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Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawai‘i State Constitution
(Article VII, Section 10). The primary mission is to conduct post audits of the transactions,
accounts, programs, and performance of public agencies. A supplemental mission is to
conduct such other investigations and prepare such additional reports as may be directed
by the Legislature.

Under its assigned missions, the office conducts the following types of examinations:

1. Financial audits attest to the fairness of the financial statements of agencies. They
examine the adequacy of the financial records and accounting and internal controls,
and they determine the legality and propriety of expenditures.

2. Management audits, which are also referred to as performance audits, examine the
effectiveness of programs or the efficiency of agencies or both. These audits are
also called program audits, when they focus on whether programs are attaining the
objectives and results expected of them, and operations audits, when they examine
how well agencies are organized and managed and how efficiently they acquire and
utilize resources.

3. Sunset evaluations evaluate new professional and occupational licensing programs to
determine whether the programs should be terminated, continued, or modified. These
evaluations are conducted in accordance with criteria established by statute.

4. Sunrise analyses are similar to sunset evaluations, but they apply to proposed rather
than existing regulatory programs. Before a new professional and occupational
licensing program can be enacted, the statutes require that the measure be analyzed
by the Office of the Auditor as to its probable effects.

5. Health insurance analyses examine bills that propose to mandate certain health
insurance benefits. Such bills cannot be enacted unless they are referred to the Office
of the Auditor for an assessment of the social and financial impact of the proposed
measure.

6. Analyses of proposed special funds and existing trust and revolving funds determine if
proposals to establish these funds are existing funds meet legislative criteria.

7.  Procurement compliance audits and other procurement-related monitoring assist the
Legislature in overseeing government procurement practices.

8. Fiscal accountability reports analyze expenditures by the state Department of
Education in various areas.

9. Special studies respond to requests from both houses of the Legislature. The studies
usually address specific problems for which the Legislature is seeking solutions.

Hawai'i's laws provide the Auditor with broad powers to examine all books, records,

files, papers, and documents and all financial affairs of every agency. The Auditor also
has the authority to summon persons to produce records and to question persons under
oath. However, the Office of the Auditor exercises no control function, and its authority is
limited to reviewing, evaluating, and reporting on its findings and recommendations to the
Legislature and the Governor.
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Med-QUEST reporting and inattention to fraud impede legislative
efforts to contain costs

Data provided by division does not fullfill legislative needs

While Hawai‘i's Medicaid program is financed with a combination of state and federal funds, we
found that the Med-QUEST Division concentrates its reporting around meeting federal measures and
requirements, which focus on quality of health care services delivered, and not State concerns, which
are largely related to costs. With State contributions to the Medicaid program nearly doubling over
the past five years, legislators are understandably concerned about the relevance and usefulness of
the information it currently receives from the division. Absent adequate and appropriate information;,
however, the Legislature is unable to make informed decisions about and enact legislation to
implement any cost containment measures relating to the Medicaid program.

State’s Medicaid program costs compare favorably to peer states
and national averages

After analyzing data from the Med-QUEST Division and other government and private sources, we
found that Hawai'i's Medicaid costs compare favorably to other states and the national average.
Although Hawai'‘i has a higher Medicaid enrollment as a percentage of its population compared to
other states, its Medicaid costs are below the national average and the division has been relatively
successful in_controlling spending per_enrollee_and stabilizing program costs. In_addition, while
Hawai'i has some flexibility in containing these costs, we found that these options are becoming more
limited. Requirements associated with the Compacts of Free Association agreements and Affordable
Care Act to be implemented in 2014, prevent the division from making certain adjustments to benefits

and eligibility.

State is exposed to tens of millions of dollars in losses due to fraud,
waste, and abuse

We also found that division management has neglected to commit sufficient resources to its efforts
to_curb fraud, waste, and abuse. As a result, Hawai'i's detection and enforcement activities lag far
behind national averages, exposing the State to tens of millions of dollars in losses annually. For
instance, in 2011, the Centers for Medicare and Medicaid Services projected that improper payments
from the Hawai‘i Medicaid and Children’s Health Insurance programs totaled $66.9 million. Since
additional federal regulation will limit cost containment options for the State, the division needs to
be more proactive in containing the costs that it can control by establishing and implementing an
effective and efficient fraud, waste, and abuse detection program.

