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The Office of the Auditor

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

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

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

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

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

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

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

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

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

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

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

Hawaii's laws provide the Auditor with broad powers to examine all books, records, files,
papers, and documents and all financial affairs of every agency. The Auditor also has the
authority to summon persons to produce records and to question persons under oath.
However, the Office of the Auditor exercises no control function, and its authority is limited to
reviewing, evaluating, and reporting on its findings and recommendations to the Legislature
and the Governor.
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Financial Audit of the Maui Memorial Hospital
and Hana Medical Center

Summary

The Office of the Auditor and the certified public accounting firm of Deloitte &
Touche LLP conducted a financial audit of the Maui Memorial Hospital and Hana
Medical Center for the fiscal year July 1, 1994 to June 30, 1995. The audit
examined the financial records and systems of accounting and internal controls
and tested these for compliance with applicable laws and regulations.

In the opinion of Deloitte & Touche LLP, the financial statements present fairly
the Maui Memorial Hospital and Hana Medical Center’s financial position and
their results of operations for the fiscal year ended June 30, 1995. These statements
are in conformity with generally accepted accounting principles.

As defined in the report on the internal control structure, Deloitte & Touche LLP
noted no material weaknesses in the internal control structure and its operation. It
also noted, with respect to items tested, that the hospital and center have complied
with applicable laws and regulations.

‘We found, however, that the Maui Memorial Hospital could improve its business
office operations and security procedures by implementing or revising certam
operating procedures. More specifically, cash discounts granted to two insurers
may not be authorized or based upon sound reasoning. We estimate these
discounts cost the hospital about $3 millionin lost revenues. Revenue and collection
practices need to be improved. Thehospital owes the state general fund almost $16
million and the ability to pay off the debt rests on improving the hospital’s revenue
and collections. The hospital’s utilization review practices should be improved to
help contain costs and increase revenues. Internal financial reporting is inadequate.
Management needs timely and useful financial information.

We also found that long-term care patients are now occupying acute care beds.
Left unchecked, this practice may have serious financial implications. Finally,
hospital security procedures should be improved. Security procedures in a
hospital should provide a measure of safety for patients and employees, and

~ prevent the loss of hospital assets.

Recommendations
and Response

We recommend that the Division of Community Hospitals and the hospital
determine the propriety of discounts to insurers. We also recommend that the
lospital consider pursuing collection of the discounted amounts.

»
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‘We recommend that the hospital take steps to improve its revenue and collection
practices. The hospital should ensure that patients are billed for all services and
supplies by recording requisition information in patient billing records. It should
continue to work with the division to improve automated billing procedures and
develop electronic billing capabilities. It should obtain and verify insurance
coverage for all ontpatients and patients treated and discharged by the emergency
room. The hospital should prepare patient bills soon after discharge and make
sensible payment arrangements for balances due. Additionally, the hospital
should verify all insurer payments,

‘We recommend the hospital expand the role of the utilization review process as
a means to contain costs and improve revenues. We also recommend that the
hospital prepare budgets and financial reports which include monthly financial
statements, comparisons of budgets to departmental activities, cash flow forecasts,
and other performance measures.

We further recommend that the division and the hospital develop plans to meet the
needs of long-term care patients and determine the fiscal impact of such plans. We
also recommend that the hospital strengthen its security procedures by limiting
employees’ entry and exit to specified doors, limiting use of emergency exits to

- their designated purpose, requiring all hospital employees to wear identification -

badges while on duty, and requiring outside contractors to wear visitors’ badges and
notify the security guards of their schedules.

The department generally concurs with our findings and plans to use our report as
a guide for improvement. The department states that it will seriously consider our
recommendations and use them to better improve the management and operation
of Maui Memorial Hospital/Hana Medical Center. The department believes that
converting the Division of Community Hospitals from a division within the
Department of Health to a public benefit corporation for community hospitals will
enhance its ability to solve problems specific to the hospital.

