, and
 $2,810.00 in unsupported depreciation expense.
Duplicated Intercompany Expenses Included on the Cost Report for J4KP in Lawrenceburg
J4KP in Lawrenceburg duplicated intercompany expenses of $99,987, which consists of
 $83,681 in medical supplies,
 $257 in paper shredding expense,
 $7,394 in telephone expense, and
 $8,655 in utilities.
The expenses were included on the general ledger and in total expenses reported on the
cost report on Worksheet A before reclassifications and adjustments. Those same expenses were
added to total expenses through adjustments on Worksheet A-2 of the cost report for the fiscal year
ended December 31, 2017, resulting in the duplication of expenses totaling $99,987.
Salary Adjustments for Non-owners After Allocation of Allowable Salaries
Auditors reviewed the salary allocations for non-owners and made the appropriate
adjustments; salaries totaling $75,218.27 were disallowed for J4KP in Lawrenceburg for the tested
period ending December 31, 2017. This adjustment consists of
 $87,335.48 in disallowed office salaries, and
 $12,117.21 in additional allowable practitioner salaries.
Auditors allocated practitioner salaries based on the practitioner’s patient utilization at
J4KP in Lawrenceburg. This resulted in an additional $12,117.21 of allowable practitioner
salaries.
Many office employees worked at or had responsibilities that benefited more than one of
the J4KP or OSM locations during the period tested. Allowable office salaries, which include
management and billing, were allocated based on patient utilization at J4KP in Lawrenceburg. In
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cases where an employee worked exclusively at one location for the period tested, auditors
assigned the employee’s salary directly to the facility. This review resulted in additional
disallowances of $87,335.48 in office salaries.
Excess Owners’ Compensation
The cost report for the fiscal year ended December 31, 2017, includes $11,515.00 for
owners’ medical services compensation and $39,000.00 for owners’ administrative services
compensation. The owners self-reported the number of hours they spent performing clinical and
administrative services. Based on federal regulations, the reasonableness of a person’s
compensation is determined by comparing their compensation to the compensation of other
individuals under similar circumstances. The excess of owner’s compensation of $21,884.57 is
disallowed for fiscal year ended December 31, 2017. The medical services adjustment applies to
two owners, and the administrative services adjustment applies to all four owners. A reasonable
amount of $3,549.49 will be allowed for medical compensation for Full Time Equivalent (FTE)
totaling 0.04, disallowing the remaining $7,965.51. A reasonable amount of $25,080.94 will be
allowed for administrative services compensation for an FTE totaling 0.38, disallowing the
remaining $13,919.06.

J4KP and OSM Shared Expenses Detail
During the review process, auditors noted that some expenses were shared between J4KP
and OSM entities; however, not all allowable expenses were reported on the J4KP in
Lawrenceburg cost report for the fiscal year ended December 31, 2017. To ensure that appropriate
expenses are reported on the J4KP in Lawrenceburg cost report, auditors expanded the test work,
selected expenses from both entities’ general ledgers for further testing, and determined that shared
expenses from the general ledgers should be allocated. Auditors excluded $4,949.08 of expenses
from the J4KP general ledger (GL) prior to the allocation:
 $1,399.36 in prior-period expenses,
 $1,093.81 in unsupported expenses,
 $950.00 in an excessive hotel stay,
 $633.50 in marketing expense,
 $500.00 for a personal gift,
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 $272.41 in late fees and penalties, and
 $100.00 in duplicated expenses.
Auditors allocated shared allowable expenses such as medical supplies, insurance,
accounting fees, and office supplies based on the patient utilization; other expenses such as rent,
utilities, telephone, and maintenance were allocated based on the square footage of J4KP at the
Lawrenceburg location.
The allocation of the allowable shared expenses for J4KP and OSM resulted in $10,070.78
added to the allowable cost for J4KP in Lawrenceburg for the fiscal year ended December 31,
2017.
Auditors’ Allocation Process
J4KP
GL
OSM
GL

Shared
Expenses

Compare expenses
allocated to J4KP
Lawrenceburg to
expenses reported on
the cost report

