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March 24, 2016 

 
 
 
The Honorable Bill Haslam, Governor 
 and 
Members of the General Assembly 
State Capitol 
Nashville, Tennessee 37243 
 and 
Mr. Darin Gordon, Deputy Commissioner 
Bureau 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 nursing facilities 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 Medicaid cost report of Life 
Care Center of Bruceton-Hollow Rock, Bruceton, Tennessee, for the period January 1, 2012, 
through December 31, 2012; resident days for the period January 1, 2012, through August 30, 
2013; and resident accounts for the period October 1, 2012, through September 30, 2013.  

 Sincerely, 

 
 Deborah V. Loveless, CPA 
 Director 

DVL/pn 
14/029
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January 1, 2012, Through December 31, 2012; 
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and Resident Accounts for the Period 
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FINDING RECOMMENDING MONETARY REFUND 

Nonallowable Expenses Included on the 
Cost Report 
The facility reported $843.25 of total 
nonallowable marketing-related expenses in 
its cost report for the fiscal year ended 
December 31, 2012.  An additional 

adjustment of indirect cost to marketing of 
$14,177.00 was determined during the 
examination.  The adjustment to allowable 
expenses resulted in overpayments of 
$12,251.19, computed from July 1, 2013, 
through June 30, 2015 (page 5). 
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Life Care Center of Bruceton-Hollow Rock 
Bruceton, Tennessee 

Cost Report for the Period 
January 1, 2012, Through December 31, 2012; 

Resident Days for the Period 
January 1, 2012, Through August 30, 2013; 

and Resident Accounts for the Period 
October 1, 2012, Through September 30, 2013 

 
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 nursing facilities that participate in the Tennessee Medicaid Nursing Facility 
Program. 
  
 Under their agreements with the state and as stated on cost reports submitted to the state,   
participating nursing facilities 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 nursing facilities’ assertions that they are in 
compliance with such requirements.  
 
 
BACKGROUND  
 
 To receive services under the Medicaid Nursing Facility Program, a recipient must meet 
Medicaid eligibility requirements under one of the coverage groups included in the State Plan 
for Medical Assistance.  The need for nursing care is not in itself sufficient to establish 
eligibility.  Additionally, a physician must certify that recipients need nursing facility care before 
they can be admitted to a facility.  Once a recipient is admitted, a physician must certify 
periodically that continued nursing care is required.  The number of days of coverage available 
to recipients in a nursing facility is not limited. 
 
 The Medicaid Nursing Facility Program provides for nursing services on two levels of 
care.  Level I Nursing Facility (NF-1) services are provided to recipients who do not require an 
intensive degree of care.  Level II Nursing Facility (NF-2) services, which must be under the 
direct supervision of licensed nursing personnel and under the general direction of a physician, 
represent a higher degree of care.  
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 Life Care Center of Bruceton-Hollow Rock, Bruceton, Tennessee, provides both NF-1 
and NF-2 services.  The facility is owned and operated by Life Care Centers of America.  The 
officers/members of the board of directors as of October 22, 2013, are as follows:  
 

Forrest Preston 
John McMullan 
Beecher Hunter 

J. Stephen Ziegler 
Joann Crooks 

Kenneth L. Scott, Jr., D.O. 
 
 During the examination period, the facility maintained a total of 130 licensed nursing 
facility beds.  The Division of Quality Assurance of the Department of Health licensed the 
facility for these beds.  Eligible recipients receive services through an agreement with the 
Department of Health.  Of the 47,580 available bed days, the facility reported 20,434 for 
Medicaid NF-1 residents and 355 for Medicaid NF-2 residents for the year ended December 31, 
2012.  Also, the facility reported total operating expenses of $6,370,005.00 for the period. 
 
 The Division of Quality Assurance inspected the quality of the facility’s physical plant, 
professional staff, and resident services.  The nursing facility met the required standards. 
 
 The following Medicaid reimbursable rates were in effect for the period covered by this 
examination: 
 

 Level I NF Level II NF 
Period (744-0361) (044-5326) 

   
January 1, 2012, through June 30, 2012 $146.80 $173.35 

July 1, 2012, through June 30, 2013 $144.04 $178.41 
July 1, 2013, through June 30, 2014 $159.26 $184.96 
July 1, 2014, through June 30, 2015 $163.78 $152.36 

 
 
PRIOR EXAMINATION FINDINGS 
 
 The facility has not been examined within the past five years. 
 
