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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended, is
to protect the integrity of the Department of Health and Human Services (HHS) programs, as well as the
health and welfare of beneficiaries served by those programs. This statutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components:

Office of Audit Services

The Office of Audit Services (OAS) provides auditing services for HHS, either by conducting audits with
its own audit resources or by overseeing audit work done by others. Audits examine the performance of
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and are
intended to provide independent assessments of HHS programs and operations. These assessments help
reduce waste, abuse, and mismanagement and promote economy and efficiency throughout HHS.

Office of Evaluation and Inspections

The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, Congress,
and the public with timely, useful, and reliable information on significant issues. These evaluations focus
on preventing fraud, waste, or abuse and promoting economy, efficiency, and effectiveness of
departmental programs. To promote impact, OEI reports also present practical recommendations for
improving program operations.

Office of Investigations

The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of fraud and
misconduct related to HHS programs, operations, and beneficiaries. With investigators working in all 50
States and the District of Columbia, Ol utilizes its resources by actively coordinating with the Department
of Justice and other Federal, State, and local law enforcement authorities. The investigative efforts of Ol
often lead to criminal convictions, administrative sanctions, and/or civil monetary penalties.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering
advice and opinions on HHS programs and operations and providing all legal support for OIG’s internal
operations. OCIG represents OIG in all civil and administrative fraud and abuse cases involving HHS
programs, including False Claims Act, program exclusion, and civil monetary penalty cases. In
connection with these cases, OCIG also negotiates and monitors corporate integrity agreements. OCIG
renders advisory opinions, issues compliance program guidance, publishes fraud alerts, and provides
other guidance to the health care industry concerning the anti-kickback statute and other OIG enforcement
authorities.




Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov

Section 8L of the Inspector General Act, 5 U.S.C. App., requires
that OIG post its publicly available reports on the OIG Web site.

OFFICE OF AUDIT SERVICES FINDINGS AND OPINIONS

The designation of financial or management practices as
guestionable, a recommendation for the disallowance of costs
incurred or claimed, and any other conclusions and
recommendations in this report represent the findings and
opinions of OAS. Authorized officials of the HHS operating
divisions will make final determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND
Health Center Program

The Health Centers Consolidation Act of 1996 (P.L. No. 104-299) consolidated the Health
Center Program under section 330 of the Public Health Service Act (42 U.S.C. § 254b). The
Health Center Program provides comprehensive primary health care services to medically
underserved populations through planning and operating grants to health centers. Within the
U.S. Department of Health and Human Services, the Health Resources and Services
Administration (HRSA) administers the program.

The Health Center Program provides grants to non-profit private or public entities that serve
designated medically underserved populations and areas, as well as, vulnerable populations of
migrant and seasonal farm workers, the homeless, and residents of public housing. These grants
are authorized under Section 330 of the Health Centers Consolidation Act of 1996, and include
the Rural Health Care Service Outreach and Teleheath Network Program grants.

American Recovery and Reinvestment Act of 2009

Under the American Recovery and Reinvestment Act of 2009, P.L. No. 111-5 (Recovery Act),
enacted February 17, 2009, HRSA received $2.5 hillion, $2 billion of which was to expand the
Health Center Program by serving more patients, stimulating new jobs, and meeting the expected
increase in demand for primary health care services among the Nation’s uninsured and
underserved populations. HRSA awarded a number of grants using Recovery Act funding in
support of the Health Center Program, including Health Information Technology Implementation
grants.

Community Health Network, Inc.

Community Health Network, Inc. (CHN), is a non-profit corporation located in Savannah,
Tennessee that furnishes various information technology services, including el ectronic storage
and data processing services to rural health care providersin Tennessee. CHN also performs
other healthcare-related work pursuant to the terms of specific grantsthat it received, such as
promoting and financing physicians' use of electronic prescriptions.

CHN isfunded primarily from Federal, State, and private grants and fees from rural health
clinics. During calendar years 2009 and 2010, HRSA awarded CHN grant funding totaling
approximately $3.2 million.

Federal Requirements for Grantees
CHN must comply with Federal cost principlesin 2 CFR part 230, Cost Principles for Non-

Profit Organizations; the requirements for health centersin 42 U.S.C. 8§ 254(b); and the financial
management system requirementsin 45 CFR § 74.21.



Health Resources and Services Administration Concerns

After CHN officials informed HRSA that they were uncertain about CHN’ s ability to continueits
operations, HRSA requested that we perform areview of CHN’s ability to complete its grant
requirements.