Marion M. Higa Office of the Auditor
State Auditor 485 South King Street, Room 500
State of Hawaii _ Honelulu, Hawail 96813

(808) 587-0800
FAX (808) 587-0830
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Foreword

This is a report of our financial audit of the Mawi Memorial Hospital and
Hana Medical Center for the fiscal year July 1, 1994 to June 30, 1995.
'The audit was conducted pursuant to Section 23-4, Hawaii Revised
Statutes, which requires the State Auditor to conduct postaudits of all
departments, offices, and agencies of the State. The audit was conducted
by the Office of the Auditor and the certified public accounting firm of
Deloitte & Touche LLP,

We wish to express our appreciation for the cooperation and assistance
extended by the officials and staff of Mawi Memorial Hospital, the Hana
Medical Center, and the Division of Community Hospitals.

Marion M. Higa
State Auditor
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Chapter 1

Introduction

This 1s a report of our financial audit of the Mani Memorial Hospital and
Hana Medical Center. The audit was conducted by the Office of the
Audttor and the independent certified public accounting firm of Deloitte
& Touche LLP.

The audit was conducted pursuant to Section 23-4, Hawaii Revised
Statutes, which requires the Auditor to conduct post audits of the
transactions, accounts, programs, and performance of all departments,
offices, and agencies of the State and its political subdivisions.

Background

Mani Memorial Hospital is the successor to the old Malulani Hospital,
which was established in 1884 under the reign of Queen Kapiolani. The
Franciscan Sisters operated the hospital until 1927, at which time the
County of Maui assumed full responsibility for its operation and
management. Hana Medical Center was established in 1964 and is a
diagnostic and treatment center which serves the people of the Hana
District of Maui. It is treated as a satellite of Maui Memorial Hospital.
In 1967, Act 203, Session Laws of Hawaii, transferred several hospital
management functions from the counties to the State, and in 1969, the
state director of health was made the sole “governing authority™ over all
county/state hospitals. In 1989, the Division of Community Hospitals of
the State Department of Health was established to be responsible for the
planning, construction, improvement, management, control,
maintenance, and operation of these hospitals.

Maui Memorial Hospital sits on about 16 acres of state-owned land, is
licensed for 180 beds, and currently employs 685 persons. Averaging
over 150 patients per day, the hospital had an operating budget in
FY1994-95 of approximately $69.8 million. Hana Medical Center,
employing 15 people, had an operating budget of approximately $1.2
million in FY1994-95,

Organization

~ Mani Memorial Hospital is headed by a hospital administrator who is

appointed by the director of health. The hospital is organized into nine
departments, which are described below.

» Administrative Services is responsible for: personnel, |
purchasing and storeroom, utilization review, quality assurance,
mfection control, administration, and risk management.
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+ Data Processing records, classifies, summarizes, transmits,
stores, and retrieves clinical and management information.

+ Patient Services is responsible for patient accounting services
and financial accounting, budget, and billing services.

» Nursing Services provides nursing care to all patients and is also
responsible for operating room supplies and central supplies.

»  Clinical Services is responsible for: physical therapy,
occupational therapy, respiratory therapy, radiology, laboratory,
anesthesia, pharmacy, social services, medical records, and
medical library.

+ Dietary Services provides clinical dietetic services to patients, as
well as food services and meal production, for patients and
employees of the hospital.

+  Plant Operation and Maintenance is responsible for the general
maintenance of the hospital’s buildings and equipment.

»  Housekeeping provides cleaning services to patients® rooms,
hallways, and other parts of the hospital,

*  Launndry is responsible for washing and disinfecting hospital
linens. '

Hana Medical Center is headed by a hospital administrator who is
appointed by the director of health. The medical center is organized into
three departments, which are described below.

+  Nursing Services provides nursing care for outpatient and
emergency services, and operates the pharmacy, laboratory, and
ambulance,

* Radiology performs radiological procedures for diagnostic
purposes. '

*  Groundskeeping provides grounds maintenance and general
housekeeping services.

