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Offi ce of the Auditor

The missions of the Offi ce 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 offi ce conducts the following types of examinations:

1. Financial audits attest to the fairness of the fi nancial statements of agencies.  They 
examine the adequacy of the fi nancial 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 effi ciency 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 effi ciently 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 modifi ed.  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 Offi ce of the Auditor as to its probable effects.

5. Health insurance analyses examine bills that propose to mandate certain health 
insurance benefi ts.  Such bills cannot be enacted unless they are referred to the Offi ce 
of the Auditor for an assessment of the social and fi nancial 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 specifi c problems for which the Legislature is seeking solutions.

Hawai‘i’s laws provide the Auditor with broad powers to examine all books, records, 
fi les, papers, and documents and all fi nancial affairs of every agency.  The Auditor also 
has the authority to summon persons to produce records and to question persons under 
oath.  However, the Offi ce of the Auditor exercises no control function, and its authority is 
limited to reviewing, evaluating, and reporting on its fi ndings and recommendations to the 
Legislature and the Governor.
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$155 Million KOLEA project does not achieve all ACA goals

Med-QUEST Division did not properly plan for or implement the ACA 
Although the Department of Human Services was able to launch its Kauhale On-Line Eligibility 
Application (KOLEA) system on the federally-mandated deadline of October 1, 2013, this new IT 
application falls short of meeting the goals of the 2010 Patient Protection and Affordable Care Act 
(ACA).  Poor planning and lack of effective leadership at the division level exacerbated already tight 
time constraints for developing KOLEA and forced the KOLEA Project Team to develop the eligibility 
and enrollment process while designing KOLEA.  

We found the department did not properly plan for or implement KOLEA.  As a result, the department 
has been unable to achieve the ACA’s goals of creating a simple, real-time eligibility and enrollment 
process that uses electronic data to ease the paperwork burden on applicants and state agencies 
while expediting an eligibility determination.  In addition, the $155 million IT eligibility and enrollment 
system neither incorporates all ACA requirements nor meets the Med-QUEST Division’s business 
needs.  For example, KOLEA does not perform electronic data matching to verify applicant’s income, 
and staff report that KOLEA is diffi cult to use and error prone.  Consequently, the State could be 
paying benefi ts for people who are not eligible or improperly denying coverage for those who are 
eligible.

Enterprise system does not yet support human services programs, 
but integration is in progress 
The ACA requires states to expand their Medicaid enrollment systems to integrate new programs, 
rules, and functionalities, and be able to apply streamlined verifi cation and eligibility processes to 
other federal and state health and human services programs.  We found the department has begun 
work on a new enterprise-wide system to allow integration of its other health and human services 
programs, such as SNAP and TANF.  It therefore does not yet support the ACA’s goals of facilitating 
individuals’ enrollment in programs other than Medicaid.  

Agency response
The department, which requested this audit, appreciated most of our recommendations but disagreed 
with our two primary fi ndings.  Although it claimed our main fi ndings are “incorrect,” we note that the 
department agreed with all but one of our recommendations.  Pursuant to our professional standards, 
audit recommendations fl ow logically from fi ndings and conclusions and are directed at resolving the 
cause of identifi ed defi ciencies and fi ndings.  
 
The department contends KOLEA has achieved the ACA’s goals and meets all of the requirements 
for a Medicaid eligibility determination system because, it says, KOLEA accepts online applications, 
is connected to the federal data hub to conduct online verifi cations, and determines eligibility in a 
timely and accurate manner as confi rmed by CMS.  We found that KOLEA cannot access quarterly 
wage data from Hawai‘i’s Department of Labor and Industrial Relations, self-employment income, or 
unearned income.  We also found that administrative effi ciencies and reduced paperwork—primary 
goals of the ACA—have not been realized, according to eligibility workers, supervisors, and branch 
management.  

The department also claims there is no ACA requirement that other human services programs be 
included in the streamlined eligibility system.  Although the ACA does not require they be included, it 
does require states to facilitate enrollment in health and human services programs.  Human services
programs includes the Supplemental Nutrition Assistance Program, Temporary Assistance for Needy 
Families, Low Income Home Energy Assistance Program, Supplemental Security Income, Child 
Care and Development Fund, and similar programs.

A primary goal of 
the ACA is to create 
a simple, real-time 

eligibility process that 
uses electronic data 

to ease the paperwork 
burden on applicants 
and state agencies 

while expediting 
determination.
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This is a report on our audit of the Department of Human Services’ 
(DHS) online Medicaid eligibility application, the Kauhale On-Line 
Eligibility Assistance (KOLEA) application.  We conducted the audit 
pursuant to Section 131 of Act 119, Session Laws of Hawai‘i 2015, 
which required the Auditor to perform a management and fi nancial audit 
of KOLEA, including an evaluation of the procurement of KOLEA 
and the proposed addition of other DHS program functions such as 
the Supplemental Nutrition Assistance Program and the Temporary 
Assistance For Needy Families program, all contract modifi cations, 
planning for ongoing maintenance and operations for KOLEA, 
effectiveness of staff training on and utilization of KOLEA, and an 
analysis of KOLEA’s current capabilities.  

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

 
Jan K. Yamane
Acting State Auditor
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Section 131 of Act 119, Session Laws of Hawai‘i (SLH) 2015, required 
the Auditor to conduct a management and fi nancial audit of the 
Department of Human Services’ (DHS) Kauhale On-Line Eligibility 
Assistance (KOLEA) system.  The act asked that the audit include an 
evaluation of the procurement of KOLEA and the proposed addition of 
other DHS program functions, such as supplemental nutrition assistance 
program (SNAP) and temporary assistance for needy families (TANF), 
all contract modifi cations, planning for ongoing maintenance and 
operations for KOLEA, effectiveness of staff training on and utilization 
of KOLEA, and an analysis of KOLEA’s current capabilities.  This report 
responds to that request.

In 2013, the Hawai‘i’s Department of Human Services’ Med-QUEST 
Division implemented the KOLEA system application, which upgraded 
Hawai‘i’s Medicaid system by allowing individuals to apply for benefi ts 
online.  KOLEA was implemented in nine months to meet the aggressive 
timelines imposed by the federal 2010 Patient Protection and Affordable 
Care Act (commonly known as the ACA). 

Created by Congress in 1965 under Title XIX of the Social Security 
Act, Medicaid is a federal/state entitlement program that pays for 
medical assistance for low-income individuals and families.  Within 
broad national guidelines established by federal statutes, regulations, 
and policies, each state establishes its own eligibility standards; 
determines the type, amount, duration, and scope of services; sets the 
rate of payment for services; and administers its own program.  In 
fi scal year 2013, net outlays for the Medicaid program nationwide were 
an estimated $476.5 billion.  With implementation of the ACA, total 
Medicaid program expenditures are projected to reach $685.9 billion by 
FY2019. 

The Centers for Medicare and Medicaid Services (CMS), a division 
within the U.S. Department of Health and Human Services (DHHS), 
administers Medicaid in partnership with states.  Medicaid is not a direct 
provider of health care.  States contract with and pay providers—such 
as hospitals, managed care plans, nursing homes, and physicians—to 
deliver Medicaid services at state-determined rates.  CMS establishes 
policies for program eligibility and benefi t coverage, matches state 
expenditures with funds for Medicaid, ensures quality of health care for 
benefi ciaries, and safeguards funds from fraud, waste, and abuse.
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Beginning in 2014, the Affordable Care Act expanded Medicaid to all 
Americans under age 65 whose family income is at or below 133 percent 
of federal poverty guidelines.  In addition to the higher level of allowable 
income, the ACA expanded eligibility to people under age 65 who 
were ineligible for Medicaid under prior law, but who are less than 18 
years old, disabled, pregnant, or parents of eligible children.  The ACA 
also modifi ed how income is calculated for most Medicaid applicants, 
including those in the new eligibility group.  Starting in 2014, states 
began using a modifi ed adjusted gross income (MAGI) for eligibility 
determination for most applicants, a method that eliminates income 
resource tests.  The combined effect of requiring coverage for up to 133 
percent of the federal poverty level plus using MAGI-based budgeting 
effectively raises the income threshold for most Medicaid applicants to 
138 percent of the federal poverty level.

States that implemented Medicaid expansion have experienced increased 
gains in enrollment since October 2013, when the initial enrollment 
period began.  Following implementation of the ACA provisions and 
MAGI-based methodology on October 1, 2013, Hawai‘i’s Medicaid 
enrollment increased by 11 percent, from 292,423 in June 2013 to 
325,510 in June 2014.  As of June 2015, total Medicaid enrollment in 
Hawai‘i was 332,197, a 2 percent increase from the prior year.  Exhibit 
1.1 shows Hawai‘i’s Medicaid enrollment for June 2013 through June 
2015.

 Exhibit 1.1
 Hawai‘i Medicaid Enrollment, June 2013 to June 2015

Source:  Department of Human Services, Med-QUEST Division 

In addition, the ACA required a coordinated and simplifi ed application 
process between Medicaid and states’ health insurance exchanges 
to allow consumers to apply for coverage with one application.  A 
primary goal of the ACA is to create a simple, real-time eligibility and 
enrollment process that uses electronic data to ease the paperwork 
burden on applicants and state agencies while expediting an eligibility 
determination.  For most states, this required new or greatly enhanced 
Medicaid enrollment information technology (IT) systems.  

Affordable Care Act

Island June 2013 June 2014 June 2015
O‘ahu 179,227 199,062 201,668
Hawai‘i 62,145 69,081 69,975
Maui 30,951 34,896 36,597
Kaua‘i 16,072 18,255 19,661
Molokai 3,305 3,462 3,521
Lāna‘i 723 754 775
Statewide 292,423 325,510 332,197
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Enhanced federal funding for IT modernization

In April 2011, CMS began providing increased federal fi nancial support 
for states that needed to overhaul their IT systems to implement the 
Medicaid changes required by the ACA.  CMS offered states a 90 
percent funding match (known as “90/10”) for the design, development, 
and installation or enhancement of Medicaid eligibility determination 
systems until December 31, 2015, and a 75 percent funding match for 
maintenance and operations of those systems beyond 2015 in certain 
circumstances.  Prior to 2011, states could only receive a 50 percent 
funding match for their Medicaid eligibility IT systems.