OBJECTIVES

Our objectives were to determine whether (1) CHN had the financial and human resources
needed to complete the requirements of its HRSA grants and (2) CHN'’ s grant expenditures
were alowable under the terms of the grants and applicable Federal requirements.

SUMMARY OF FINDINGS

CHN had sufficient financial and human resources to complete the requirements of its HRSA
grants. However, CHN had significant liabilities, in excess of $1 million, that could affect its
ability to pay its recurring expenses in the future. Furthermore, CHN charged $4,796 in
unallowable costs to its Telehealth Network Program grant.

The unallowable costs that CHN charged to aHRSA grant, as well as the liabilities that pose a
threat to its continued ability to pay recurring expenses, were attributable to CHN’ s inadequate
internal controls, including alack of segregation of duties, to properly manage income and
expenses.

RECOMMENDATIONS
We recommend that HRSA:

e continue CHN’ s restricted reimbursement drawdown status until its liabilities have been
resolved,

e monitor CHN'’sresolution of its liabilities for their impact on CHN's ability to continue
to meet the requirements of its HRSA grants,

e monitor CHN’s efforts to strengthen itsinternal controls and its ability to account for the
use of funds, and

e require CHN to refund to the Federal Government $4,796 in unallowable costs charged to
its Telehealth Network Program grant.

COMMUNITY HEALTH NETWORK, INC., COMMENTS

In written comments on our draft report, CHN concurred with our finding regarding unallowable
costs charged to its Telehealth Network Program grant and discussed steps it had taken to resolve
its significant liabilities and strengthen itsinternal controls. CHN’s comments are included in
their entirety as Appendix A.



HEALTH RESOURCES AND SERVICES ADMINISTRATION COMMENTS AND
OFFICE OF INSPECTOR GENERAL RESPONSE

In written comments on our draft report, HRSA concurred with our first, second, and third
recommendations. With regard to our fourth recommendation, HRSA stated that it will work
with the grantee to determine whether any of the $4,796 is unallowable and should be refunded.
We maintain that the $4,796 that CHN charged to its Telehealth Network Program grant is
unallowable and stand by our recommendation that HRSA require CHN to refund that amount to
the Federal government.

HRSA’s comments are included in their entirety as Appendix B.
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INTRODUCTION
BACKGROUND
Health Center Program

The Health Centers Consolidation Act of 1996 (P.L. No. 104-299) consolidated the Health
Center Program under section 330 of the Public Health Service Act (42 U.S.C. § 254b). The
Health Center Program provides comprehensive primary health care services to medically
underserved populations through planning and operating grants to health centers. Within the
U.S. Department of Health and Human Services (HHS), the Health Resources and Services
Administration (HRSA) administers the program.

The Health Center Program provides grants to non-profit private or public entities that serve
designated medically underserved populations and areas, as well as, vulnerable populations of
migrant and seasonal farm workers, the homeless, and residents of public housing. These grants
are authorized under Section 330 of the Health Centers Consolidation Act of 1996, and include
the Rural Health Care Service Outreach and Teleheath Network Program grants.

American Recovery and Reinvestment Act of 2009

Under the American Recovery and Reinvestment Act of 2009, P.L. No. 111-5 (Recovery Act),
enacted February 17, 2009, HRSA received $2.5 hillion, $2 billion of which was to expand the
Health Center Program by serving more patients, stimulating new jobs, and meeting the expected
increase in demand for primary health care services among the Nation’s uninsured and
underserved populations. HRSA awarded a number of grants using Recovery Act funding in
support of the Health Center Program, including Health Information Technology Implementation
(HIT) grants.

Community Health Network, Inc.

Community Health Network, Inc. (CHN), is a non-profit corporation located in Savannah,
Tennessee that furnishes various information technology services, including el ectronic storage
and data processing services to rural health care providersin Tennessee. CHN also performs
other healthcare-related work pursuant to the terms of specific grantsthat it received, such as
promoting and financing the use of e ectronic prescriptions.

CHN isfunded primarily by Federal, State, and private grants and fees from rura health clinics.
During calendar years (CY) 2009 and 2010, CHN had revenues from all funding sources totaling
$2.8 million and $1.2 million, respectively. CHN’stotal revenues included amounts from the
HRSA grants as well as from other non-Federal sources, such as from fees charged for
information technology services provided to various health clinics and non-Federal grants.

During CYs 2009 and 2010, CHN had three HRSA grants. (1) a 3-year grant under the Rural
Health Care Services Outreach Program totaling $375,000, (2) a 3-year grant under the
Telehealth Network Program totaling $740,000, and (3) a2-year HIT grant totaling $2,110,936
that was awarded under the Recovery Act.