Management Advisory Section 323-66, Hawaii Revised Statutes, provides for the establishment
Committee of a public health facility management advisory committee in each
' county. The coramittee advises the director of health on planning,
construction, improvement, maintenance, and operation of the public
health facilities within its jurisdiction.
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Objectives of the Report on the fair presentation of the combined financial statements
Audit of Maui Memorial Hospital and Hana Medical Center for the year
ended June 30, 1995.

2. Assess the adequacy, effectiveness, and efficiency of the systems
and procedures for the financial accounting, internal control, and
financial reporting of Maui Memorial Hospital and Hana Medical
Center; and recommend improvements.

3. Ascertain whether expenditures and other disbursements have been
made and all revenues and other receipts have been collected and
accounted for in accordance with federal and state laws, rules and
regulations, and policies and procedures.

Scope and We audited the financial records, transactions, accounting systems, and

Method ology internal controls of Maui Memorial Hospital and Hana Medical Center
for the fiscal year July 1, 1994 to June 30, 1995. We also reviewed those
transactions, systems, and procedures for compliance with applicable
laws and regulations.

The aundit examined the accounting, reporting, and internal control
structures to identify deficiencies and to make appropriate
recommendations for improvements. '

The accountants” opinion as to the fairness of the combined financial
statements presented in Chapter 3 is that of Deloitte & Touche LLP. The
audit was conducted from July 1995 through December 1995. The audit
work relating only to Chapter 3 was conducted July 1995 through
September 1995. The audit was conducted in accordance with generally
accepted government auditing standards.






Chapter 2

Internal Control Practices

Internal controls are steps instituted by management to ensure that
objectives are met and resources are safeguarded. This chapter presents
our findings and recommendations on the financial accounting and
mternal control practices and procedures of Maui Memorial Hospital.

Summary of
Findings

We find that Maui Memorial Hospital could improve its business office
operations and security procedures by implementing or revising certam
operating procedures. More specifically, we find that:

1. Cash discounts granted to two insurers may not be authorized or
based upon sound reasoning. We estimate these discounts cost the
hospital about $3 million in lost revenues,

2. Revenue and collection practices need to be improved. The hospital
owes the state general fund almost $16 million. The ability to pay
off the debt rests on improving the hospital’s revenue and
collections.

3. Internal financial reporting is inadequate. Management needs timely
and useful financial information,

4. Long-term care patients are now occupying acute care beds. Left
unchecked, this practice may have serious financial implications.

5. Hospital security procedures should be improved. Security

procedures in a hospital should provide a measure of safety for
patients and employees, and prevent the loss of hospital assets.

_
Cash Discounts
Granted to Two

Insurers may be
Improper

For the past several years, Hawaii Medical Services Assoctation
(HMSA) and Kaiser Foundation Health Plan have been paying the
hospital, at discounted amounts, for services provided to their members
—9.5 percent off billings for services to HMSA inpatients and 12.5
percent off billings for Kaiser inpatients and outpatients. We found that
these discounts may not have been authorized and that the reasoning
behind them is unclear. Therefore, the hospital may not be receiving all
amounts due from these companies. The division and the hospital need
to take action to resolve the matter.
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Revenues in FY 1994-95 from HMSA and Kaiser approximated $27.7
million and $17.7 million, respectively, and the discounts taken are
estimated to be about $3 mullion. The discounts were allegedly
negotiated by the former director of health as an incentive to speed up
payments from these two payors to all of the division’s hospitals.
However, we found no documentation to support either the amount of
the discounts, or to show that the discounts, in fact, were to “speed up”
payments from the two payors.

Although the hospital has a contract with HMSA, we found no written
agreement or contract terms authorizing the 9.5 percent discount,
Division and hospital staff contend that there is no written authorization
for it. On the other hand, HMSA officials allege that the coniract allows
the discount. :

Kaiser has no written contract with the hospital, it simply deducts 12.5
percent from the hospital’s eligible charges and sends discounted
payments to the hospital. Kaiser bases its discount “on the assumption
that the 12.5 percent discount is comparable to the discount HMSA’s
members are receiving.”™

‘We were unable to verify the authorization for the discounts becanse we
found no documentation. Also, we were unable to determine whether
the discounts have sped up payments to the hospital. Regardless of
whether the discounts are authorized, their size does not make any real
economic sense if they are only to expedite payment. The benefit of
obtaining payment on time may not match the cost of the discount. For
example, a 9.5 percent discount to speed up payment by one month is
equivalent to borrowing money at an annual interest rate of 114 percent.