Improvements to Medicaid eligibility IT systems included states 
undertaking efforts to implement the  “no wrong door” policy.  Under 
this policy, individuals can apply for health coverage through a state’s 
health care exchange or its Medicaid agency; regardless of which 
“door” they choose, their eligibility is to be determined for coverage 
under Medicaid, the Children’s Health Insurance Program (CHIP), or 
the health insurance exchange, including any income-based subsidies 
available through the health exchange.  Applications are then routed to 
the program(s) for which the individual is eligible.  Along with the “no 
wrong door” policy, CMS envisioned streamlined enrollment processes 
that include a real-time transfer of applications between states’ Medicaid 
agencies and their health insurance exchanges.

To qualify for 90/10 funding, states’ Medicaid IT systems were required 
to meet seven standards and conditions.  The systems must be (1) 
modular; (2) advance the Medicaid Information Technology Architecture 
principle; (3) meet specifi ed industry standards; (4) promote the sharing, 
leverage, and reuse of Medicaid technologies of systems within and 
among states; (5) support business results; (6) meet program reporting; 
and (7) ensure seamless coordination and integration with a state’s health 
insurance exchange and allow interoperability with health information 
exchanges, public health agencies, human services programs, and 
community organizations providing outreach and enrollment assistance 
services.   In addition, systems must support a single streamlined 
application for coverage among insurance affordability programs; 
MAGI-based eligibility determinations; and new renewal processes and 
connections for electronic verifi cations.

The KOLEA project is a multi-year initiative to replace the Department 
of Human Services’ Hawai‘i Automated Welfare Information System 
(HAWI), which was used by the department to support the eligibility 
determination process for medical, fi nancial, and supplemental nutrition 
assistance programs.  HAWI has been in existence for more than 
20 years, and its technology could not support the mandatory provisions 
of the ACA, which had to be implemented by October 1, 2013.

KOLEA
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Resources for KOLEA were provided by the 90/10 percent (federal/state) 
match through CMS.  The system is designed to accept applications, 
conduct electronic verifi cations whenever possible, automatically 
determine eligibility whenever possible, and support other eligibility 
functions.  According to the department, KOLEA’s functions were 
initially to include:  

• Processing applications for the State’s insurance affordability 
programs, including applications for Medicaid, CHIP, and 
insurance for the Hawai‘i Health Connector;

• Determining eligibility for the State’s insurance affordability 
programs, including screening, intake, submittal, verifi cation, 
and determination;

• Calculating subsidy and tax credits for commercial insurance 
coverage offered through the Hawai‘i Health Connector;

• Providing complete case management capabilities to support 
Medicaid and other medical assistance services provided by 
DHS;

• Supporting plan enrollment of individuals and families through 
seamless coordination and integration with the Connector;

• Implementing a new interactive voice response system available 
to benefi ciaries, the Med-QUEST Division’s call center, and 
potentially, the Connector’s call center; and

• Serving as a data warehouse to store data and support program 
administration related to eligibility and enrollment for the State’s 
medical assistance programs.

Contract with KPMG, LLP

Through a request for proposals (RFP) process, DHS selected the 
fi rm KPMG, LLP, to develop, implement, and maintain an integrated 
eligibility solution, subsequently known as KOLEA.  The initial award 
was protested by the non-selected offeror, but on December 14, 2012, 
the award to KPMG was affi rmed.  The non-selected offeror chose not 
to appeal the decision, and on January 11, 2013, CMS approved the 
contract, clearing the way for KPMG to begin work on the KOLEA 
project.  Despite the one-month delay in the project start date, DHS 
launched the new online Medicaid eligibility system on October 1, 2013, 
in accordance with the ACA.
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There have been nine modifi cations to the KPMG contract, increasing 
the total contract price from $89.9 million to $146.5 million.  One 
amendment was for no-cost administrative modifi cations, one was to 
develop the State Data Hub for the Offi ce of Information Management 
and Technology, fi ve related to integrating with the Hawai‘i’ Health 
Insurance Exchange, one was to add a document imaging function after 
the department learned that another division’s system could not support 
KOLEA, and one involved exercising an option for additional services 
agreed to in the original proposal.  Exhibit 1.2 summarizes the KPMG 
contract and its modifi cations.

Exhibit 1.2 
Summary of KPMG Contract Modifi cations, January 11, 2013 to December 8, 2014
     

Note:  Supplements 5 and 9 resulted in a net reduction to the contract cost.  

Source:  Department of Human Services

In addition to KPMG, three other vendors were awarded contracts for 
developing and supporting KOLEA.  Public Consulting Group (PCG) 
was awarded a contract for $7.8 million; SH Consulting, LLC for 
$470,000; and IBM for $4,837, bringing the total cost of KOLEA to 
$154.7 million.

Date Item Description Amount
    
1/11/2013 DHS-13-MQD-790 Implement an integrated eligibility system for DHS 

Med-QUEST Division 
$      89,941,995 

4/11/2013 Supplement 1 Administrative modifications $                    -      
6/28/2013 Supplement 2 Add State Data Hub for Office of Information 

Management Technology (option included in 
original contract) 

$        8,592,750 

6/28/2013 Supplement 3 Study to integrate KOLEA and the Hawai‘i Health 
Insurance Exchange 

$        1,000,000 

7/12/2013 Supplement 4 “B-Prime Transition” changes to integrate KOLEA 
and the Hawai‘i Health Insurance Exchange 

$        1,107,400 

12/4/2013 Supplement 5 Modify State Data Hub for “B-Prime Transition” $          (940,710) 

12/17/2013 Supplement 6 Add Enterprise Content Management (another 
division’s system could not fully meet the Med-
QUEST Division’s document imaging needs) 

$      14,721,945 

5/15/2014 Supplement 7 Add Customer Relationship Manager (originally 
intended as a shared Hawai‘i Health Connector 
function, it was not delivered to DHS) 

$      30,377,288 

9/5/2014 Supplement 8 Allow the Connector to make initial eligibility 
determinations 

$        1,905,000 

12/8/2014 Supplement 9 Allow DHS to make initial eligibility determinations $          (210,000) 

Total Award $    146,495,668
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Integration with the Hawai‘i Health Connector

Given the federal mandate to integrate functions between state Medicaid 
agencies and health insurance exchanges, DHS and the Hawai‘i Health 
Connector were required to share and coordinate functionality.  DHS 
and the Connector entered into a Memorandum of Agreement (MOA) 
to share technology, processes, and services wherever possible.  This 
approach was to reduce administrative costs and help ensure a smooth 
transition for individuals applying for assistance or changing eligibility 
status.  Pursuant to the agreement, DHS was to process applications 
for medical assistance and determine eligibility for Medicaid, advance 
premium tax credits, and cost share reductions for people purchasing 
individual insurance from the Connector.  The Connector was to provide 
the enrollment function and allow Medicaid-eligible people to select 
a plan following eligibility approval.  However, the interface between 
KOLEA and the Connector never materialized.  Each side blamed the 
other for this failure.  

In early 2015, CMS found the Connector to be non-compliant with 
the ACA because of unresolved IT issues, a non-integrated eligibility 
enrollment system, and lack of fi nancial sustainability.  In June 2015, 
the State decided to transfer Hawai‘i’s online marketplace to the 
federal exchange.  As a result, DHS has been tasked with building new 
interfaces for the additional functionality required for the federal health 
insurance exchange.  KPMG was awarded a $26 million non-bid contract 
to develop this interface, which was required to be in place by the 
enrollment period starting on November 1, 2015.

Act 119, SLH 2015, asked that our audit include DHS’s proposed 
addition of other programs, such as the supplemental nutrition assistance 
and the temporary assistance for needy families programs.  Both 
programs are administered by DHS’ Benefi t, Employment and Support 
Services Division (BESSD). 

SNAP

The Supplemental Nutrition Assistance Program (SNAP, formerly 
the Food Stamp Program) is the largest domestic food and nutrition 
assistance program for low-income Americans.  To receive benefi ts, 
households must qualify based on their income, expenses, and assets.  
Households with lower income receive higher benefi ts, up to a specifi ed 
maximum.  The program is administered by the U.S. Department of 
Agriculture’s Food and Nutrition Service.  Federal regulations defi ne 
eligibility requirements, benefi t levels, and administrative rules, which 
are uniform across the nation (with a few exceptions).  States are 
responsible for day-to-day operations of the program and for determining 
eligibility, calculating benefi ts, and issuing benefi ts to participants 

Other federal 
assistance programs
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according to federal rules.  In FY2014, SNAP assisted 98,440 Hawai‘i 
families (an estimated 193,565 residents) with $521 million in food 
stamp benefi ts.

TANF

The Temporary Assistance for Needy Families (TANF) program is one 
of the nation’s primary economic security and stability programs for 
low-income families with children.  TANF, a federal block grant that 
provides $16.6 billion annually to states and territories, is administered 
by the U.S. DHHS’ Offi ce of Family Assistance.  TANF funds are used to 
provide income support to low-income families with children, as well as 
to provide a wide range of services (for example, work-related activities, 
child care, and refundable tax credits) designed to accomplish the 
program’s four broad purposes.  The goal of the program is to provide 
a safety net for families when they cannot work or are under-employed, 
help parents fi nd and maintain employment, and help families achieve 
self-suffi ciency.  In FY2014, the average number of families receiving 
assistance in Hawai‘i was 8,927 (25,694 individuals).  Total TANF 
benefi ts for the same period exceeded $58.8 million.  