Health Resources and Services Administration Concerns

In January 2010, CHN'’s chief executive officer (CEO) resigned. CHN’s Board of Directors
(Board) then discovered that a number of payments had been made to the CEO and chief
financial officer (CFO) for unauthorized bonuses and persona expenses. In March 2010, CHN’s
CFO was terminated. In January 2011, CHN expressed doubts to HRSA about its ability to
continue its operations and CHN officias suggested to HRSA that if CHN discontinued its
operations, Tennessee Primary Care Association (TNPCA) could assume CHN’s HIT Recovery
Act grant. Although CHN did not discontinue its operations, it relinquished its HIT Recovery
Act grant to HRSA in October 2011. HRSA re-awarded the HIT grant to TNPCA in December
2011, and HRSA allowed CHN to continue work under its Rural Health Care Services Outreach
and Telehealth Network grants.

After CHN officials informed HRSA that they were concerned about CHN'’ s ability to continue
its operations, HRSA requested that we perform areview of CHN’s ability to complete its grant
requirements.

Federal Requirements for Grantees

Title 45, part 74, of the Code of Federal Regulations establishes uniform administrative
reguirements governing HHS grants and agreements awarded to non-profit organizations. Asa
non-profit organization in receipt of Federal funds, a grantee must comply with Federal cost
principlesin 2 CFR part 230, Cost Principles for Non-Profit Organizations (formerly Office of
Management and Budget Circular A-122), incorporated by reference at 45 CFR § 74.27(a).
These cost principles require that grant expenditures submitted for Federal reimbursement be
allowable. The HHS awarding agency may include additional requirements that are considered
necessary to attain the award’ s objectives.

To help ensure that Federal requirements are met, grantees must maintain financial management
systemsin accordance with 45 CFR 8 74.21. These systems must provide for accurate, current, and
complete disclosure of the financial results of each HHS-sponsored project or program (45 CFR

§ 74.21(b) (1)) and must ensure that accounting records are supported by source documentation

(45 CFR 8§ 74.21(b) (7)). Grantees aso must have written procedures for determining the
allowability of costsin accordance with applicable Federal cost principles and the terms and
conditions of the award (45 CFR § 74.21(b) (6)). Furthermore, recipients are responsible for
managing and monitoring each project, program, sub award, function, or activity supported by the
award (45 CFR 8§ 74.51(a)).

Special Award Conditions

Pursuant to 45 CFR § 74.14, HRSA may impose additional requirementsif a grant recipient has
ahistory of poor performance, is not financially stable, does not have a management system that



meets Federal standards, has not conformed to the terms and conditions of a previous award, or
is not otherwise responsible. Effective January 2011, HRSA imposed a specia award condition
that required CHN to obtain HRSA approval before withdrawing any HRSA grant funds.*

State of Tennessee Investigative Audit Report

On July 7, 2011, the Tennessee Comptroller of the Treasury, Department of Audit, Division of
Municipal Audit (State Auditor), issued an investigative audit report (State Auditor’s report)
concerning CHN’ s management of grant funds. The investigative audit, covering the period
January 1, 2007, through December 31, 2009, was initiated after CHN failed to provide adequate
documentation that it had fulfilled the terms of a Tennessee Department of Finance and
Administration contract and, as aresult, owed the State of Tennessee $628,948. According to
the State Auditor’ s report, the audit revealed possible criminal conduct by CHN’s former CEO
and former CFO, who misspent or failed to account for at least $1.2 million of non-HRSA grant
funds. The State Auditor’sreport also cited significant deficienciesin CHN’ s internal controls,
such as CHN'’sfailure to:

e separate incompatible duties of its employees;
e maintain required accounting records,
e maintain adequate and compl ete equipment inventory; and

e budget and plan for recurring costs, such as software maintenance and telecommunication
linefees.

OBJECTIVES, SCOPE, AND METHODOLOGY

Objectives

Our objectives were to determine whether (1) CHN had the financial and human resources
needed to complete the requirements of its HRSA grants and (2) CHN'’ s grant expenditures
were alowable under the terms of the grants and applicable Federal requirements.

Scope

Our review covered the period May 1, 2009, through December 31, 2011. We focused primarily
on (1) personnel and financia dataincluding liabilities totaling more than $1 million that CHN

! We refer to this special award condition as “restricted reimbursement drawdown” statusin this report. HRSA
placed CHN on “restricted reimbursement drawdown” status to require it to submit supporting documentation and to
obtain prior approval from HRSA for every drawdown request.



had accumulated through December 31, 2011, and (2) the $83,2277 in expenses that HRSA
requested we examine for the period May to December 2009.