Agency response

The department generally agreed with our conclusions and recommendations and said it has already
undertaken actions to address several of our recommendations. It agreed Hawai'‘i’'s Medicaid program
fares well compared to peer states and the rest of the nation, and that it has managed to control costs
on a per-enrollee basis even while enrollment has increased. The department also said itis committed
to eliminating all fraud, waste, and abuse, and that it has made substantial improvements in program
integrity. And it stated that implementation of its new eligibility system, KOLEA, will reduce eligibility
errors. The department identified four efforts it plans to pursue this legislative session to improve
support for additional program integrity efforts. Although the department contends that our fraud,
waste, and abuse finding was primarily based on outdated documentation, we note the department
provided that documentation as the most current available.
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Foreword

This is a report on the audit of the Department of Human Services,
Med-QUEST Division and its Medicaid program in response to House
Concurrent Resolution No. 184 of the 2013 Regular Session. We
conducted the audit pursuant to Section 23-4, Hawai‘i Revised Statutes,
which requires the Auditor to conduct postaudits of the transactions,
accounts, programs, and performance of all departments, offices, and
agencies of the State and its political subdivisions.

We wish to express our appreciation for the cooperation and assistance
extended by the officials and staff of the Department of Human Services
and other offices and individuals whom we contacted during the course
of our audit.

Jan K. Yamane
Acting State Auditor
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Chapter 1

Introduction

This audit of the Department of Human Services, Med-QUEST Division
was requested by the 2013 Legislature through House Concurrent
Resolution (HCR) No. 184. The resolution asks the Auditor to conduct
a comprehensive financial audit of the Med-QUEST Division, with
emphasis on the Medicaid program.

Background
What is Medicaid?

Medicaid, a federal program created by Congress in 1965 as Title XI1X
of the Social Security Act, was designed to provide access to medical
care for low-income populations. Medicaid was originally legislated to
provide medical assistance to low-income families and children through
the Aid to Families with Dependent Children Program and to low-income
aged, blind, and disabled individuals through the Supplemental Security
Income Program. Over the years, Congress expanded Medicaid beyond
these original populations. Today, Medicaid is not only the primary
source of health care for low-income families, but also pregnant women,
people of all ages with disabilities, and people who require long-term
care services. Medicaid covers about one in every five Americans.

The Centers for Medicare and Medicaid Services (CMS), an operating
division within the U.S. Department of Health and Human Services
(DHHS), administers Medicaid in partnership with the states. Medicaid
is not a direct provider of healthcare. States contract with and pay
providers—such as hospitals, managed care plans, nursing homes, and
physicians—to deliver Medicaid services at state-determined rates.
Formerly known as the Health Care Financing Administration, the CMS
establishes policies for program eligibility and benefit coverage, matches
state expenditures with funds for Medicaid, ensures quality of health care
for beneficiaries, and safeguards funds from fraud, waste, and abuse.

Traditionally, Medicaid is a fee-for-service health program for the

poor that is funded by both the state and federal governments. Fee-
for-service means that physicians and hospitals bill for each eligible
service provided to a Medicaid patient. However, many states, including
Hawai‘i, have pursued managed care as an alternative to the fee-for-
service system for their Medicaid programs. Managed care, defined as a
health care delivery system with a single point of entry, seeks to increase
access to quality care in a cost-effective manner and provide several
advantages for Medicaid beneficiaries, such as enhanced continuity

of care, improved preventive care, and prevention of duplicative and
contradictory treatments and medications. Managed care exercises
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greater control over patient visits, which reduce the potentials for
unnecessary medical procedures or services and the opportunities for
claims fraud. Cost savings for managed care is achieved through a
monthly fee, or capitated payment, to a health plan, which assumes
responsibility for any financial risk.

Who is eligible for Medicaid?