The department’s mission is to provide timely, effi cient, and effective 
programs and to provide services and benefi ts to empower the 
most vulnerable to expand their capacity for self-suffi ciency, self-
determination, independence, healthy choices, quality of life, and 
personal dignity.  In FY2014, the department’s operating budget was 
over $2.8 billion, the State’s largest.

The department is headed by its director, who is supported by six offi ces 
and four divisions.  The Audit, Quality Control, and Research Offi ce 
implements quality control review systems for Medicaid as required 
by the federal Department of Health and Human Services, including 
conducting full verifi cation and documentation of facts to establish 
eligibility of Medicaid program recipients.

The Med-QUEST Division administers the State’s Medicaid and other 
health insurance programs and provides health insurance to low-income 
families, children, and individuals.  This division was largely responsible 
for KOLEA’s planning and implementation.  

The division is supported by fi ve offi ces, four of which are involved 
with KOLEA.  The Finance Offi ce coordinates, manages, and monitors 
fi scal activity, including procurement and contract evaluation.  The 
Systems Offi ce, which manages and coordinates the division’s 
information systems, coordinates KOLEA system changes by explaining 
the department’s business needs to the vendor and testing the vendor’s 

DHS’ organization 
relevant to KOLEA
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solution.  The Policy and Program Development Offi ce is responsible 
for providing support and assistance to the division in developing and 
maintaining the division’s program policies, and develops procedures 
related to the department’s programs, including research, preparing 
state plan amendments, waiver development and renewal activities, 
administrative rule changes, and policy directives.  The offi ce also 
coordinates monitoring applicable federal and state law changes related 
to health care programs and develops and implements departmental 
programs.  The Training Offi ce develops and coordinates training 
activities and opportunities for division staff related to the department’s 
programs.  

The division is also supported by three branches, two of which have 
primary involvement with KOLEA.  The Customer Services Branch 
enrolls, dis-enrolls, and registers eligible people into the department’s 
health care delivery programs.  The Eligibility Branch is responsible for 
the statewide eligibility determination process related to the department’s 
health care and health insurance programs.  Exhibit 1.3 illustrates the 
department’s division, offi ces, and branches that are involved with 
KOLEA.  
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 Exhibit 1.3
 DHS Organizational Chart of Division, Offi ces, and Branches  
 Relevant to KOLEA

 

            Source: Department of Human Services

In FY2014, expenditures for KOLEA totaled $52.3 million (2 percent of 
the total DHS budget).  The Med-QUEST Division received a 90 percent 
federal funds match to design, develop, and install or enhance a Medicaid 
eligibility IT system, and is receiving a 75 percent match to maintain 
and operate the upgraded system.  Exhibit 1.4 illustrates the federal/state 
expenditure split for KOLEA.

Funding for KOLEA
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 Exhibit 1.4 
 Federal/State Expenditure Split for KOLEA as of 
 September 30, 2014

            Source:  Offi ce of the Auditor 

Exhibit 1.5 details federal and state expenditures for KOLEA as of 
September 30, 2014.

 Exhibit 1.5 
 Details of KOLEA Expenditures as of September 30, 2014

            Source: U.S. Government Accountability Offi ce 

Through September 30, 2014, Hawai‘i spent nearly $85 million to 
replace and operate its Medicaid eligibility IT system.  Of this, $80 
million was to replace the old system (HAWI); the remaining $5 
million was for maintenance costs.  Most of the $85 million was paid to 
contractors to perform the work. 

Federal State Total
Design, development, and 
installation (90/10 funding)  $72,190,488 $8,021,165 $80,211,653 

Maintenance and operations 
(75/25 funding) 3,553,331 1,184,443 4,737,774 

Total KOLEA expenditures $75,743,819 $9,205,608 $84,949,427

Hawai‘i $9.2 million
(11%)

Federal $75.7 million
(89%)
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We have conducted eight prior audits of the Department of Human 
Services’ QUEST-related programs and its IT systems.  Our 1996 Audit 
of the QUEST Demonstration Project (Report No.  96-19) reported that 
Phase I of the project was 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.  

Our 1997 Management Audit of the Department of Human Services 
(Report No. 97-18) found that controls for QUEST eligibility 
determination had not signifi cantly improved, annual eligibility
verifi cation processes were still weak and had substantive backlogs, 
the required MIS was still undeveloped, and the department lacked an 
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.

Our 1998 Financial Audit of the Department of Human Services (Report 
No. 98-14) found continued internal control and operational problems 
that affected the Med-QUEST Division and the QUEST Demonstration 
Project.  Annual re-verifi cation 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 (HAWI) System lacked 
adequate data entry controls, resulting in overpayments.

Our 2001 Audit of the Department of Human Services’ Information 
Systems (Report No. 01-05) found that the department’s failure to follow 
state information systems planning guidelines hindered its ability to 
recognize and plan for more effective information systems.  This resulted 
in inadequate linkages among computer systems and ineffective sharing 
of information.  Several intervening manual tasks were required to 
retrieve information from other systems, reducing effectiveness of the 
department’s computer systems and hindering operational effi ciency.  
We also found that the department’s major computer systems did not 
effectively share information, resulting in duplicate data entry and 
increased data inaccuracies, and the department missed the opportunity 
to fi nance upgrading the computer system’s functionality with enhanced 
federal dollars.

Also in 2001, our Financial Audit of the Med-QUEST Division of the 
Department of Human Services  (Report No. 01-10) continued to fi nd 
poor management control practices within the QUEST Demonstration 
Project.  Program fi les lacked required documentation, certifi cations, and 

Prior Audits
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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.

Our 2003 Follow-Up Audit of the Department of Human Services’ 
QUEST Demonstration Project  (Report No. 03-07) found that QUEST 
continued to experience problems from inadequate planning and design 
that hampered the development and expansion of a managed care 
approach to healthcare.  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 might receive benefi ts.  Finally, 
after six years, a management information system was implemented.

Our 2004 Audit of the Department of Human Services’ Expedited 
Application Process for Pregnant Women (Report No. 04-12) 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 fi ve 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 fi gures in making its assertions of compliance with the fi ve-
day standard.

Finally, our 2014 Audit of the Department of Human Services’ Med-
QUEST Division and Its Medicaid Program (Report No. 14-02) found 
that although the division was generally responsive to legislative 
information requests, the program and cost data it provided did not 
fulfi ll legislative needs.  We found that in 2004, the department instituted 
a “passive renewal” policy in which Medicaid benefi ciaries were 
automatically deemed eligible for annual renewal of coverage regardless 
of whether or not they signed and returned a completed form indicating 
that their eligibility status had not changed.  The division’s internal 
review projected an annual loss of $19.6 million resulting from such 
passive renewal cases.  We also found the State was exposed to tens of 
millions of dollars in losses due to Medicaid fraud, waste, and abuse.  
In its response to that report, the department said that its new eligibility 
system, KOLEA, would reduce such eligibility errors.
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1. Assess whether the Department of Human Services adequately 
managed its resources to effectively implement the Kauhale On-Line 
Eligibility Assistance system.

2. Assess the adequacy of KOLEA in supporting the goals of the 2010 
Patient Protection and Affordable Care Act (ACA) and meeting 
public welfare needs.

3. Make recommendations as appropriate. 

We conducted interviews with key program staff, employees, contractors, 
and legislators, and reviewed relevant documents.  We evaluated DHS’ 
Med-QUEST Division’s planning and implementation of KOLEA in 
fi scal years 2011 to 2013 by reviewing the process it used to identify 
its business needs and ACA eligibility and enrollment requirements,  
and by assessing selected KOLEA functions related to Medicaid 
eligibility determination and verifi cation.  We also analyzed statistics 
on applications and renewals processed and data the division reports 
to management.  To assess KOLEA’s performance in supporting DHS’ 
goals and meeting public welfare needs, we reviewed the department’s                                                          
planning and efforts for the integration of other human services 
programs.  

Section 131 of Act 119, SLH 2015, also asked us to evaluate the 
procurement of the KOLEA system and all contract modifi cations.  We 
therefore reviewed the department’s procurement processes, including its 
issuance of RFPs, bid awarding, contract modifi cations, and monitoring 
of deliverables.  We reviewed the nine modifi cations to the KPMG 
contract and the department’s contract for independent verifi cation 
and validation (IV &V) services.  Because we found that the division 
submitted an incomplete and fl awed RFP for the bid, we shifted our audit 
focus to the division’s planning and preparation of the RFP.  

Our work was performed from May 2015 through October 2015 and 
conducted in accordance with the Offi ce of the Auditor’s Manual of 
Guides and generally accepted government auditing standards.  Those 
standards require that we plan and perform our work to obtain suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and 
conclusions based on our audit objectives.  We believe the evidence we 
obtained provides a reasonable basis for our fi ndings and conclusions 
based on our audit objectives.

Objectives of the 
Audit

Scope and 
Methodology
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The Affordable Care Act (ACA) envisions a streamlined, simplifi ed, and 
coordinated system for health subsidy programs (including Medicaid, the 
Children’s Health Insurance Program, and exchange-based premium and 
cost-sharing subsidies) that determines eligibility, enrolls individuals, 
facilitates seamless transitions between programs, and allows for 
electronic rather than paper-based self-service enrollment and renewal.  
In 2011, the federal government began providing a time-limited, 90 
percent federal match for states to upgrade or replace their aging 
Medicaid eligibility and enrollment systems in preparation for new data-
driven enrollment processes under the ACA.  Hawai‘i took advantage 
of this enhanced funding opportunity to replace its 25-year-old Hawai‘i 
Automated Welfare Information System (HAWI). 

Although the Department of Human Services (DHS) was able to launch 
its Kauhale On-Line Eligibility Assistance (KOLEA) system on the 
ACA-mandated deadline of October 1, 2013, this new information 
technology (IT) system falls short of meeting the ACA’s goals.  Poor 
planning and lack of effective leadership at the division level exacerbated 
already tight time constraints for developing the system and forced the 
KOLEA Project Team to develop the eligibility and enrollment process 
while designing KOLEA.  The result is the $155 million IT eligibility 
and enrollment system neither incorporates all ACA requirements 
nor meets the Med-QUEST Division’s business needs.  For example,  
KOLEA does not perform electronic data matching to verify applicant’s 
income.  In addition, staff report that KOLEA is diffi cult to use and is 
error prone.  The end result is that the State could be paying benefi ts for 
people who are not eligible for them or improperly denying coverage to 
those who are eligible.     