Although CHN ultimately relinquished the HIT grant to HRSA, for the first objective, we
reviewed all 3 HRSA grants and for the second objective, we determined that none of the
$83,227 was charged to the HIT grant.

We reviewed CHN'’ sinternal controls to the extent that they related to our audit objectives.
We performed fieldwork at CHN’ s corporate headquarters in Savannah, Tennessee, and at its
accounting department located at Community Health Network of East Tennessee in Jacksboro,
Tennessee.

Methodology

To accomplish our objectives, we:

e reviewed applicable Federal laws, regulations, and guidelines pertaining to the HRSA
grants awarded to CHN;

e reviewed the State Auditor’ s report, as well as selected State Auditor working papers;

e met with officials representing the Tennessee Health Foundation, the State, the State
Auditor, and the Tennessee State Attorney’s General’ s office, to determine whether they
had negotiated any repayment terms with CHN for unallowable costs;

e met with CHN’s external auditors, Bellenfant & Miles, PLLC, to determine the status of
itsaudit of CHN’s 2010 financial statements;

e reviewed fiscal reports that CHN submitted to HRSA for CY's 2009 and 2010;
e reviewed CHN’sbylaws, Board of Directors meeting minutes, and organization chart;

e reviewed CHN policies and procedures related to finance, personnel, and internal
controls;

e reviewed CHN’s 2009 audited financial statements,
e determined CHN'’s funding sources and amounts;

e assessed CHN's cash flow for the 3-month period ended May 31, 2011;

2 The $83,277 in expenses consisted of $4,796 CHN charged to its Telehealth Network Program grant from HRSA
and $78,481 CHN charged to its non-Federal sources of funds such as Blue Cross Blue Shield of Tennessee (the
Tennessee Health Foundation), and the State of Tennessee Department of Finance and Administration (the State).
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e reviewed CHN's HRSA grant reimbursement requests for CY’s 2009, 2010, and 2011;

e anayzed CHN'’s personnel and payroll datato determine CHN’s staffing in CY’s 2009
through 2011; and

e reviewed CHN'’sfinancial management procedures related to accounting for funds,
preparing budgets, preparing financial reports, and drawing down Federal funds.
As appropriate, we relied on the results of recent reviews by the State Auditor and CHN'’s
independent auditorsin our audit. We relied principally on the audit performed by the State
Auditor.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide areasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides areasonable basis
for our findings and conclusions based on our audit objectives.

FINDINGS AND RECOMMENDATIONS

CHN had sufficient financial and human resources to complete the requirements of its HRSA
grants.®> However, CHN had significant liabilities, in excess of $1 million, that could affect its
ability to pay its recurring expenses in the future. Furthermore, CHN charged $4,796 in
unallowable costs to its Telehealth Network Program grant.

The unallowable costs that CHN charged to aHRSA grant, as well as the liabilities that pose a
threat to its continued ability to pay recurring expenses, were attributable to CHN’ s inadequate
internal controls, including alack of segregation of duties, to properly manage income and
expenses.

RESOURCES NEEDED TO COMPLETE HEALTH RESOURCES AND SERVICES
ADMINISTRATION GRANT REQUIREMENTS

Federal Requirements

Federal regulations require recipients to adequately safeguard all funds, property, and other
assets (45 CFR part 74). Grantees must also maintain financial management systems. Pursuant
to 45 CFR § 74.14, the HHS awarding agency may impose additional requirements as needed if
the applicant or recipient has a history of poor performance or is not financially stable.
Furthermore, recipients are responsible for managing and monitoring each project, program, sub-
award, function, or activity supported by the award (45 CFR § 74.51(a)).

3 Although CHN relinquished the HIT grant to HRSA in October 2011, our review determined that CHN had
adequate financial and human resources to administer all 3 HRSA grants.



Financial and Human Resources

CHN had sufficient financial and human resources to meet the requirements of its HRSA grants.
During the 3-month period ended May 31, 2011, CHN received income totaling $489,467 from
servicesit provided to 20 health care clinics and 3 HRSA grants. CHN'’s expenses during this
time, excluding depreciation, were $328,862, for an average positive cash flow of $53,535 per
month.

CHN had sufficient full-time equivalent (FTE) employeesto serveits HRSA grants. In February
2010, CHN had two HRSA grants and had applied for athird HRSA grant. At that time, CHN
had 8 FTEs, while the three grants required atotal of 5.85 FTEs. In November 2011, after CHN
relinquished one of the three grants, CHN had 5 FTEs (4 full-time and 2 part-time* employees).
The remaining two HRSA grants required atotal of 2.45 FTEs.