Medicaid must provide assistance to all individuals who meet eligibility
criteria and enroll in the program. Enrollment caps and waiting lists are
not allowed for beneficiaries whose eligibility is mandated by federal
law—unless permitted by a waiver. Federal statute defines more than 50
distinct population groups that are potentially eligible for Medicaid.

Mandatory and optional Medicaid services

In the absence of federal reform, states have initiated their own health
care reforms, which largely focus on the Medicaid coverage and the
eligibility criteria. Medicaid reforms have expanded coverage in two
ways, by: 1) redefining Medicaid coverage and utilizing managed care;
and 2) utilizing “Section 1115” waivers to include more uninsured
persons and serve as a pilot or demonstration project for program
changes.

While the federal government requires states to provide core benefits, it
also allows states the discretion to provide additional or optional benefits
for Medicaid enrollees. Federal law places constraints and directives on
Medicaid services. Covered services must be available statewide (with
certain exceptions), comparable (equal for all in a group), and sufficient
in “amount, duration, and scope” to reasonably achieve its purpose.
Exhibit 1.1 lists the mandatory and optional categories of services in
Hawai‘i under Medicaid coverage programs.
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Exhibit 1.1
Mandatory and Optional Medicaid Services

Mandatory Benefits

* Inpatient hospital services

e Outpatient hospital services

» Early and periodic screening, diagnostic, and treatment services

* Home health services

» Physician services

* Rural health clinic services

* Federal qualified health center services

e Laboratory and x-ray services

e Family planning services

*  Nurse midwife services

e Certified pediatric and family nurse practitioner services

»  Freestanding birth center services (when licensed or otherwise
recognized by a state)

e Transportation to medical care

» Tobacco cessation counseling for pregnant women

» Tobacco cessation

Optional Benefits

e Prescription drugs

*  Clinic services

» Physical therapy

e Occupational therapy

*  Speech, hearing, and language disorders

* Respiratory care services

» Other diagnostic, screening, and preventive medicine

e Podiatry services

*  Optometry services

» Dental services*

*  Prosthetics

» Eyeglasses

e Other practitioner services

e Hospice

» Case management

e Services in an intermediate care facility for the mentally retarded

» Self-directed personal assistance services

* Inpatient psychiatric services for individuals under age 21

» Other services approved by the secretary of health and human
services

* Hawai'‘i's Medicaid program covers only adult emergency dental services

Source: National Conference of State Legislatures, Med-QUEST Division, and the Office of
the Auditor
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1 QUEST is an acronym for:
Quality care
Universal access
Efficient utilization
Stabilizing costs

Section 1115 projects

Section 1115 of the Social Security Act outlines requirements for
experimental, pilot, or demonstration projects and allows states to reform
their Medicaid programs and may allow for coverage to be expanded

to populations that are not generally eligible. Waivers also allow the
federal secretary of health and human services to waive compliance with
requirements of certain sections of statutes, including Medicaid, for any
projects that promote the objectives of the Social Security Act. Forty-
nine states have taken advantage of CMS waivers to introduce managed
care plans tailored to their needs.

Each state’s Medicaid program differs, reflecting state priorities in
coverage and benefits. Within the federal structure, each state enrolls
beneficiaries using its own eligibility criteria, decides which optional
services to cover, and sets payment rates for providers. A state also
decides other key policies, such as: eligibility groups to receive care
within a managed care system, use of Medicaid to finance a range of
medical services, and whether special payments are made to hospitals
that serve a disproportionate share of indigent patients.

In July 1993, the Health Care Financing Administration approved
Hawaii’s Department of Human Services (DHS) Medicaid Section 1115
waiver application, called the QUEST? program, to provide Medicaid
services through managed care plans. The QUEST program was
designed to increase access to health care in Hawai‘i and control the rate
of annual increases in health care expenditures. In FY2012, 99 percent
of all Hawai‘i Medicaid beneficiaries were served through a managed
care system. Hawai‘i’s latest Section 1115 demonstration project, the
QUEST Expanded program, was set to expire on December 31, 2013,
but was renewed in September 2013 through December 31, 2018 under a
new QUEST Integration program name.