1. The Department of Human Services did not properly plan for or 
implement the KOLEA system.  As a result, the department cannot 
achieve all the goals of the federal Affordable Care Act—namely, to 
create a simple, real-time eligibility and enrollment process that uses 
electronic data to ease the paperwork burden on applicants and state 
agencies while expediting eligibility determinations.

Chapter 2
$155 Million KOLEA Project Does Not Achieve All 
ACA Goals

Report No. 15-20 / December 2015    15

Summary of 
Findings



16    Report No. 15-20 / December 2015

Chapter 2: $155 Million KOLEA Project Does Not Achieve All ACA Goals

2. The department’s enterprise platform is not integrated with DHS’ 
other health and human services programs, such as SNAP and TANF.  
It therefore does not yet support the ACA’s goals of facilitating 
individuals’ enrollment in programs other than Medicaid. 

The Med-QUEST Division unsuccessfully planned for the 
implementation of its new, $155 million Medicaid eligibility IT system.  
Already faced with a short time frame, the KOLEA project team’s 
challenges in designing and implementing the system were compounded 
by the former division administrator’s reluctance to start planning for 
the ACA changes early on and his failure to intervene when staff who 
were responsible for developing new policies and procedures shunned 
their duties.  As a result, KOLEA was designed to facilitate the existing 
Medicaid eligibility and enrollment process without fully complying with 
the new ACA requirements.    

In addition, the division failed to adequately address how its Eligibility 
Branch workers, who have hands-on experience interacting with 
thousands of Medicaid applicants annually, would be affected by the 
ACA changes and what their roles would be in the new system.  In 
addition, Eligibility Branch workers were not appropriately trained on 
either the new ACA eligibility rules, policies, and procedures or on 
how to navigate KOLEA and its subsequent system updates.  This is a 
serious issue since users report that KOLEA produces inconsistent and 
inaccurate eligibility determinations, requiring eligibility workers to 
manually resolve them.  

Further, the division inappropriately relied on the KOLEA project team, 
which was tasked with designing and implementing the new system, to 
understand the ACA’s myriad new eligibility and enrollment provisions 
and incorporate them into KOLEA’s software.  The eligibility rules 
and accompanying policy recommendations were based on one team 
member’s interpretation of the ACA—a complex law of at least 900 
pages—and KOLEA software that was developed without division 
management’s assurance that they would comply with the ACA.  As a 
result, KOLEA cannot perform real-time electronic data matching for 
wages and unearned income as was envisioned by the ACA.  Eligibility 
workers also fi nd KOLEA diffi cult to use—there are now twice as many 
web pages, many of which are not intuitive or user-friendly screens, to 
navigate compared to the previous system.  

Med-QUEST 
Division Did Not 
Properly Plan For 
or Implement the 
ACA
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Successful implementation of a major IT change requires effective 
leadership from the top of an organization.  However, we found that 
the former Med-QUEST Division administrator did not adequately lead 
the division to successfully implement the major changes required by 
the ACA.  A division staffer described the former administrator as a 
“roadblock” to the project.  

The division could have begun planning for the impending ACA changes 
several years before they took effect.  However, we found that the 
division’s former administrator refused to allow planning to begin until 
late 2011, thereby shortening an already tight schedule for implementing 
such major changes.  The former administrator also failed to ensure the 
division’s policy offi ce performed its duties to appropriately prepare 
the division for the ACA’s implementation.  Lack of leadership from 
its former administrator allowed the Med-QUEST Division to build the 
KOLEA system before it developed a comprehensive eligibility and 
enrollment process, which the IT system was supposed to facilitate.  The 
former administrator also did not ensure the division’s training offi ce 
provided adequate training to eligibility workers regarding the new 
ACA requirements.  We found that eligibility workers lack suffi cient 
knowledge of ACA’s requirements to render accurate eligibility 
determinations.

Former Med-QUEST administrator’s delayed planning for 
ACA changes exacerbated time constraints

The ACA was enacted on March 23, 2010.  Among other things, the 
act specifi ed that effective January 1, 2014, eligibility for medical 
assistance was to be based on applicants’ modifi ed adjusted gross income 
(MAGI), rather than on income deductions as it had been previously.  
Almost a year later, in April 2011, the federal government announced 
the availability of increased (90/10) funding for states to upgrade 
their Medicaid systems.  Thus, the department—and the Med-QUEST 
Division specifi cally—knew years in advance that signifi cant changes 
to Hawai‘i’s Medicaid eligibility process would be required and that 
additional federal funding would be available to do so.  

Despite advanced warning of the impending changes, the division did 
not start planning the upgrade of its eligibility system (what became 
KOLEA) until late 2011, when the project team began work and the 
division issued a request for proposals (RFP) for Eligibility System 
Consultant Services.  According to an eligibility program specialist in the 
division’s Policy and Program Development Offi ce, beginning in 2010, 
various Med-QUEST division branch administrators and staff offi cers 
asked the former division administrator to assemble a planning group in 
preparation for the soon to be released ACA requirements.  The specialist 
told us the former administrator was reluctant to do so because there was 

Ineffective leadership 
and oversight by Med-
QUEST administration 
led to botched 
implementation of the 
ACA
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not a lot of useful information about the coming changes at the time and 
that only after months of pressuring did the former administrator agree 
to sanction the planning group.  The specialist described the former 
administrator as the project’s “fi rst roadblock,” who lacked the foresight 
to start the KOLEA planning even when others were pressuring him to 
begin early.

The division could have used the time between April 2011 and December 
2011 to, among other things, defi ne its policies and processes and ensure 
that people with the right skills were appointed to key roles in the ACA 
implementation efforts.  The division administrator’s lack of foresight 
caused unnecessary delay in planning for the ACA changes, further 
shrinking the time available for the division to roll out its new eligibility 
system (KOLEA)—a massive IT undertaking—from 27 months to a 
mere 18 months. 

Policy offi ce was allowed to shirk its responsibility to ensure 
policy recommendations and eligibility and enrollment 
procedures were made ahead of the ACA changes

At the direction of the department’s director and the Med-QUEST 
Division administrator, the division’s Policy and Program Development 
Offi ce is responsible for establishing and communicating Medicaid 
policies and procedures to the division.  However, we found no evidence 
that the former division administrator exercised suffi cient leadership 
or control over the policy offi ce.  Failure to hold the policy offi ce 
accountable for its core duties meant that the division’s Eligibility Branch 
struggled to decipher the new Hawai‘i Administrative Rules (HAR) and 
the KOLEA project team was left on its own to develop new eligibility 
rules and policies for KOLEA in line with the new ACA requirements.  

For example, the KOLEA project team was responsible for developing 
KOLEA’s Verifi cation Plan, a federally required document that describes 
policies and procedures for corroborating applicant statements about 
income and other eligibility criteria.  The Verifi cation Plan should 
incorporate both the ACA’s requirements and corresponding HAR, 
which have the force and effect of law.  However, we found a number 
of discrepancies between the Verifi cation Plan and the administrative 
rules.  For instance, the Verifi cation Plan does not require using IRS data 
and state-administered supplementary payment programs for verifying 
income, including data age, and security requirements and the absence 
of electronic fi le matches.  But Hawai‘i rules require using these sources 
for income verifi cation.  Exhibit 2.1 lists discrepancies between the 
administrative rules and the department’s Verifi cation Plan.
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Exhibit 2.1
Discrepancies Between Hawai‘i Administrative Rules and DHS’ Verifi cation Plan

Source: Offi ce of the Auditor

According to the policy offi ce’s acting Medical Assistance Program 
offi cer, the Verifi cation Plan does not match the administrative rules 
because they were both developed at a time when the policy offi ce 
was inundated with work.  During this time, the policy offi ce had to 
update the department’s federal Section 1115 waiver, amend the state’s 
Medicaid Plan, and make amendments to the Hawai‘i Administrative 
Rules as a result of the ACA and changes to the corresponding federal 
rules.  At the time of our audit work, the discrepancies between Hawai‘i’s 
administrative rules and the department’s Verifi cation Plan had yet to 
be rectifi ed, though there were plans to do so.  Nevertheless, for reasons 
we were unable to determine, the former division administrator did not 
hold the then-head of the policy offi ce accountable for performing its 
key responsibilities to establish eligibility and enrollment policies and 
procedures ahead of the ACA implementation.  

Achieving ACA’s goals entails more than just upgrading Medicaid IT 
systems.  Policy and procedural decisions need to be embedded into 
the new systems, and some tasks that had previously been performed 
manually will become automated.  This requires state agencies to  
identify areas where processes can be improved or automated.  Agencies 
must examine what is in place, fi nd the duplications and bottlenecks, 
remove policies and procedures that add no value or are not required 
by law, and reassess and refi ne the results.  Agencies should also have a 
structured process to transition staff and resources to their future roles 

Hawai‘i Administrative Rule  DHS Verification Plan 

Section 17.1714.1-39 (1), HAR, requires verification of 
financial information from sources that include:  

 Internal Revenue Service  The state decided not to use IRS data because 
the data is old and security requirements are 
too onerous  

 State Administered Supplementary Payment 
Program 

 Electronic file match currently does not exist  

Section 17.1714.1-39 (2), HAR, requires use of 
information related to eligibility or enrollment from:  

 Supplemental Nutrition Assistance Program   Electronic file match currently does not exist 

 Temporary Assistance for Needy Families (Title 
IV-A of federal Social Security Act)

 Electronic file match currently does not exist  
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to ensure they can meet the agency’s new needs.  Such tasks are the 
responsibility of the policy offi ce: its staff are in charge of developing 
and maintaining the division’s policies and procedures related to 
eligibility requirements in accordance with state and federal laws, and 
with issuing guidance to division staff on how to implement policy 
changes.  