Allocate
allowable
expenses

Cost added to J4KP
Lawrenceburg cost
report

General Allowability Standards
The allowability of costs is governed by applicable Medicare principles of reimbursement
for provider costs as set forth in Title 42, Code of Federal Regulations (CFR), Section 413, and
the Provider Reimbursement Manual (PRM).
According to 42 CFR 413.24, providers receiving payment on the basis of reimbursable
costs must provide adequate cost data. This must be based on their financial and statistical records,
which qualified auditors must be able to verify.
In addition, 42 CFR 413.9 states that payments to providers of services must be based on
reasonable cost of services. Implicit in this statement is 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, Section 2102.1, states that “in the absence of clear
evidence that the higher costs were unavoidable, the excess costs are not reimbursable under the
program.”
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Owner’s Compensation
Compensation for services furnished by partners is the amount determined to be
reasonable. PRM, Section 900, states that “a reasonable allowance of compensation for services
of owners is an allowable cost, provided the services are actually performed in a necessary
function.”
PRM, Section 902.4, states, “Necessary means that had the owner not furnished the
services, the institution would have had to employ another person to perform those services.”
Commingling Expenses Attributable to Sublease
OSM subleased a portion of the Lawrenceburg building utilized by OSM and J4KP to a
non-related third party and covered some of the expenses, such as housekeeping, telephone, and
utilities, for that entity. OSM and J4KP paid expenses on behalf of the third party; however, J4KP
failed to exclude the expenses and inappropriately included a portion of them on the cost report
for the fiscal year ended December 31, 2017.
Medicare Benefit Policy Manual, Chapter 13.100, states that “if a RHC or FQHC
[Federally Qualified Health Center] is located in the same building with another entity such as an
unaffiliated medical practice . . ., etc., the RHC or FQHC space must be clearly defined. If the
RHC or FQHC leases space to another entity, all costs associated with the leased space must be
carved out of the cost report.”
Medicare Benefit Policy Manual, Chapter 13.100, further details the treatment necessary
for resources (such as telephones or a receptionist) shared with another entity, stating that the RHC
or FQHC “must maintain accurate records to assure that all costs claimed for Medicare
reimbursement are only for the RHC or FQHC staff, space, or other resources. All shared staff,
space, or other resources must be allocated appropriately between RHC or FQHC and non-RHC
or non-FQHC usage to avoid duplicate reimbursement.”
Related-Party Expense
According to 42 CFR 413.17, “costs applicable to services, facilities, and supplies
furnished to the provider by organizations related to the provider by common ownership or control
are includable in the allowable cost of the provider at the cost to the related organization. However,
such cost must not exceed the price of comparable services, facilities, or supplies that could be
purchased elsewhere.”
Worksheet A-2-1, part I, “Statement of Costs of Services from Related Organizations,”
requires the provider to report costs incurred by the related organization and make any necessary
adjustments. J4KP in Lawrenceburg failed to submit Worksheet A-2-1 with the cost report
submitted to the Division of State Audit for fiscal year ended December 31, 2017.
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Results
As a result of the adjustments to allowable expenses above, the facility’s Prospective
Payment System (PPS) rate decreased as follows:
Period

Original Rate

June 30, 2016, through June 30, 2017
July 1, 2017, through June 30, 2018
July 1, 2018, through June 30, 2019

$121.18
$122.63
$124.35

Adjusted Rate

Difference

$88.57
$89.63
$90.89

$(32.61)
$(33.00)
$(33.46)

As a result of the adjustments to the PPS rates, as well as the adjustments to TennCare
visits and payments in Finding 2 and the adjustment to the total visits in Finding 3, the clinic
received overpayments totaling $828,563.75 for the period June 30, 2016, through June 30, 2019.