Affordable Care Act

The central goal of the Patient Protection and Affordable Care Act as
amended by the Health Care and Education Reconciliation Act of 2010—
collectively referred to as the Affordable Care Act (ACA)—is

Transforming the way health care is provided to QUEST members



Chapter 1: Introduction
]

to significantly reduce the number of uninsured patients in the U.S. by
providing a continuum of affordable coverage options through Medicaid
and new health insurance exchanges. The ACA, effective January 2014,
is designed to increase access to health insurance through three primary
strategies: 1) employer-sponsored insurance; 2) creation of an individual
marketplace; and 3) expansion of Medicaid. Before ACA was passed,
other low-income adults, such as childless adults, were not eligible for
Medicaid unless a state chose to cover them under a Section 1115 waiver.
Under ACA, states can provide coverage to adults aged 19 to 64 with
incomes up to 133 percent of the federal poverty level prior to 2014,
and above 133 percent beginning in 2014. This provision is expected

to significantly expand enrollment and increase the cost of Medicaid

programs.
Organization of the The Department of Human Services, originally known as the Department
Department of Human of Social Services and Housing, was created in 1959. It addresses
Services and the problems of human behavior, adjustment, and daily living through the
Med-QUEST Division administration of programs for family, child, and adult welfare; economic

assistance; health care assistance; rehabilitation toward self-care and
support; public housing; and other related programs.

The mission of the department is to provide timely, efficient, and
effective programs; and to provide services and benefits to empower
the most vulnerable to expand their capacity for self-sufficiency, self-
determination, independence, healthy choices, quality of life, and
personal dignity. In FY2012, the department managed an operating
budget of $2.3 billion, the State’s largest.

The Office of the Director, headed by the director of human services,
has primary responsibility for operations of the department. The office
plans, organizes, directs, and monitors the State’s programs of human
services for families and individuals; economic assistance, including
medical assistance and supplemental nutrition assistance; self-sufficiency
and family support programs; and vocational rehabilitation of persons
with disabilities. The office ensures effective and efficient conduct of
programs and services and optimum use of fiscal, equipment, space,
and manpower resources by continuously evaluating the department’s
activities against planned results and effectuating necessary correction
and improvements. The office also establishes the mission, long-term
goals, short-term objectives, and priorities for the department.
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Five staff offices provide support services to the department:

* The Administrative Appeals Office provides administrative due
process hearings in contested cases for the department;

» The Office of Information Technology is responsible for
the overall administration, planning, direction, management,
development, implementation, and maintenance of all
information technology and information systems processing for
the department statewide;

» The Fiscal Management Office provides staff assistance and
advisory services for the administrative functions of fiscal
management services;

»  The Personnel Office oversees the department’s personnel
programs; and

* The Management Services Office provides research, budget,
quality assurance, program and financial evaluation, and
assessment capabilities that enable the department to oversee its
programs.

The Med-QUEST Division is one of four operating divisions that carry
out the department’s programs. The division administers the State’s
Medicaid and other health insurance programs, and provides health
insurance to low-income families, children, and individuals. The other
divisions are the Benefit, Employment and Support Services Division,
the Social Services Division, and the Vocational Rehabilitation
Division.

In addition, the department has two administratively attached agencies,
the Office of Youth Services and the Hawai‘i Public Housing Authority.
The department also supports two state commissions, the Hawai‘i State
Commission on the Status of Women and the Hawai‘i Commission on
Fatherhood. Exhibit 1.2 illustrates the department’s organization.
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Exhibit 1.2
Department of Human Services Organizational Chart

For Administrative Purposes Only

Office of the Director

Office of Youth Services

Administrative Appeals Office Office of Information Technology

Hawai'i Public Housing Authority

Fiscal Management Office Personnel Office

Hawai'i State Commission on the
Status of Women

Management Services Office —

Hawai'i Commission on Fatherhood

Benefit, Employment and Support Med-QUEST Division
Services Division

Social Services Division Vocational Rehabilitation Division

Source: Department of Human Services

The Med-QUEST Division’s mission is “to develop and administer
high-quality health care programs serving all eligible Hawai‘i
residents.” The division administrator reports to the director of human
services and provides overall management and development of the
plans, policies, regulations, and procedures for the department’s health
insurance programs. The division administrator implements policies
and procedures for health care and health insurance programs, including
preventive services, acute care services, primary care services, and long-
term care services.