Significant Liabilities

Although CHN had a positive cash flow during the 3 months tested, CHN had significant
liabilities of more than $1 million. These liabilities were attributable to amounts CHN owed to
the State and the Tennessee Health Foundation. According to the State Auditor’s report, CHN:

e owed the Tennessee Health Foundation $322,912 that it could not document as being
spent for grant purposes,

e received an advance payment of $250,000 from the State for a Physician Connectivity
Grant and, according to the State Auditor, failed to account for the advance; and

e incurred expenses totaling $347,458 that the State Auditor determined were unallowable;
and

e overbilled and received payment for $131,163 in software maintenance costs even though
the terms of the Tennessee Department of Finance and Administration grant did not allow
such costs.

As of December 31, 2011, CHN had not made any significant payments to reduce the amounts
owed; however, CHN had recorded these amounts in its accounting records asliabilities. Also,
CHN had not negotiated any repayment terms with the State and the Tennessee Health
Foundation.

These liabilities were attributable to CHN’ s lack of controls and its inability to properly account
for the use of funds.

* The two part-time employees combined are equivalent to one FTE.
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UNALLOWABLE COSTS CHARGED TO A HEALTH RESOURCES AND SERVICES
ADMINISTRATION GRANT

CHN charged $4,796 in unallowable costs to its Telehealth Network Program Grant in CY 2009.
Federal Requirements

Pursuant to 2 CFR, part 230, Appendix A, 8 A (2), “To be allowable under an award ... costs
must be reasonable for the performance of the award....” In addition, goods and services for
employees’ personal use are unallowable (2 CFR, part 230, Appendix B, § 19).

Unallowable Costs

For CY 2009, CHN charged $4,796 in unallowabl e costs to the HRSA Telehealth Network
Program grant. In July, September, and October 2009, CHN incurred $1,020, $2,307, and
$1,469, respectively, in charges on its corporate credit card that were for the persona expenses
of aformer employee. These personal expenses included such items as clothing, automotive
expenses, cash advances, and electronics. CHN submitted these costs for reimbursement on its
annual Federal Financial Report to HRSA.

Controls Over Health Resources and Services Administration Grant Expenditures

CHN charged unallowabl e costs to the Telehealth Network Program grant because it did not
have adequate internal controls over its credit card expenditure approval process. Prior to early
2010, all credit card expenses, including those charged to HRSA grants, were recorded on an
Excel spread sheet and submitted to the CFO. The CFO posted the expenses to the general
ledger and paid the bills. However, prior to actually paying the bills, the CFO was required to
have the expenses approved by the President of CHN’s Board. At that time, CHN did not
require that supporting documentation for the expenses be submitted with the Excel spread sheet.

In early 2010, CHN’ s Board gave the authority to approve the payment of all expensesto the
Board’ s Finance Committee. Effective August 2011, CHN updated its policies and procedures
to require approval by the Finance Committee before the payment of any expenses, including
credit card bills,

RECOMMENDATIONS

We recommend that HRSA:

e continue CHN’ s restricted reimbursement drawdown status until its liabilities have been
resolved,

e monitor CHN'’sresolution of its liabilities for their impact on CHN's ability to continue
to meet the requirements of its HRSA grants,



e monitor CHN’s efforts to strengthen itsinternal controls and its ability to account for the
use of funds, and

e require CHN to refund to the Federal Government $4,796 in unallowable costs charged to
its Telehealth Network Program grant.

COMMUNITY HEALTH NETWORK, INC., COMMENTS

In written comments on our draft report, CHN concurred with our finding regarding unallowable
costs charged to its Telehealth Network Program grant and discussed steps it had taken to resolve
its significant liabilities and strengthen itsinternal controls. CHN’s comments are included in
their entirety as Appendix A.

HEALTH RESOURCES AND SERVICES ADMINISTRATION COMMENTS AND
OFFICE OF INSPECTOR GENERAL RESPONSE

In written comments on our draft report, HRSA concurred with our first, second, and third
recommendations. With regard to our fourth recommendation, HRSA stated that it will work
with the grantee to determine whether any of the $4,796 is unallowable and should be refunded.
We maintain that the $4,796 that CHN charged to its Telehealth Network Program grant is
unallowable and stand by our recommendation that HRSA require CHN to refund that amount to
the Federal government.

HRSA’s comments are included in their entirety as Appendix B.
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APPENDIX B: HEALTH RESOURCES AND SERVICES ADMINISTRATION
COMMENTS
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HRSA Response:

HRSA concurs with the OIG recommendation and will work with the grantee to determine
whether any of the $4,796 charged to its Telehealth Network Program grant is unallowable and
should be refunded.
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