Recommendation
J4KP in Lawrenceburg should include only allowable expenses on the cost report. All
reported expenses should be adequately supported, for covered services, related to patient care,
and in compliance with other applicable regulations. Implementation of the audited rates is the
decision of the Division of TennCare.
Management’s Comment
TennCare May Not Make a Recoupment or Reconciliation Where the Clinic’s Final Rate is
Less Than Its Interim Rate.
An initial matter of great importance in responding to this audit is that TennCare
specifically states in its FAQs for RHC Final Rate Setting that it would not recoup or reconcile
when a clinic has an interim rate that was set prior to the moratorium and the final rate is lower.
TennCare’s FAQ Number 6 states 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
means there will be no recoupment in applying your final rate—your final rate will only be
applied prospectively.” The Clinic submitted its budgeted interim cost report to the State for its
review, and the budgeted cost report’s numbers upon which the interim rate was set were estimated
and predicted and were not based on actual costs and visits. No payments were made to the Clinic
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under the RHC program based on any inaccurate cost or visit information contained in the 2017
final cost report or the certification related thereto because even to date, the final PPS rate has
never been set and final PPS payments based on the final cost report have not been made.
During its on-site audit, the Comptroller’s Office found and pointed out to the Clinic certain
issues that it believed were errors in the 2017 cost report that would have the effect of lowering
the Clinic’s final PPS rate (the “Alleged Cost Report Errors”). Neither the Clinic nor its owners
were aware or had knowledge of the Alleged Cost Report Errors prior to the time of the on-site
audit when the auditors noted problems to them.
In the audit, the Comptroller, separate and apart from the Alleged Cost Report Errors, also
audited visits and payments based on the Clinic’s Quarterly Visit Reports from June 30, 2016 to
June 30, 2019 (the “Alleged Visit Report Errors”), which will be addressed below in Part III.
Alleged Cost Report Errors
Although TennCare has stated that it would not recoup or reconcile as a result of final PPS
rates that are lower than interim rates, thereby rendering the issue of recoupment or reconciliation
by the State based on alleged cost report errors moot, the issue of setting the actual final PPS rate
going forward remains highly relevant to the clinic, as it desires to continue to serve the health
needs of children in its rural area.
The State set the Clinic’s interim rate at $121.18 per visit in 2016. The audit reduces that
interim rate by $31.61 per visit down to $88.57 per visit (as of 2016 and subsequently increased
for MEI). The interim rate, when set, was much lower than neighboring clinics with similar
caseloads, and it is much lower than what the initial rate and final rate would be set at now for any
newly enrolling clinic in the RHC program in Lawrenceburg. This final rate, as adjusted by the
Comptroller, would be among the very lowest rates in the state. The Clinic is a pediatrics clinic
serving sick children located in both a HPSA and a MUA. Under this rate, the Clinic will likely
close. This result is very severe in light of low-income patients’ needs and the lack of available
healthcare professionals, especially the lack of pediatric providers.
With respect to the Comptroller’s allocation of expenses and the methodology thereof, the
Clinic lacks sufficient knowledge and information at this point, without procuring its own further
detailed accounting analysis, to determine whether the Clinic is in agreement with the
Comptroller’s expense allocations. In general, it appears initially that allocating expenses among
four clinics rather than between the two separate legal entities (One Stop and Just 4 Kids) may not
necessarily result in the most accurate allocation method.
With respect to any excess owners’ compensation disallowances, as a general matter, we
maintain that the amounts reported on the cost report were already not only reasonable, but less
than fair market value based on national benchmarking healthcare surveys and based on an
independent fair market value study. The total amount that the Comptroller considers to be
reasonable for owners’ compensation is based on data that is inapplicable and inapposite (the TN
OWI does not have data for Lawrenceburg). Furthermore, the amount that the Comptroller’s
Office considers to be reasonable for owners’ compensation is not adjusted upward to take into
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account executive level/owner value and compensation, including risk-bearing and
owner/executive level functions and duties that non-owner practice administrators do not bear or
perform. Finally, the amount of owners’ compensation that the Comptroller’s Office deems to be
reasonable is too low when compared to national healthcare compensation benchmarking data, an
independent fair market value study conducted by a national valuation firm (a copy of which our
counsel can furnish upon your request), and U.S. Census Bureau data.
Auditor’s Comment
Recoupment – The Department of Finance and Administration will be the agency to make
recoupment decisions.
Cost Report Errors – The rate computed as a result of the examination depends on several
components. The facility duplicated the intercompany expenses by $99,987 which should be
removed from facility’s final cost report submitted to the State. The facility completely omitted
one provider’s visits in the total on the cost report, thus under-reported the total visits by 1,252.
The adjustment to total visits further reduces the rate.
Allocation of Expenses – Due to the allocation methodologies utilized by the auditee not being
consistent from year to year, and that some allocation decisions appeared to be arbitrary or did not
accurately present expenses incurred by the facility, auditors had to employ a more accurate and
consistent means of allocating costs. Auditors noted that not all allowable expenses were reported
on J4KP in Lawrenceburg cost report, and the allocation of shared expenses resulted in additional
allowable expenses.
Owner’s Compensation – Auditors obtained supporting documentation and signed statements
from management which is reflected in the auditor’s adjustments. Administrative compensation
was calculated utilizing accepted formulas applicable to the owners of other Rural Health Clinics,
and the medical services compensation was determined using data from the Tennessee Department
of Labor and Workforce Development. Therefore, auditors are applying federal regulations to
determine the reasonableness of compensation by comparing to compensation of other individuals
under similar circumstances.