The division is supported by five offices:

e The Clinical Standards Office establishes statewide clinical
standards of care to support implementation of the department’s
health care and health care programs;

» The Finance Office coordinates, manages, and administers
the division’s fiscal, procurement, financial integrity activities,
payment error rate measurement activities, and budget activities
for the department’s health care and health insurance programs;

» The Policy and Program Development Office provides
staff support and assistance to the division in establishing and
maintaining program policies related to the department’s health
care and health insurance programs;
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The Systems Office manages and coordinates the division’s
information systems activities related to the department’s health
care and health insurance programs; and

The Training Office develops and coordinates training activities
and opportunities for division staff related to the department’s
health care and health insurance programs.

The division is also supported by three branches:

The Customer Services Branch enrolls, dis-enrolls, and
registers eligible populations into the department’s health care
delivery programs;

The Eligibility Branch is responsible for establishing the
statewide eligibility determination process related to the
department’s health care and health insurance programs; and

The Health Care Services Branch administers and manages
contracted managed care organizations and other contracts to
deliver health care services in the state.

Exhibit 1.3 illustrates the division’s organization.

Exhibit 1.3

Med-QUEST Division Organizational Chart

Office of the Director

Med-QUEST Division

Clinical Standards Office

Finance Office

Policy and Program Development Office Systems Office

Training Office

Customer Service Branch

Eligibility Branch Health Care Services Branch

Source: Department of Human Services
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Hawai‘i’s Medicaid The Med-QUEST Division provides health insurance through several

program Medicaid programs under Title X1X of the federal Social Security Act.
Health insurance coverage includes the Hawai‘i QUEST and QUEST
Expanded Access managed care programs, and the Medicaid Fee-for-
Service program. The QUEST program serves eligible individuals from
birth to age 65 who are not blind or otherwise disabled. The QUEST
Expanded Access program includes seniors 65 years and older, and
individuals of all ages with disabilities. The Children’s Health Insurance
Program covers uninsured children under age 19 whose parents may
be working but do not earn enough to pay for private coverage for their
children.

Hawai‘i’s other, smaller health insurance programs include QUEST-
Net, QUEST-ACE (Adult Coverage Expanded), Transitional Medical
Assistance, federal- and state-funded Coverage of Individuals with
Breast and Cervical Cancer, and Special Programs for Medicare
Beneficiaries. Additionally, the division oversees the State’s Funeral
Payments Program. Collectively, these programs enable low-income
adults and children to maintain and improve their health by providing
payment for medical, dental, and other medically necessary health care
services.

State Medicaid enrollment

To be eligible for Hawai‘i’s medical assistance programs applicants must
be: 1) a U.S. citizen or qualified alien age 19 years or older; 2) a Hawai‘i
resident; 3) not residing in a public institution; and 4) able to provide a
Social Security number. Applicants must also be within certain income
and asset limits, although pregnant women and individuals under age 19
are not subject to the asset limit. In FY2012, the Med-QUEST Division
Eligibility Branch made dispositions on 96,929 applications, of which
66,830 (69 percent) were approved and 30,099 (31 percent) were denied.