However, the policy offi ce failed to establish a new eligibility and 
enrollment process that envisioned eligibility workers’ new roles under 
the ACA.  Policy staff were never instructed to establish a new process 
and procedures for Medicaid eligibility determinations and enrollment; 
the former Medical Assistance Program offi cer did not feel that the 
policy offi ce was responsible for developing procedures to implement 
the new administrative rules pursuant to the ACA.  The division’s 
policy offi ce provided Eligibility Branch workers with little to no 
policy and procedures documentary guidance on how to apply the new 
ACA eligibility requirements.  It is unclear why the former division 
administrator did not require the head of the policy offi ce to perform 
these critical functions.

Training Offi ce failed to ensure eligibility workers were 
properly trained on new ACA requirements

The former division administrator also did not ensure that the division’s 
training offi ce provided suffi cient training to its Eligibility Branch 
workers regarding the impending ACA changes.  Even new, highly 
automated eligibility systems require Eligibility Branch workers to 
perform eligibility determinations and manage the more complex cases.  
Therefore, it is essential they receive training on operating the new 
IT systems, what the new eligibility rules are, and any changes to the 
division’s processes.  

KPMG, the contractor that designed KOLEA, was required to provide 
technical training for all KOLEA departmental users; however, training 
on the department’s policies and procedures in relation to the new ACA 
requirements was outside KPMG’s scope of responsibility.  According 
to the division’s assistant administrator, the training offi ce could not 
train eligibility staff adequately, in part due to turnover and other staffi ng 
issues as well as their own lack of knowledge of how KOLEA works.  
These issues should have been addressed by the division administrator.  

The training that Eligibility Branch staff did receive was inadequate 
and left them without a working knowledge of the new eligibility 
requirements or how to use KOLEA.  For instance, their training on 
MAGI and the new eligibility requirements consisted of a general 
overview of policy changes.  They did not receive detailed instruction on 
procedures for implementing the new policies, and were told that aside 
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from some tax-related differences, eligibility and enrollment policies and 
procedures were unchanged.  Furthermore, initial training sessions on 
how to use KOLEA provided by KPMG occurred before KOLEA was 
completed.  As system enhancements were done to KOLEA, Eligibility 
Branch staff received desk references and work-around procedures, but 
no additional training; and the information they did receive was not 
timely.  According to an Eligibility Branch administrator, one of the 
biggest problems the branch faces is that Eligibility Branch staff do not 
understand and properly use KOLEA.  

We found that Eligibility Branch workers generally lack a suffi cient 
understanding of MAGI-based eligibility determination requirements 
and cannot consistently make correct eligibility decisions.  Furthermore, 
the department’s Audit, Quality Control, and Research Offi ce staff told 
us that, in the absence of policy and procedure directives, they cannot 
verify whether eligibility determinations made by KOLEA and Eligibility 
Branch workers comply with federal and state requirements.  This 
calls into question the training they received and the reliability of their 
eligibility determinations.  

We also found that Eligibility Branch supervisors spend a lot of time 
training staff and answering staff questions—essentially functioning 
as an in-house help desk—rather than attending to management duties.  
However, there was no evidence that the supervisors have any greater 
understanding of MAGI-based eligibility rules than their workers.  
Therefore, we question the quality of information the policy offi ce has 
communicated to Eligibility Branch supervisors regarding MAGI-based 
eligibility rules.  Training is a vital component of any system’s successful 
implementation and should be a priority if the division hopes to achieve 
KOLEA’s desired results of streamlining and improving the state’s 
Medicaid eligibility and enrollment process.  

The division’s policy offi ce was responsible for developing the division’s 
policies and procedures.  However, the former division administrator 
allowed the policy offi ce to shirk this responsibility.  Instead, the KOLEA 
project team developed its own recommendations for amending the 
division’s Medicaid eligibility process, which were included in the RFP 
requirements for the KOLEA system.  

As a result, rules that were built into KOLEA’s software and the 
accompanying policy recommendations were based on a single person’s 
interpretation of the 900-page ACA.  Also, the project team designed 
KOLEA’s eligibility and enrollment process before division management  
assured it would comply with the ACA.  Best practices state that 
organizations should properly defi ne their business needs by the results 
required; in this case, adherence to the new ACA eligibility rules.  

Med-QUEST 
management 
inappropriately relied 
on the KOLEA project 
team to implement the 
ACA’s eligibility and 
enrollment provisions
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Eligibility rules and policy recommendations were based on 
one team member’s interpretation of the ACA

We found the division’s policy offi ce did not support the KOLEA 
project or its Project Team.  However, the team included one of the 
policy offi ce’s Eligibility Program specialists, who was initially to act 
as a liaison between the policy offi ce and the team.  The team—and 
eventually the division—primarily relied on that specialist to interpret the 
ACA without substantive input from the policy offi ce.  The specialist’s 
interpretation and recommendations for proposed changes to the 
administrative rules were used as the basis of the KOLEA RFP.  There 
is signifi cant risk in relying primarily on one person to interpret such 
signifi cant changes as those found in the ACA.    

The specialist was assigned to the KOLEA Project Team because her 
areas of expertise (which included children, pregnant women, adults, 
and parent caretaker relatives) were all affected by the ACA changes and 
made up a large portion of the eligibility and enrollment processes that 
KOLEA was to facilitate.  The specialist admitted she did not review 
all of the ACA and its proposed rule changes.  Instead, she performed a 
search for particular keywords (such as “eligibility” and  “enrollment”) 
relevant to her areas of expertise and studied those sections to make 
recommendations for amendments to the administrative rules.  Against 
the wishes of the then-head of the policy offi ce, who had prohibited her 
staff from communicating with the KOLEA Project Team, the specialist 
consulted with two other policy offi ce specialists regarding the eligibility 
and enrollment of Aged, Blind, and Disabled (ABD) groups.  However, 
all other portions of the State’s Medicaid eligibility and enrollment 
process remained unchanged.  

We found that recommendations from the one Eligibility Program 
specialist and two other ABD policy offi ce specialists provided the basis 
for the entire update of the division’s Hawai‘i Administrative Rules and 
its eligibility and enrollment process.  The KOLEA Project Team used 
the Eligibility Program specialist’s recommendations as the starting point 
to discuss eligibility requirements with other stakeholders, who included 
the former division administrator, the former head of the policy offi ce, 
and the Eligibility Branch administrator.  Although the policy offi ce was 
supposed to sanction these recommendations, it provided only superfi cial 
feedback.  In effect, the single Eligibility Program specialist was the only 
policy expert substantively involved in these discussions.  Therefore, this 
lone specialist was chiefl y responsible for the State’s revised Medicaid 
eligibility and enrollment rules, policies, and procedures.
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Project team designed KOLEA’s eligibility and enrollment 
process ahead of management’s assurance that it would comply 
with the ACA

Compounding the risk of allowing a single policy expert to drive 
the division’s ACA-related policy and procedure changes, we found 
that division management did not properly vet the specialist’s 
recommendations.  Those recommendations focused on making the 
State’s existing Medicaid eligibility program compliant with the new 
ACA requirements.  However, the KOLEA project team did not receive 
input from the entire division.  The KOLEA team’s recommendations 
were not made with a comprehensive view of the State’s entire 
Medicaid eligibility and enrollment program.  Furthermore, those 
recommendations were included in the RFP requirements for the KOLEA 
system.  Consequently, the division released an RFP, and subsequently 
awarded a contract, to build an IT system to facilitate a process that it 
had not yet fully defi ned.  

This process left unchanged the sections of the State’s eligibility and 
enrollment rules, policies, and procedures that were not identifi ed in the 
project team’s recommendations.  The result was a patchwork of new and 
existing Medicaid eligibility rules, which became the framework upon 
which KOLEA was built.  

The KOLEA Project Team’s patchwork of rules, policies, and procedures 
were incorporated into the division’s RFP for a technical system to 
facilitate a new eligibility and enrollment system.  The division’s policy 
offi ce did have an opportunity to review the RFP before it was released, 
but the offi ce provided non-substantive feedback.  In order to meet the 
federally imposed deadlines, the project team released an RFP that was 
drafted without meaningful input from the eligibility system’s other 
stakeholders.  

KOLEA was intended to accept and process Medicaid and CHIP 
applications, verify applicants’ information electronically whenever 
possible, automatically determine eligibility, and support other eligibility 
functions such as sending notices.  However, we found that KOLEA 
does not perform electronic data matching to verify applicants’ income, 
as was envisioned by the ACA.  The division’s Eligibility Workers 
(the staff most impacted by KOLEA) fi nd the new system diffi cult to 
use.  Eligibility Branch staff now spend more time manually processing 
applications that KOLEA cannot and resolving KOLEA processing 
errors.  We also found that the division does not measure the effi ciency 
of its new eligibility process, and therefore cannot properly identify and 
correct existing weaknesses.

Numerous defects 
may negate KOLEA’s 
advancements
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KOLEA does not perform electronic data matching to verify 
applicants’ self-reported income, as was envisioned by the ACA 

The ACA requires that states verify applicants’ self-reported income 
to ensure they are eligible to receive Medicaid.  The ACA envisioned 
verifi cation would be done via electronic data-matching.  A majority 
of states (39) conduct verifi cation prior to enrolling applicants in 
such programs; Hawai‘i is one of 11 states that verify income after an 
applicant is enrolled in a program.  While post-eligibility verifi cation 
is acceptable under the ACA, we found that the department has not 
established an interface with the Department of Labor and Industrial 
Relations (DLIR), which would allow for electronic confi rmation of an 
applicant’s self-reported income.  As a result, Med-QUEST eligibility 
workers must manually verify some applicants’ income, thereby 
increasing the risk of inaccurate eligibility determinations. 