2.

Failure to Accurately Report TennCare Visits and Payments
Finding

Just 4 Kids Pediatrics in Lawrenceburg failed to accurately report visits and payments on
the quarterly invoices submitted to the State of Tennessee. During the examination for the period
June 30, 2016, through June 30, 2019, auditors determined that the paid TennCare visits totaled
20,137, while the clinic reported 20,246, thus overreporting 109 visits. The visits variance is the
net result of the facility not reporting all paid TennCare claims and improperly including duplicate
and denied claims.
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During the examination for the period June 30, 2016, through June 30, 2019, auditors
determined that Managed Care Organization (MCO), third-party liability (TPL), and patient
payments totaled $1,354,068.48, while the clinic reported $1,208,319.00 in payments. The facility
failed to include $145,749.48 in payments received from MCOs, third parties, and patients for the
period tested.

Section 6402 of the Affordable Care Act contains obligations for health care providers
regarding reporting and returning overpayments from the Division of TennCare or one of its
contractors. Overpayments that are not returned within 60 days from the date the overpayment
14

was identified can trigger a liability under the False Claims Act. The overpayment will be
considered an “obligation” as this term is defined in Title 31, United States Code, Section
3729(b)(3). The False Claims Act subjects a provider to a fine and triple the amount of damages,
known as “treble damages,” if he or she knowingly conceals or knowingly and improperly avoids
or decreases an obligation to pay money to the federal government.
Recommendation
Just 4 Kids Pediatrics in Lawrenceburg should establish procedures to ensure that it submits
accurate quarterly invoices to the State of Tennessee. The invoices should reflect the actual paid
TennCare visits and all monies received for TennCare services for each quarter reported. Upon
the Division of TennCare’s approval, State Audit will reprocess all quarterly settlements after this
report is released.
Management’s Comment
The Clinic does not practicably have the resources or data to determine, calculate, and
produce evidence to controvert the TennCare MCO claims data regarding allegedly underreported
MCO revenue. Although the Clinic was previously inclined to repay these amounts based on the
Comptroller’s numbers in the prior draft audits for Pulaski and Lawrenceburg Just 4 Kids, it has
since then received these new audits with much higher amounts of alleged overpayments.
Additionally, it has received draft audits for two other affiliated clinics that also reflect large
amounts that it has no current ability to repay. Finally, in running some sampling on some claims,
the Clinics are not getting the numbers that the Comptroller got, so we are uncertain of what, if
any, amount the Clinic may owe.
Therefore, the Clinic is commencing to conduct audit and investigative work required to
determine and identify any overpayment amount. In doing so, it will require obtaining a great deal
of information and time.
Auditor’s Comment
Auditors are working closely with the clinics’ Chief Financial Officer (CFO) to ensure the
facility runs reports with appropriate parameters to capture all TennCare paid claims and monies
received on all TennCare services. The CFO has acknowledged discrepancies and is working on
producing reports to capture the appropriate information.
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3.

Failure to Accurately Report Total Visits on the Cost Report
Finding

Just 4 Kids Pediatrics in Lawrenceburg failed to accurately report total visits on the cost
report for the fiscal year ended December 31, 2017. The examination disclosed a total of 8,053,
while only 6,801 total visits were reported on the cost report for the fiscal year ended December
31, 2017; thus, the clinic underreported 1,252 total visits.

The clinic’s underreported 1,252 total visits consist of
•

1,247 visits for services rendered by a physician that were inappropriately excluded
from the total visits;

•

14 visits for services rendered by three practitioners that were also inappropriately
excluded; and

•

9 visits for services rendered that were inappropriately included in the total visits.

According to 42 CFR 413.24, providers receiving payment on the basis of reimbursable
cost must provide adequate cost data. This must be based on their financial statistical records,
which qualified auditors must be able to verify.
The adjustment to total visits is incorporated in the Prospective Payment System rate
change in the nonallowable expense finding (Finding 1).
Recommendation
Just 4 Kids Pediatrics in Lawrenceburg should establish procedures to ensure that it reports
accurately the total visits on the cost report.
Management’s Comment
Management did not comment to this finding.
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Just 4 Kids Pediatrics in Lawrenceburg
Settlement Calculation
Dates of Service 6/30/2016 to 6/30/2019
A