Neither the hospital nor the Division of Community Hospitals has been
able to determine whether the hospital is able to recover the amount of
the discounts taken by HMSA and Kaiser. The division recently began
looking into this issue, but has taken no concrete action to resolve it.
The hospital has chosen not to pursue collection of the discounts from
HMSA, Kaiser, or even the patients to whom services were provided.
This is a significant amount of revenue to simply write off because it is
not received.

The division needs to determine whether the discounts taken by HMSA
and Kaiser are proper. It also must determine how to recover the amount
discounted. The division and the hospital may need to obtain legal
assistance from the Attorney General. We urge the hospital and the
division to take a more aggressive course of action toward resolution
than either has pursued so far.
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Recommendations

‘We recommend that the Division of Community Hospitals and the
hospital determine the propriety of these discounts. We also recommend
that the hospital consider pursuing collection of the discounted amounts.

Revenue and
Collection
Practices Need to
be Improved

The hospital needs to improve its revenue and collection practices in
order to (1) pay moneys it owes the State, and (2) operate autonomously
from the Department of Health. The hospital owes the state general find
almost $16 million for past central service and departmental expenses as
required by Sections 36-27 and 36-30, Hawaii Revised Statutes. Central
service expenses include such items as cash and debt management,
accounting, and payroll services provided by other state departments.
Departmental expenses include Department of Health administrative and
support services costs. In addition, millions of dollars for buildings,

. improvements, and equipment have been financed by state taxpayers.

Because the Department of Health believes that the hospital can operate
more cffectively if it were independent, it has begun efforts to remove
the hospital’s operations from the department and to allow it to operate
autonomously. If the hospital is to succeed as an autonomous entity, it
must generate sufficient cash to finance its operations and repay moneys
owed to the State’s general fund.

The hospital needs to develop a method of maximizing the collection of
all accounts due it. However, the hospital has historically had difficulty
collecting amounts due from patients. Each year an inordinately large
percentage of revenues is deemed uncollectible. At June 30, 1995, $13.5
million was deemed to be uncollectible.

In FY1994-95, bad debts expense from patients’ accounts totaled $4
million, approximately 6.5 percent of net patient revenues for the year.
In prior years, the hospital failed to collect between 6 to 7 percent of its
net revenues. This compares unfavorably to the industry average of
about 3 percent. If the hospital’s collection practices improved to the
industry average, we estimate annual collections would increase by $2+
million.

Cash flow can also be increased by improved revenue and collection
practices. We found that patients are not always charged for services,
billing procedures are inefficient, patients’ insurance data is not always
obtained, and patients are not required to pay their bills in a timely
manner. We also found that insurance payments are not checked for
accuracy and the hospital may not be able to collect Medicare claims
after January 1, 1996.
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Patients are not always
charged for services

Information processing
Is inefficient

Patient insurance
information is not
always obtained

The hospital should bill ail charges to the patients. Because the hospital
uses manual processes to record many patient charges, the hospital
sometimes loses information and fails to charge patients for all supplies
and services provided,

For example, the hospital failed to bill patients for $185,600 worth of
supplies used. The hospital uses a manual system to requisition patient
supplies; however, this requisition information was not recorded in the
hospital’s computerized patient billing records. Consequently, patients
were not charged for the supplies used.

Manual requisition slips also are used for the following ancillary
services: angiography, anesthesia, CT scan, central supply, dialysis,
electrocardiogram, emergency room, endoscopy, nuclear medicine,
oncology, pharmacy, surgery, and ultrasound. Because of the volume of
manual requisition slips used and the inability to account for all
requisition slips, there is no assurance that the hospital is charging
patients for all of these services.