Hawai‘i’s Verifi cation Plan calls for KOLEA to confi rm applicants’ 
income by electronically comparing their self-reported information with 
state and federal databases.  KOLEA is intended to match an applicant’s 
self-reported wage and other earned income with information from 
Hawai‘i’s DLIR, and to match other income with information from the 
federal Social Security Administration.  KOLEA also uses the federal 
Public Assistance Reporting Information System (PARIS), which 
provides data on income received from the U.S. government, Department 
of Defense, and Department of Veterans Affairs, to assess whether 
applicants are receiving benefi ts in other states.  Exhibit 2.2 illustrates 
Hawai‘i’s eligibility and enrollment process for modifi ed adjusted gross 
income (MAGI)-based applicants.
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Exhibit 2.2
Hawai‘i Eligibility and Enrollment Process for MAGI-Based Applicants

Source: Offi ce of the Auditor

However, we found that the department has not reached agreement 
with DLIR regarding sharing, using, safeguarding, and disclosing 
DLIR’s data on wage income and unemployment insurance income; 
therefore, KOLEA cannot confi rm applicants’ income via DLIR 
databases.  A program development offi cer at DLIR’s Unemployment 
Insurance Division told us that prior to KOLEA’s launch, the Offi ce of 
Information Management and Technology led discussions to establish 
a real-time interface between DLIR’s mainframe computer, KOLEA, 
and the Hawai‘i Health Connector.  The development offi cer told us 
DLIR rejected the proposal because of the breadth of DHS’ data request 
and the inclusion of the Connector, which is not a government agency.  
However, she said that discussions between DLIR and DHS regarding 
an agreement for data matches in early 2015 and a memorandum of 
agreement for real-time matching is expected in early 2016.
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We also found that the department has not been interfacing with the IRS, 
and therefore cannot confi rm applicants’ other income.  In addition, we 
found that KOLEA lacks a way to electronically verify self-employment 
income.

KOLEA does not meet the automated eligibility system envisioned by 
the ACA because it does not perform electronic data matching for wage 
data.  Instead, the division’s eligibility workers must manually obtain 
DLIR wage data and verify whether some applicants meet or exceed 
allowable income levels.  Eligibility Branch staff told us they have 
received DLIR quarterly income data “once or twice” since KOLEA’s 
debut.  KOLEA project staff told us they have provided DLIR quarterly 
income data to eligibility workers fi ve times since October 2013.  
Although the department appears to be operating within the boundaries 
of its Verifi cation Plan, the lack of electronic substantiation for fi nancial 
information circumvents the intent of federal ACA regulations that 
income be corroborated via electronic data matches. 

Eligibility workers fi nd KOLEA diffi cult to use

Staff and administrators from the Eligibility Branch as well as staff from 
the Audit, Quality Control, and Research Offi ce told us that KOLEA can 
accept online applications, process most applications received, verify 
certain information via electronic matches, automatically determine 
eligibility, process some renewals, and send notices as appropriate.  
However, they also reported numerous ongoing problems with KOLEA.

For example, eligibility workers said KOLEA is not always correct 
in how it captures, stores, or processes applicants’ information used 
to make eligibility determinations.  Branch administrators believe the 
way eligibility workers input data impacts whether KOLEA processes 
it correctly.  Some do not trust KOLEA to determine eligibility 
properly and said they have to either use manual overrides to process 
applications or check determinations made by KOLEA for accuracy.  
Eligibility workers said they now spend more time manually processing 
applications and renewals that KOLEA cannot process, resolving 
processing errors and other issues, and assisting clients who are confused 
by notices sent to them.  Exhibit 2.3 lists some of the more serious 
problems with KOLEA that eligibility staff reported. 
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Exhibit 2.3
KOLEA Problems Reported by Eligibility Branch Staff

Source:  Offi ce of the Auditor based on Med-QUEST Division Eligibility Branch questionnaires and interviews

Some eligibility workers also said KOLEA is not user-friendly and 
is diffi cult to navigate.  Although entering applications is easy, they 
said, checking and editing data is diffi cult and time consuming.  When 
KOLEA fl ags applications as pending or in error, it does not clearly 
identify the reasons why.  Eligibility workers must review the contents of 
KOLEA’s electronic case fi les to determine what information is missing 
or action needed.  This can be time-consuming because case fi les are 
displayed on multiple screens and tabs within screens, which must be 
checked one by one.  Eligibility workers may need to search through 20 
screens, compared to only ten screens in HAWI.  The layout of KOLEA’s 
numerous screens and tabs has also changed with each update, making 
it even more diffi cult for staff to know where to fi nd and enter data.  
Adding to their frustration, the causes of processing errors seemingly 
vary from case to case, and eligibility workers often rely on trial and 
error to guess what a problem is and how to fi x it to push an application 
through the system.

The result of KOLEA’s fl awed design and subsequent defects is that 
eligibility workers must perform additional steps to process applications, 
thereby diminishing the effi ciencies gained by using KOLEA.  The 
system defects can also result in improper eligibility determinations, 
improper benefi t payments for individuals who are wrongly determined 
to be eligible, unnecessary delays for eligibility determinations and 
coverage start dates, incomplete or inaccurate case records, and failures 
to send appropriate notices to applicants and recipients.  

1. Not capable of correctly processing complex coverage types, like long-term care and Medicaid 

spend down. 

2. Sometimes generates inappropriate notices, such as notices with incorrect or missing information 

or notices requesting documentation to support information that has already been verified by an 

eligibility worker. 

3. Defaults that would identify and eliminate application questions related to inapplicable eligibility 

criteria—for example, questions related to pregnant women for a male applicant—are not in place. 

4. Different functions sometimes work one day but not the next, and the functionality issues vary from 

case to case.   

5. Did not integrate with the Hawai‘i Health Connector, the state’s healthcare exchange marketplace 

system. 
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In addition, we found that KOLEA does not create an adequate audit trail 
of historical applicant information and how that information was used 
to determine eligibility.  Without access to the application information 
used to determine eligibility, quality control staff cannot verify the 
accuracy of the information or determine the propriety of an eligibility 
or denial determination.  KOLEA can provide decision reports that show 
its eligibility determination logic and decision summaries that show the 
fi nancial information used to calculate MAGI and determine eligibility, 
but quality control staff say these reports are not always available or 
complete.  

The division does not measure the effi ciency of its eligibility 
process, so it cannot correct problems

Offi cials and managers must have accurate, timely, and relevant 
information, along with the skills and knowledge to analyze this 
information to make improvements when needed.  The division’s 
assistant administrator recognizes that management is responsible 
for measuring the effectiveness of KOLEA by looking at various 
performance reports.  Management’s main source of information on the 
impact of the division’s use and implementation of KOLEA is weekly 
and monthly eligibility and enrollment data submitted to the federal 
government  (CMS).  Management also monitors staff overtime and 
costs, expenditures and allotments, and position counts and vacancies.  

We found that the information contained in these reports to CMS is 
insuffi cient.  Managment’s performance indicators do not present a 
comprehensive picture of the division’s eligibility and enrollment 
processes or measure the division’s efforts to implement KOLEA and the 
eligibility and enrollment provisions of ACA.  Examples of performance 
indicators that management does not monitor but which could help 
measure the impact of the division’s efforts include:

• Number of applications manually input and processed;

• Number of cases/applications assigned to each worker;

• Reductions in the number of days between application and 
enrollment;

• Percentage of applications and renewals that need to staff time to 
process; and

• Cost savings realized by the divisions.



    Report No. 15-20 / December 2015    29

Chapter 2: $155 Million KOLEA Project Does Not Achieve All ACA Goals 

We also found that division management never established objectives 
against which it can evaluate the results of using KOLEA to streamline 
the eligibility and enrollment processes.  To understand the relationship 
between the division’s activities and its results, management needs to 
develop objectives that results can be measured against.  However, the 
division’s only performance targets are the 45- and 90-day federal time 
standards for determining eligibility.  This refl ects management’s narrow 
focus on application volume and processing times and its inattention to 
gauging the effi ciency of its new eligibility and enrollment processes.  
The division’s assistant administrator acknowledged that management 
is most concerned about the division’s ability to process the volume of 
applications within federally-established time standards.  

Agencies can achieve more effi cient and effective processes that deliver 
desired outcomes by using performance information to identify what 
does and does not work.  In contrast, division management relies on 
meetings with and feedback from staff to identify and address problems 
and issues with KOLEA, eligibility, and enrollments.  While staff 
feedback is useful and important to consider, it is also subjective. 

The division has formed a task force consisting of representatives from 
various branches to fi nd solutions for operational problems with KOLEA 
that impact the entire division.  There is also a KOLEA work group 
that focuses on operations issues specifi cally related to the Eligibility 
Branch.  Both groups are involved in prioritizing KOLEA system fi xes 
and enhancements.

CMS pilot program offers glimpse of the scope of eligibility 
error rates

CMS is conducting a 50-state pilot program to inform its efforts to 
establish new eligibility review rules and methodologies in light of 
changes to eligibility requirements under ACA.  Hawai‘i has produced 
two reports under this pilot project.  As shown in Exhibit 2.4, the overall 
Medicaid and CHIP determination and renewal error rate was 1.8 percent 
in the fi rst pilot review period and 4.4 percent in the second review 
period.  
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Exhibit 2.4
Hawai‘i Medicaid and CHIP Eligibility Determination Error Rates

Source: Offi ce of the Auditor

The eligibility reviews under the pilot excluded certain types of cases 
such as MAGI-excepted cases.  MAGI-excepted individuals include 
those who are age 65 or older, blind, disabled, medically needy, and those 
requesting long-term care coverage or Medicare cost-sharing assistance.  
Therefore, pilot program error rates do not represent Hawai‘i’s overall 
Medicaid program error rate.  Moreover, error rates may vary from 
current levels when CMS fi nally produces a new methodology for 
testing eligibility accuracy.  Nonetheless, the pilot error rates can 
be used to demonstrate the potential impact of improper eligibility 
determinations.  The most recent error rate of 4.4 percent applied to 
Hawai‘i’s July 2014 Medicaid and CHIP enrollment of 325,510 equates 
to approximately 14,300 individuals whose eligibility may have been 
improperly determined.  Consequently, the impact of improper eligibility 
determinations can be signifi cant given the scope of Hawai‘i’s Medicaid 
program.