 
SCOPE OF THE EXAMINATION 
 
 Our examination covers certain financial-related requirements of the Medicaid Nursing 
Facility 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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STATE OF TENNESSEE 

C O M P T R O L L E R  O F  T H E  T R E A S U R Y  
DEPARTMENT OF AUDIT 

DIVISION OF STATE AUDIT 
SUITE 1500, JAMES K. POLK STATE OFFICE BUILDING 

NASHVILLE, TENNESSEE  37243-1402 
PHONE (615) 401-7897 

FAX (615) 532-2765 

 
Independent Accountant’s Report 

 
November 7, 2013 

 
 
 
The Honorable Bill Haslam, Governor 
 and 
Members of the General Assembly 
State Capitol 
Nashville, Tennessee 37243 
 and 
Mr. Darin Gordon, Deputy Commissioner 
Bureau 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 
November 7, 2013, that Life Care Center of Bruceton-Hollow Rock complied with the following 
requirements:   

 Income and expenses reported on the “Medicaid Nursing Facility Level 1 Cost 
Report” for the fiscal year ended December 31, 2012, are reasonable, allowable, and 
in accordance with state and federal rules, regulations, and reimbursement principles. 

 Resident days reported on the cost report have been counted in accordance with state 
regulations.  Medicaid resident days billed to the state from January 1, 2012, through 
August 30, 2013, when residents were hospitalized or on therapeutic leave are in 
accordance with the bed hold rules. 

 Charges to residents and charges to residents’ personal funds from October 1, 2012, 
through September 30, 2013, are in accordance with state and federal regulations. 
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Page Two 
November 7, 2013 
 
 
 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. 

 Our examination was conducted in accordance with attestation standards established by 
the American Institute of Certified Public Accountants, and accordingly, included examining, on 
a test basis, evidence about Life Care Center of Bruceton-Hollow Rock’s compliance with those 
requirements and performing other such procedures we considered necessary.  We believe that 
our examination provides a reasonable basis for our opinion.  Our examination does not provide 
a legal determination on Life Care Center of Bruceton-Hollow Rock’s compliance with specified 
requirements. 
 
 Our examination disclosed the following instance of material noncompliance applicable 
to state and federal regulations: 
 

 nonallowable expenses included on the cost report. 
 

In our opinion, except for the instances of material noncompliance described above, Life 
Care Center of Bruceton-Hollow Rock complied with, in all material respects, the 
aforementioned requirements for the income and expenses reported on the Medicaid cost report 
for the period January 1, 2012, through December 31, 2012; resident days for the period January 
1, 2012, through August 30, 2013; and resident accounts for the period October 1, 2012, through 
September 30, 2013. 

 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 

DVL/pn 
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FINDING AND RECOMMENDATION 

 

 
Nonallowable Expenses Included on the Cost Report 
 

Finding 
 

 Life Care Center of Bruceton-Hollow Rock included $843.25 of nonallowable marketing-
related expenses on the “Medicaid Nursing Facility Level 1 Cost Report” for the year ended 
December 31, 2012.  The nonallowable expenses consisted of $126.65 of marketing-related 
business meals expenses; $116.60 of marketing-related meeting expenses; and $600.00 of 
marketing-related contracted service expenses in the activities cost center.  An additional 
adjustment of indirect cost to marketing of $14,177.00 was determined during the examination. 
 
 Chapter 1200-13-6-.09 of the Rules of Tennessee Department of Finance and 
Administration states that “adequate financial records, statistical data, and source documents 
must be maintained for proper determination of costs under the program.”  The following are 
expenses not considered a part of the cost of providing routine service, and should be deducted: 
 

 Advertising costs incurred which seek to increase patient population or 
utilization of the provider’s facilities by the general public. 

 
 As a result of the above adjustments, the facility’s Medicaid reimbursable rate was 
affected as follows: 
 

Period Original Rate Adjusted Rate Difference 
    

 July 1, 2013, through June 30, 2014 $159.26 $158.67 ($   0.59) 
July 1, 2014, through June 30, 2015 $163.78 $163.77 ($   0.01) 

 
 The above rate adjustments will be sent to the Bureau of TennCare for reprocessing of all 
Medicaid claims for each corresponding period.  Overpayments made to the facility as a result of 
these adjustments are estimated at $12,251.19, computed from July 1, 2013, through June 30, 
2015. 
 