Quarter Ended
9/30/2016
12/31/2016
3/31/2017
6/30/2017
9/30/2017
12/31/2017
3/31/2018
6/30/2018
9/30/2018
12/31/2018
3/31/2019
6/30/2019

TennCare Visits
as Reported by
Clinic
773
802
217
1,394
1,933
2,264
2,137
1,842
2,240
2,530
2,576
1,538

B
MCO & TPL
Payments
Reported by
Clinic
$
45,989.00
53,927.00
13,180.00
67,288.00
92,628.00
118,081.00
140,091.00
120,330.00
132,809.00
154,074.00
165,685.00
104,237.00

20,246 $

1,208,319.00

C
D
E
F
G
H
I
TennCare
Amount Paid by
Tentative
Amount Due
Visits per
Reimbursable Cost MCOs & TPL per Settlements Paid
from/(to) State
TennCare
PPS Rate
(C*D)
by TennCare
Total Paid (F+G)
(E-H)
Claims Data
Claims Data
839
$88.57 $
74,310.23 $
59,303.89 $
47,683.00 $
106,986.89 $
(32,676.66)
1,050
$88.57
92,998.50
76,062.58
43,260.00
119,322.58
(26,324.08)
1,474
$88.57
130,552.18
102,847.18
13,116.00
115,963.18
14,589.00
1,251
$88.57
110,801.07
81,858.03
101,637.00
183,495.03
(72,693.96)
1,354
$89.63
121,362.87
94,824.36
144,425.00
239,249.36
(117,886.49)
1,930
$89.63
172,991.38
129,576.41
159,564.00
289,140.41
(116,149.03)
2,027
$89.63
181,685.77
138,298.48
121,979.00
260,277.48
(78,591.71)
1,740
$89.63
155,961.14
115,347.33
105,563.00
220,910.33
(64,949.19)
1,931
$90.89
175,504.15
126,999.76
145,738.00
272,737.76
(97,233.61)
2,293
$90.89
208,405.50
144,323.71
160,535.00
304,858.71
(96,453.21)
2,394
$90.89
217,585.15
159,328.26
154,644.00
313,972.26
(96,387.11)
1,854
$90.89
168,505.80
125,298.49
87,015.00
212,313.49
(43,807.69)
20,137

$

1,810,663.73 $

1,354,068.48 $

1,285,159.00 $

Amount Due to TennCare: Rate Change
Amount Due to TennCare: Underreported Payments
Amount Due to TennCare: Overreported TennCare Visits
Total Amount Due to TennCare

17

2,639,227.48 $

(828,563.75)

($671,009.55)
(145,749.48)
(11,804.72)
$ (828,563.75)

MATTER FOR LEGISLATIVE CONSIDERATION
More Guidance Is Necessary to Assess the Reasonableness of Consulting Fees Paid by Rural
Health Clinics
As auditors performing this examination, we are charged with concluding on the assertion
that Just 4 Kids Pediatrics in Lawrenceburg reported reasonable and allowable costs on its cost
report. The reasonableness of the costs is especially critical because the costs are used to identify
the rate of reimbursement the Rural Health Clinic (RHC) will receive for years to come.
With many cost categories, this analysis is achievable because there are clear rules that
define which is considered allowable. In the case of consulting fees, the rules are much less
defined. RHCs often pay consulting fees during the first years of operation because expertise is
needed to navigate the process of becoming a Rural Health Clinic. Many times, these services are
temporary, and in some cases the arrangement is ongoing over many years, as in the case of Just
4 Kids Pediatrics.
While the consulting fees category would seem to be a reasonable cost of doing business
and could allowably be included on the cost report, the total amount that is allowable can be much
less certain, particularly when the consulting fee is utilizing a contingent fee approach. A
contingent fee is a fee that is calculated not based on the cost of the actual services provided, but
based on a portion of the new revenue that the clinic is able to obtain when designated as a Rural
Health Clinic.
We are unable to assess an allowable amount for these services without inadvertently
establishing a precedent that we fear could be perceived as establishing our own rule. As such, we
have not disallowed the cost for the purposes of establishing a rate for this RHC.
We recommend that the Division of TennCare continues the discussion to identify
allowable thresholds for consulting firms that operate based on contingency fees. While it is
possible the issue becomes moot as the RHCs move to a caseload-adjusted regional rate, if
TennCare determines that thresholds are still needed for the larger RHCs that will not use average
rates, the division should seek approval from the legislature as needed to adopt the thresholds.
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