KOLEA is the fi rst phase of the department’s effort to develop an 
integrated, department-wide human services IT platform.  Because of the 
compressed timeframe in which it had to comply with the ACA’s new 
requirements, the department focused on developing a system to support 
the Med-QUEST Division’s MAGI-based expanded Medicaid eligibility 
requirements.  The result was KOLEA.  
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The next phase will entail developing a system to support the Benefi t, 
Employment, and Support Services (BESSD) and Social Services (SSD) 
division’s programs, which include SNAP and TANF.  This will include 
enhancing KOLEA so it can be used by all three divisions’ benefi ts 
programs. 

The department has not received fi nal approval of its plans from the 
federal government.1  Meanwhile, the department is working on the 
RFPs to select vendors for BESSD and SSD to design and develop 
the integrated functionality, and to perform independent verifi cation 
and validation (IV&V) services for the designs.  RFPs are scheduled 
to be issued in December 2015.  The department will need to oversee, 
manage, and coordinate these multiple development efforts during 
project initiation and planning, solution design, system development, 
training, and testing of the new integrated systems.  Current projections 
indicate that the BESSD and SSD systems will take two and 3.5 years, 
respectively, to complete.

Section 1561 of the ACA requires the federal Department of Health and 
Human Services (DHHS) to establish standards for how new information 
technology systems will support applications for health coverage that 
also connect families to other human services benefi ts.  The law requires 
states to seamlessly connect individuals to Medicaid, CHIP, or the state’s 
health insurance exchange, regardless of where they apply (“no wrong 
door”).

Cross-program integration is critical because providing low-income 
individuals and families with access to all benefi ts for which they are 
eligible is key to helping them make ends meet and stabilizing their 
circumstances.  Helping families overcome poverty and become self-
suffi cient requires a coordinated approach to delivering benefi ts.  Without 
integration, major eligibility system changes can lead to families losing 
benefi ts.

ACA requires states to facilitate enrollment in health and 
human services programs

The ACA made signifi cant changes to the eligibility determination 
process for health and human services programs to reduce consumers’ 
burdens when they seek coverage, cut administrative costs, and prevent 
eligibility errors—changes that have required major improvements to 
information technology systems.  The ACA requires states to be able 

1  CMS, DHHS’ Administration for Children and Families; and the Department of Agriculture’s (USDA) Food, Nutrition and 
    Consumer Services

The integration of 
health insurance 
with human services 
programs is critical to 
helping Hawai‘i’s needy
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to expand their enrollment systems to integrate new programs, rules, 
and functionalities, and be able to apply streamlined verifi cation and 
eligibility processes to other federal and state health and human services 
programs, as appropriate.

Recognizing the need for states to receive federal fi nancial support in 
this endeavor, on April 14, 2011, the federal CMS announced that it 
would provide enhanced, 90 percent federal funding to states’ 10 percent 
match for states to modernize their Medicaid IT eligibility determination 
systems through December 31, 2015.  Previously, states were only 
eligible for 50 percent federal funding.

On August 10, 2011, the federal government2 announced it would allow, 
for a limited time, states’ federally funded human services programs 
to benefi t from investments in state eligibility systems being made by 
state-operated healthcare exchanges, state Medicaid programs, and state 
CHIPs.  The announcement allowed states’ human services programs 
(including TANF and SNAP) to use IT systems designed for determining 
eligibility for health coverage programs (such as Medicaid, CHIP, and 
premium tax credits and cost sharing benefi ts through a healthcare 
exchange) without paying for common system development costs, as 
long as the costs would have been incurred anyway to develop systems 
for the exchanges, Medicaid, and CHIP.  This announcement applied 
only to development costs for eligibility determination systems, and was 
scheduled to terminate on December 31, 2015.

Time constraints led DHS to prioritize Medicaid in building 
KOLEA and delay the integration of human services programs

The department decided not to pursue the enhanced 90/10 federal 
funding or the allowance to leverage with non-health benefi t programs 
(such as SNAP and TANF) in the initial phase of its Medicaid IT upgrade 
project.  According to the department’s deputy director, the decision was 
primarily based on the fact that it did not believe the integration of SNAP 
and TANF programs with the KOLEA application could be accomplished 
before the October 1, 2013, “go-live” deadline, which was less than 
nine months away at the time.  The deputy director explained that the 
differences between Medicaid and the SNAP and TANF programs would 
have made simultaneous integration in the compressed timeframe too 
diffi cult.  For example, the IRS allowed direct access to its database for 
Medicaid only.  In addition, defi nitions of  “household” under SNAP 
and TANF differed from Medicaid, which now follows MAGI-based 
eligibility rules.

2   CMS; DHHS’ Administration for Children and Families; and the U.S. Department of Agriculture’s (USDA) Food, Nutrition and     
     Consumer Services
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BESSD participated in the discussions to integrate its programs with 
KOLEA and agreed with the department’s decision to focus KOLEA’s 
development on supporting only Medicaid eligibility.  The BESSD 
administrator was confi dent that the division would be able to integrate 
its programs with the KOLEA application in the second phase of the 
project.

According to the American Public Human Services Association 
(APHSA), failure to include human services program representatives 
when attempting to make their Medicaid eligibility systems interoperable 
with the rest of CMS’ standards and conditions can result in increased 
costs, delays, and cost overruns.  When developing new IT systems, 
it is always more cost-effective and effi cient to design multi-program 
coordination capacity from the start, rather than retrofi tting the IT system 
later.  According to APHSA, historically, the development of integrated 
eligibility determination systems has taken four to fi ve years from start to 
fi nish in the best of circumstances.  Under the ACA’s statutorily imposed 
deadlines, Medicaid agencies had fewer than 18 months to build and 
thoroughly test new eligibility and enrollment systems or enhance their 
existing systems.

Extension of the enhanced federal funding buys DHS more 
time

The department’s decision to prioritize Medicaid eligibility in the 
fi rst phase of its IT modernization project meant the integration of 
BESSD and SSD programs would have to have been completed by 
December 31, 2015, or Hawai‘i would lose the enhanced federal funding 
opportunities.  We found that prior to the ACA, 45 state Medicaid 
eligibility and enrollment programs were integrated with other public 
assistance programs such as SNAP or TANF.  However, due to the large 
scale of the ACA changes, many states delinked these other programs 
when upgrading or building their new Medicaid eligibility systems.  As 
of January 1, 2015, only 19 states have systems that support Medicaid 
eligibility and at least one other non-health benefi t program (such as 
SNAP, cash assistance, or child care subsidies).    

CMS recognized most states have not had suffi cient time to complete a 
total IT system replacement, and that without ongoing enhanced federal 
funding, state Medicaid eligibility and enrollment systems are likely to 
become out of date.  CMS further noted that states are in varying stages 
of completion of their eligibility and enrollment system functionality, 
and the majority are engaged in system integration with human services 
programs, further increasing effi ciencies and improving the customer 
experience for those seeking benefi ts or services from programs in 
addition to Medicaid.  
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In October 2014, CMS therefore announced a three-year extension of the 
waiver enabling states to complete their work on integration of eligibility 
systems between health and human services programs, such as SNAP 
and TANF, through December 2018.  In addition, in April 2015, CMS 
proposed codifying availability of the 90/10 federal matching funds for 
Medicaid eligibility and enrollment systems on a permanent basis.  CMS 
initially considered a two- or three-year extension but decided that was 
too short for states to effectively transition from their legacy IT systems 
and complete integration of their human services programs into their 
new, shared eligibility systems.

According to CMS, states pursuing an integrated eligibility system 
strategy should consider mechanisms for phasing their IT development, 
so that additional functionality needed to determine eligibility for 
human services programs can be added after health components are 
operational.  States therefore have the option to implement a shared 
eligibility system through a phased approach to better enable them to 
implement health components of an enterprise system in accordance with 
ACA requirements.  Phased projects are allowable under CMS’ extended 
funding waiver.

The department has already begun efforts to integrate BESSD and 
SSD programs’ IT system with KOLEA through an enterprise platform 
of shared components and services.  As of September 2015, the 
department’s implementation plan and procurement strategy was not 
fi nalized.  The department intends to issue RFPs to select vendors for the 
design, development, and implementation of the new systems as well as 
an IV&V vendor in December 2015.  As a result, multiple development 
efforts will need to be coordinated during project initiation and planning, 
solution design, system development, training, and testing of the new 
integrated systems.

DHS must overcome data-sharing challenges among multiple 
divisions

The department has embarked on the challenge of building integrated and 
interoperable eligibility determination systems, as well as an enterprise-
wide application design capable of linking databases from various 
divisions that serve the same clients.  In addition, the department must 
develop strategies to effectively leverage its investments in technological 
components and take advantage of federal funding opportunities without 
sacrifi cing quality product and results. 

In late 2013, following the implementation of KOLEA, the department 
started planning how to expand KOLEA to support other DHS programs.  
This included analyzing BESSD and SSD programs and understanding 

Integration of SNAP 
and TANF programs 
are underway, but 
much work remains
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what was required to enhance KOLEA so it can be leveraged by multiple 
divisions and become the DHS Enterprise Platform.  

The department’s vision is to move all its divisions’ programs onto 
the new platform.  This will include developing the required BESSD 
functionality by leveraging KOLEA as much as possible and adding the 
capabilities for other applications to integrate with the platform.  BESSD 
will retire its legacy HAWI system, which currently supports TANF; 
Temporary Assistance for Other Needy Families (TAONF); General 
Assistance (GA); Aid to the Aged, Blind, and Disabled  (AABD); SNAP; 
and the Low Income Home Energy Assistance Program (LIHEAP).  
Future phases will include modernizing the current system that supports 
SSD’s Child Welfare Services  (CWS) and Adult Protective Services 
(APS) programs.  Exhibit 2.5 illustrates the new DHS Enterprise 
Platform.