 

Recommendation 
 

 Life Care Center of Bruceton-Hollow Rock should include only allowable expenses on 
the “Medicaid Nursing Facility Level 1 Cost Report.”  All reported expenses should be 
adequately supported, should only be used for covered services, and should be in compliance 
with other applicable regulations.  The Bureau of TennCare should reprocess all Medicaid claims 
for the period July 1, 2013, through June 30, 2015.  The estimated recoupment for the 
reprocessed Medicaid claims for this period is $12,251.19. 
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Management’s Comment 
 

 Bruceton disagrees with State Audit’s allocation of administrative and general cost to the 
marketing cost center based on Section 2328 of the Provider Reimbursement Manual (PRM) 
pertaining to “Distribution of General Service Costs to Nonallowable Cost Areas.”  In Section D 
it states that where the costs attributable to any nonallowable cost area are so insignificant as to 
not warrant establishment of a nonreimbursable cost center, these costs may be adjusted on the 
Adjustments to Expenses worksheet of the cost reporting forms.  Based on my experience as a 
Medicare auditor and the training I received during my employment with the intermediary, if it is 
determined that a nonallowable expense results in little use of administrative and general 
expense or if an allocation of administrative and general expense would result in an inequitable 
allocation to the nonallowable area, then the provider can forego any allocation of administrative 
and general expense to the nonallowable area.  We believe the marketing department at Bruceton 
does not require an allocation of administrative and general expense.  The marketing associate 
requires minimal supervision.  In addition, any time for the business office to process the 
person’s payroll check and process any invoices related to marketing expenditures would be 
minimal.  State Audit has proposed allocating $14,421.00 in administrative and general expense 
to the marketing area, which is significantly more than the minimal administrative expense that 
would have been incurred to supervise the marketing associate and process the payroll checks 
and payables checks related to the marketing department. 
 
 Bruceton’s assertion regarding no allocation of administrative and general cost is best 
supported by State Audit’s previous review of this matter.  State Audit identified marketing as a 
separate column on their overhead allocation schedule.  In this column, statistics were included 
for the allocation of employee benefits and space costs; however, State Audit did not include any 
statistics for an allocation of administrative and general expenses.  This shows State Audit 
agreed with our determination that in accordance with PRM Section 2328, no administrative and 
general overhead expense is required to be allocated to the marketing department for the 2012 
Level 1 Medicaid cost report. 
 
 Bruceton’s position on State Audit’s draft finding pertaining to the allocation of indirect 
cost to marketing is as follows: 
 

 There should not be an allocation of administrative and general cost to the marketing 
department, which agrees with State Audit’s determination made during the desk 
audit process. 

 
 State Audit made additional adjustments for $116.60 for marketing-related meeting 
expenses and $600.00 of marketing-related contracted service expense.  Bruceton agrees those 
amounts are nonallowable.  Education will be provided to Bruceton’s business office about 
coding such expenses. 
 
 Life Care Center of Bruceton-Hollow Rock intends to request an appeal hearing from the 
Department of Finance and Administration. 
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Rebuttal 
 

 Life Care Center of Bruceton-Hollow Rock reclassified marketing direct salary expense 
to a nonreimbursable cost center on its Medicare report each year, as it did in 2012 and 2013,  
which State Audit believes is appropriate.  State Audit believes that the indirect costs are to be 
allocated to any direct non-allowable cost center, unless the direct dollars are so insignificant as 
to not warrant the exercise of removing nominal indirect expenses.  In this case, indirect costs 
alone were nearly $33,000, hardly a negligible amount. 
 
 Although the desk review of Life Care Center of Bruceton-Hollow Rock failed to identify 
and allocate all of the indirect administrative and general costs associated to the provider’s 
nonallowable marketing costs, this in no way indicates agreement with the provider’s 
determination.  Marketing departments, as well as any other allowable or nonallowable cost 
centers, are all components of the whole and all benefit indirectly from the facility’s 
administrative oversight.  As such, State Audit believes that not only are the indirect 
administrative and general costs applicable to the marketing department, but they are also 
significant, despite the implicit assertion in management’s comments that they are not.  If the 
costs were insignificant, State Audit believes there would have been no non-concurrence. 
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SUMMARY OF MONETARY FINDING AND RECOMMENDATION 

Source of Overpayments 

   Rate reduction (see finding)  $12,251.19 

   

Disposition of Overpayments 

   Due to the State of Tennessee  $12,251.19 

   

   

   

 
 