Our Report No. 95-21, “Audit of the Information System of the Division
of Community Hospitals,” identified inefficiencies in the hospital’s
billing procedures. For example, the hospital manually inputs billing
data into a personal computer, when such data is already in the hospital’s
main computer.> This duplication of effort is not only inefficient, but it
means that billings cannot be sent out on time. Such delays often
contribute to subsequent collection problems.

The hospital must obtain accurate patient demographic data and verify
insurance coverage so patients and insurance companies can be
accurately billed for services rendered. Generally, the hospital does this
with inpatients. However, the hospital fails to verify outpatient
msurance coverage and does not obtain required insurance pre-
approvals. Some insurers will not pay on a claim for which they have
not granted “pre-approval.” These insurers require that they be informed
in advance of the medical procedure to be performed in order to either
deny or “pre-approve” insurance coverage for the procedure. The
hospital also sometimes fails to obtain required billing information from
patients treated and discharged directly from the emergency room.

Outpatient insurance verification

Qutpatients served by the hospital are in and out in one day. These \
patients are treated by doctors who are not employed by the hospital, but
who use the hospital’s facilities. For their own services, the doctors
directly bill patients and the patients” insurance companies. The hospital
must collect for its services directly from the patients and their insurance
comparies.
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required to pay in a
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Insurers reject outpatient billing claims when the hospital fails to obtain
and verify outpatient insurance information. When this happens, the
hospital must charge patients to obtain payment for services. Because
patients may not be able to pay, bad debts subsequently increase.

The hospital must have patient insurance information to determine the
amount that it should collect from these patients and their insurance
companies. The hospital has no policy requiring that outpatient
insurance coverage be obtained and verified. The hospital should
develop and implement such a policy for all outpatients.

Emergency room patients’ demographic and insurance data

During the year, the hospital emergency room directly treated and
discharged 16,700 patients whose injuries or illnesses did not require
inpatient hospital care. Hospital policies do not require emergency room
personnel to obtain complete demographic and insurance data from the
patient. Only the minimum information necessary to establish a patient
record (e.g., name, date of birth, physician’s name) is obtained. This is
insufficient for billing purposes.

\
Additional information subsequently must be obtained by the admitting
department. Since the emergency room directly discharges the patients,
this information is often obtained much later, or in some cases, not at all.
The hospital may not be able to collect emergency room fees when it
fails to obtain requisite billing data. It should develop and implement
procedures to ensure this information is collected before patients are
discharged from the emergency room.

The hospital is fairly lax in its collection practices. Delays in billing
patients, lenient credit policies, and inattention to securing payment up
front or atranging payment plans all contribute to collection problems.

Patients are not billed immediately

The hospital sends bills to patients only after it has settled with the
appropriate insurance carriers, usually several months after patients have
been discharged. This is too long to wait to solicit patient payments.
Many hospitals estimate the patients® share of the cost of services and
invoice patients soon after discharge. In fact, many hospitals
participating in medical msurance plans know what insurers will pay and
simply bill patients the difference. To wait months before seeking
payment from patients is simply poor business practice.
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Amounts received from
insurers are not verified

Unrealistic time payment plans

The hospital has arranged unrealistic payment plans for several patients
who have large outstanding balances. No interest is charged on past due
balances and payment plans provide for monthly payments as low as
$100 on outstanding balances in excess of $20,000. At that rate, it would
take approximately 17 years for the hospital to be paid in full. The
hospital is not in the business of making long-term, zero-interest loans,

It should discontinue allowing long-term payment plans and charge
interest on past due balances.

No arrangements for payments of large amounts due

The amount a patient owes is determined by the length of stay, services
provided, and the patient’s insurance plan. The hospital can improve its
collection if patients” bills were reviewed with patients and payment
plans were developed at the time of discharge. Payment plans include
outright settlement of the balance upon discharge, use of credit card
payments, installment notes, and referrals to financial institutions, These
all are accepted hospital collection practices and should be pursued.

Amounts received from insurers were $43 million less than the amounts
billed. Of this, an estimated $3 million represent the discounts taken by

- HMSA and Kaiser. The remainder is a result of insurance plans’

agreements with the hospital which place limits on the magimum
amount that insurers and patients are required to pay for procedures
performed.