 Exhibit 2.5 
 Diagram of DHS Enterprise Platform

            Source:  Department of Human Services 

DHS may not meet deadline for federal funding opportunities

BESSD and SSD each submitted plans for this integration to the federal 
government in November 2014.  In December 2014, the Med-QUEST 
Division submitted to the federal government a draft update of its 
integration plan that described proposed enhancements to KOLEA’s 
Medicaid eligibility services.  After reviewing the integration plans, 
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the federal government decided that a consolidated integration plan—
one that includes BESSD and SSD’s plans and the department’s draft 
KOLEA update plan—would more accurately capture the department’s 
effort to leverage its and the federal government’s investments in 
establishing an integrated human services enterprise-wide IT platform.  

Accordingly, the department has submitted four of eight sections of 
its revised, consolidated integration plan to the federal government.  
The department is now reconsidering its procurement strategy and 
analyzing alternatives to procuring the various services required—
hosting; maintenance and operations; and design, development, and 
implementation—for the DHS Enterprise Platform, and the design, 
development, and implementation services for Med-QUEST, BESSD, 
and SSD.

The department plans to release RFPs in December 2015 to select 
vendors who will assist the department with expanding KOLEA to 
provide eligibility support for all DHS programs and services.  Vendors 
will be required to use KOLEA’s existing software components wherever 
possible, as this infrastructure has already been secured and paid for by 
the KOLEA project.  A design, development, and implementation vendor 
for the new BESSD system was initially scheduled to be selected in 
April 2015, with a project completion date of April 2017.  The design, 
development, and implementation vendor for SSD was to be selected 
in September 2015, with project completion in March 2019.  However, 
since the department has not yet obtained approval of its revised, 
comprehensive integration plan from the federal government, extended 
dates are expected.  Consequently, the department may not be able to 
maximize its opportunities under the federal waiver, which now expires 
on December 31, 2018.

The Department of Human Services must continue to enhance the 
KOLEA system to comply with the provisions of the federal Affordable 
Care Act and support the Med-QUEST Division’s Medicaid eligibility 
policies and processes.  The goal is to achieve an IT system that applies 
new ACA rules to determine eligibility for the Medicaid program, 
operates seamlessly with the federal health exchange, and electronically 
verifi es income from applicants.

The department will face similar challenges as it integrates its human 
services programs into a new, department-wide enterprise IT platform 
that extends the KOLEA application.  The department’s director must 
ensure that problems encountered in planning and developing KOLEA 
are not repeated, and that lessons learned appropriately guide future IT 
system transformations.  Further investments in new technology should 

Conclusion



    Report No. 15-20 / December 2015    37

Chapter 2: $155 Million KOLEA Project Does Not Achieve All ACA Goals 

be justifi ed by improvements in the consumer experience for those 
seeking benefi ts or services from the programs, as well as increased 
effi ciencies for the department.    

1. The director of human services should:

 a. Lead future departmental IT changes by ensuring rigorous 
  project process standards are defi ned to guide the project, there  
  is a clear structure for decisionmaking, individuals in lead roles
   have the right skills for the project, and those individuals 
  appropriately execute their responsibilities; and

 b. Address Medicaid income verifi cation issues and increase the 
  likelihood that Hawai‘i’s neediest people are receiving all the  
  benefi ts for which they qualify by:

  i. Finalizing the Memorandum of Agreement with the 
   Department of Labor and Industrial Relations so that the 
   Med-QUEST Division can perform data matching with state 
   wage information and perform real-time income 
   verifi cations; and

  ii. Ensuring the Med-QUEST Division establishes an interface 
   with the Internal Revenue Service to check unearned income 
   or ensuring the Hawai‘i Administrative Rules are revised to  
   remove this requirement.

2. The Med-QUEST Division administrator should:

 a. Ensure that KOLEA project responsibilities are clearly 
  defi ned between functional areas and actively manage those 
  responsibilities to avoid gaps in, and enforce, responsibilities as 
  necessary;

 b. Facilitate efforts to improve the division’s eligibility and   
  enrollment processes and address KOLEA’s functionality and  
  usability issues by:

  i. Establishing goals, objectives, performance targets, and 
   performance measures for the Medicaid eligibility 
   and enrollment processes that align with the department’s 
   overall mission, goals, and objectives and are useful for 
   decisionmaking.  The administrator should include 

Recommendations
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   managers at different organizational levels in the 
   development of these performance goals;
  ii. Ensuring KOLEA is modifi ed so that it can generate reports  
   on relevant performance measures; and  

  iii. Periodically reviewing and discussing with relevant  
   stakeholders the progress made toward improving 
   the division’s eligibility and enrollment processes and 
   KOLEA’s functionality and usability issues;

 c. Ensure the division’s Policy and Program Development   
  Offi ce:

  i. Evaluates and updates the department’s administrative rules, 
   policies, and procedures regarding Medicaid enrollment 
   and eligibility pursuant to requirements in the Affordable 
   Care Act.  The offi ce should ensure administrative rules 
   adhere to all applicable provisions of the ACA including 
   income verifi cation requirements, conform with the Notice 
   of Proposed Rulemaking, align with the department’s 
   Verifi cation Plan, and include business processes that   
   optimize KOLEA’s effi ciency;

  ii. Works with the Eligibility Branch to:

   1. Along with other stakeholders and experts, examine the 
    state’s Medicaid application and eligibility determination 
    process and establish a new one that complies with the  
    department’s administrative rules;

   2. Reassess Eligibility Branch staff’s responsibilities in 
    light of the new statutory framework pursuant to the   
    ACA and KOLEA-automated processes; and

   3. Develop an appropriate training program for Eligibility 
    Branch workers.  The program should include changes 
    to the ACA, the division’s new policies and procedures, 
    and how to navigate KOLEA;  

 d. Address KOLEA functionality and usability issues by:

  i. Seeking input from the policy offi ce, Eligibility Branch, and 
   other stakeholders and experts to identify weaknesses in the 
   division’s eligibility and enrollment processes and KOLEA 
   and their causes; and develop a strategy for, and allocate 
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   resources to, support improvement; and

  ii. Continuing to work with KPMG, LLP to address 
   functionality and usability issues so eligibility workers can 
   use KOLEA more effi ciently and effectively; and 
     
 e. Ensure the division’s Training Offi ce works with the policy 
  offi ce and KOLEA Project Team as necessary to develop and 
  provide appropriate training to Eligibility Branch staff on new 
  eligibility and enrollment processes and requirements, and 
  navigating KOLEA.  Training should be provided periodically as 
  rules, policies, procedures, and KOLEA are modifi ed. 
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Response of the Affected Agency

Comments on 
Agency Response

We transmitted a draft of this report to the Department of Human 
Services on December 14, 2015.  A copy of the transmittal letter is 
included as Attachment 1 and the department’s response, dated
December 22, 2015, is included as Attachment 2.

The department, which requested this audit, said it appreciated most 
of our recommendations but disagreed with our two primary fi ndings.  
Although it claims our main fi ndings are “incorrect” and provided 
lengthy clarifi cations that it described as “objective information,” we 
note that the department agreed with all but one of our recommendations 
and provided comments on how it is addressing, or plans to address, 
them.  Pursuant to the professional standards under which we conduct 
our audit work, recommendations fl ow logically from fi ndings and 
conclusions and are directed at resolving the cause of identifi ed 
defi ciencies and fi ndings.1  We stand by our recommendations and their 
underlying fi ndings.

The department disagreed with our recommendation to establish an 
interface with the IRS for unearned income, noting there is no ACA 
mandate to do so.  We do not dispute this; however, the department 
should amend its own administrative rules to delete this provision if it 
does not intend to establish the interface with the IRS. 

Regarding our fi rst fi nding, the department contends that KOLEA 
has achieved the ACA’s goals and meets all of the requirements for a 
Medicaid eligibility determination system because, it says, KOLEA 
accepts online applications, is connected to the federal data hub to 
conduct online verifi cations, and determines eligibility in a timely and 
accurate manner as confi rmed by CMS.  As we state in the report, a 
primary goal of the ACA is to create a simple, real-time eligibility and 
enrollment process that uses electronic data to ease the paperwork burden 
on applicants and state agencies while expediting a determination.  
Although KOLEA can electronically verify citizenship, social security 
number, and Social Security income benefi ts, it does not access quarterly 
wage data from Hawai‘i’s Department of Labor and Industrial Relations, 
self-employment income, or unearned income.  In addition, we found 
that administrative effi ciencies and reduced paperwork have not been 
realized as evidenced by statements from eligibility workers, supervisors, 
and branch management, all of whom have hands-on experience working 
with KOLEA.  We therefore stand by our fi nding.

1 Government Auditing Standards (2011 Revision), paragraph 7.28
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With respect to our second fi nding, the department claims there is no 
ACA requirement that other human services programs (such as the 
Supplemental Nutrition Assistance Program and Temporary Assistance 
for Needy Families) be included in the streamlined eligibility system.  
The department misses our point.  While it is true the ACA does not 
require they be included, it does require—as stated in our report—that 
states must facilitate enrollment in health and human services programs.  
Human services programs includes SNAP, TANF, the Low Income 
Home Energy Assistance Program, Supplemental Security Income, Child 
Care and Development Fund, and similar programs.  We stand by our 
fi nding.

The department also made comments on our audit process and data 
collection.  We note that we requested, but never received, all DHS 
reports made to CMS, which likely would have contained feedback from 
CMS.  Also contrary to the department’s allegations, we did interview 
eligibility workers from community health centers.  

              We incorporated some of the department’s clarifi cations in the fi nal 
              report but left out those that do not alter the factual fi ndings.  We also 
              made minor technical corrections for accuracy, clarity, and style prior to 
              publication.
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