Since FY2008, Medicaid enrollment has risen 36.4 percent, from
approximately 211,000 to almost 288,000 in FY2012. Exhibit 1.4 shows
Medicaid enrollment and year-over-year growth from FY2008 through
FY2012.
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Exhibit 1.4
Medicaid Enrollment and Year-Over-Year Growth, FY2008-FY2012
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From FY2008 to FY2012,
enrollment grew 36.4 percent

200,000
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Source: Department of Human Services

Program funding and expenditures

The federal government and states share responsibility for financing the
Medicaid program. The federal government matches state spending on
an open-ended basis for services that Medicaid programs cover. The
federal government’s share of medical assistance expenditures is called
the federal medical assistance percentage (FMAP), which is determined
annually by a formula that compares a state’s average per capita income
level with the national income average. States with higher per capita
incomes receive a smaller federal reimbursement. By law, the FMAP
cannot be lower than 50 percent or higher than 83 percent. In FY2010,
FMAPs ranged from 50 percent in 16 states and territories to 75.7
percent for Mississippi, averaging 59.2 percent overall. Hawai‘i’s FMAP
decreased from 51.8 percent to 50.5 percent for FY2012 and increased to
51.9 percent for FY2013.

Currently, Medicaid enrollment and the State’s related health care
payment expenditures are at their highest point in program history.
Total Med-QUEST Division spending in FY2012 reached more than
$1.6 billion, up from $1.5 billion in FY2010, and includes state general
fund amounts and the federal share received through FMAP. Exhibit
1.5 shows Hawai‘i’s total Medicaid revenues and a break-out of Med-
QUEST Division’s expenditures by means of financing for the last five
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years. The increase in revenues and expenditures during FY2011 was
due to extension of the American Recovery and Reinvestment Act of
2009 funding by Congress for the period January 2011 to June 2011.

Exhibit 1.5
Total Medicaid Revenues and Expenditures by Means of Financing, FY2008-FY2012
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Source: Department of Human Services

The Med-QUEST Division has two major program IDs that provide
appropriations for the Medicaid program: HMS401 for health care
services provided and HMS902 for the division’s administration costs.
Exhibit 1.6 shows the Med-QUEST Division appropriations for the past
five years compared to the department and statewide totals.

11
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Exhibit 1.6

Med-QUEST Division, Department of Human Services, and Statewide Appropriations, All
Means of Financing, FY2008-FY2012 (in $ thousands)

FY2008 FY2009 FY2010 FY2011 FY2012
Health Care Payments $1,196,394  $1236,505  $1,380,547  $1,387.615  $1,645461
(HMS401)

General Support for Health Care

Payments (HMSB02) $27,048 $29,345 $28,821 $23,908 $27,461
Med-QUEST Division Total $1,224342  $1,265850  $1,409,368  $1,411,523  $1,672,922
Department of Human Services $1,847,443  $1,878,227  $2,085,604  $2,013,645  $2,319,662
(DHS) Total S40, 818, 089, DL, 549,
Med-QUEST Division as a 66.3% 67.4% 67.6% 70.1% 72.1%
percentage of DHS total

Statewide Total $10,370,710  $10,789,367  $10,803,950  $10,241,967  $11,027,264
Med-QUEST Division as a 11.8% 11.7% 13.0% 13.8% 15.2%

percentage of statewide total

Source: Legislative budget worksheets

Overall, for FY2012, Med-QUEST Division health care payment
appropriations alone accounted for about 15 percent of State spending.
Appropriations are expected to grow in the future, with health care
payment appropriations increasing to 16.6 percent of State spending by
FY2015.

Prior Audits

Our office has conducted seven prior audits of the department’s QUEST-
related programs. Our 1996 Audit of the QUEST Demonstration Project
(Report No. 96-19) was initiated because of concerns that DHS was
experiencing difficulty meeting the QUEST Demonstration Project’s
objectives. We reported that Phase | of the project had been inadequately
planned and hastily implemented; lacked management controls, staff, and
a required management information system (MIS) to properly administer
the program; and had yet to demonstrate it was saving the State money.
We also expressed concern that the federal government might require the
State to revert to the traditional Medicaid program because it had not met
requirements of the Health Care Financing Administration.

In our 1997 Management Audit of the Department of Human Services
(Report No. 97-18), we found that controls for QUEST eligibility
determination had not significantly improved, annual eligibility
verification processes were still weak and had substantive backlogs,
the required MIS was still undeveloped, and the department lacked an
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effective evaluation mechanism for QUEST. After three years, QUEST’s
federally required encounter data had not been analyzed and the required
quarterly reports had not been submitted.

In our 1998 Financial Audit of the Department of Human Services
(Report No. 98-14), we found continued internal control and operational
problems that affected the Med-QUEST Division and the QUEST
Demonstration Project. Annual re-verification requirements had not
been met; more than $5 million in clients’ share of QUEST premium
costs were uncollected; and the Hawai‘i Automated Welfare Information
System lacked adequate data entry controls, resulting in overpayments.

In our 2001 Audit of the Department of Human Services’ Information
Systems (Report No. 01-05), we found that the contractor retained in
1994 to develop the QUEST information system had failed to produce
a functional system. Thereafter, in 1999, the department contracted
with the State of Arizona to modify its Prepaid Medical Management
Information System (PMMIS) to accommodate Hawai‘i’s QUEST
Demonstration Project. The new system, Hawai‘i Arizona PMMIS
Alliance, was intended to be operational by October 2000, with Arizona
maintaining the system until June 2001.

Another of our 2001 reports, Financial Audit of the Med-QUEST
Division of the Department of Human Services (Report No. 01-10),
continued to find poor management control practices within the QUEST
Demonstration Project. Program files lacked required documentation,
certifications, and evidence of supervisory review; the backlog of
eligibility applications had not been resolved; the division continued to
be inconsistent in collection of reimbursements and dis-enrolling those
who failed to pay required co-payments; and the division’s oversight

of capitation reconciliations had diminished following the transfer of
reconciliation responsibility to the health plans.

In our 2003 Follow-Up Audit of the Department of Human Services’
QUEST Demonstration Project (Report 03-07), we found that QUEST
continued to experience problems from inadequate planning and design
that hampered the development and expansion of a managed care
approach to health care. Changes in Medicaid expenditures, provider
participation, and temporary lifting of the enrollment cap placed the
program in a budget shortfall and raised concerns about its ability to
continue to keep costs under control. Self-declaration and presumptive
eligibility practices reduced the application backlog but also increased
the likelihood that ineligible applicants may receive benefits. Finally,
after six years, an MIS had been implemented.
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In our 2004 Audit of the Department of Human Services’ Expedited
Application Process for Pregnant Women (Report No. 04-12), we found
that despite making notable improvements in processing applications

for pregnant women, the division fell short of its self-imposed expedited
application process standard that it would process 95 percent of
completed applications from pregnant women within five business days.
In addition, statistics maintained by division staff could not be reconciled
with the division’s computer database, which caused the division to rely
on skewed figures in making its assertions of compliance with the five-
day standard.

Since 2008, Hawai‘i’s Medicaid program has also been subject to six
audits by the U.S. Department of Health and Human Services Office
of Inspector General, nine reviews or audits by the CMS or CMS
contractors, and five annual financial audits by independent audits
contracted by our office with certified public accountant firms.

Objectives of the
Audit

1. Assess how Hawai‘i’s Medicaid costs compare to other states and the
U.S. average.

2. Determine whether the Department of Human Services is responsive
to Legislative requests for information.

3. Assess the effectiveness of the Med-QUEST Division’s efforts to
detect and prevent fraud, waste, and abuse.

4. Make recommendations, as appropriate.

Scope and
Methodology
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We interviewed select legislators to determine whether they receive
sufficient information from the department necessary for understanding,
managing, and enacting legislation for the state’s Medicaid program.
We reviewed the management and fiscal practices of the DHS’s Med-
QUEST Division for the three-year period FY2010 through FY2012.
We examined applicable strategic and operating plans, policies and
procedures, operating reports, contracts, and other relevant documents
and records to assess management’s planning, monitoring, and reporting
efforts for the Med-QUEST Division. We collected and analyzed
information about the program and its cost drivers. We reviewed
applicable laws and regulations; literature and best practice documents
regarding Medicaid fraud; department and division files and relevant
program documents; and information from sources including DHHS,
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CMS, and other states. We interviewed key program staff, staff in other
state agencies, and staff from federal agencies as necessary to meet our
audit objectives.

Our audit was performed from 