For example, an msurance plan’s agreement with the hospital may
stipulate that the msurance will pay 80 percent of customary charges and
the patient pays 20 percent of customary charges. These customary
charges often are less than the hospital’s standard rates. Because of the
agreement with the insurance plan, the hospital receives less than the
amounts billed. The difference between the hospital’s charges and the
amounts the insurers and the patients pay under these agreements are
called contractual adjustments and will never be recovered.

The hospital accepts all insurers’ payments without verifying that the
payment is correct. The hospital simply records the difference between
the amount billed and the amount received as a contractual adjustment
and takes no further action.

The hospital should not unguestionably accept insurers” payments. A
better practice would be to estimate the amounts to be received from
insurers and compare them to the payments received. The hospital can
then investigate any differences to determine possible underpayments.
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Electronic billing Effective January 1, 1996, the Health Care Financing Administration
requirements may will require all Medicare providers to electronically bill for Medicare
impact Medicare services. Hospitals that do not comply will not be paid. Currently, none:
collections of the community hospitals are able to transmit bills electronically.
Because the hospital lacks sufficient in-house data processing expertise,
it must rely on the Division of Community Hospitals to modify the main
computer system to enable it fo transmit Medicare bills electronically.
Recommendations We recommend that the hospital take steps to improve its revenue and

collection practices. The hospital should:

a. Ensure that patients are billed for all services and supplies by
recording requisition information in patient billing records;

b. Continue to work with the division to improve automated billing
procedurces and develop electronic billing capabilities;

c. Obtain and verify insurance coverage for all cutpatients and patients
treated and discharged by the emergency room;

d. Prepare patient bills soon after discharge and make sensible payment
arrangements for balances due; and

¢. Verify all insurer payments.

Utilization Review
Practices Can
Minimize Revenue
Loss

The hospital cannot afford to provide patient care that insurers deem
unnecessary and, therefore, will not pay for. Utilization review is an
independent review of patients’ records to determine that patient care is
consistent with patient needs. It can also be an effective tool in

minimizing revenue loss.

Insurance plans quite often pay for hospital services based on standard
“levels of treatment™ and “length of stay” for specific ailments. For
example, the standard length of stay for an appendectomy may be three
days. Standard treatment would include surgery, post-operative
recovery, nursing services, and medication for pain and inflammation. If
a patient receives treatment or medication not included in the standards,
or is kept in the hospital longer than the standard length of stay allowed
under the insurance plan, the hospital will not be paid for the additional
treatment and excess days.

In this case, each extra day a patient stays in a semi-private room can
result in several hundreds of dollars of lost revenue. Also, the hospital
may not get paid for medication and services. With 180 beds available,
the potential for revenue loss and unchecked, unrecoverable costs is
significant,

11
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Effective utilization review can identify potential problems with patient
treatment or length of stay. It can reduce costs by identifying treatments
not normally required by the illness or surgery. It can enhance revenues
by specifying additional documentation needed to support treatments not
normally required by the illness or surgery. In this case, the additional
documentation may result in increased revenues from the surers.

The hospital has one person responsible for all utilization review
functions. The focus of the utilization review has been limited to
treatments provided for illnesses. Review is not being conducted to
determine the potential for cost savings or improved revemues. The
hospital should consider strengthening the utilization review department
with additional resources.

Recommendation

‘We recommend the hospital increase the role of the utilization review
process as a means to contain costs and improve revenues.

Monthly Financial
Reporting Should
be Improved

Budgeting system
should be improved

Useful reports are not
prepared

12

A successful hospital relies on good financial information. Such
information enables management to monitor hospital performance.
Currently, the hospital prepares monthly financial reports that focus on
accounts receivable and cash collections. The hospital should also
compare its budget to its actual revenue and expenses and produce other
financial information consistent with industry standards.

Budgets should be prepared at the level of detail that is most meaningful
to those responsible for their attainment. For the hospital, this detail is
at the department level (e.g. Pharmacy, Oncology, Surgery, etc.).
Department managers should compare actual departmental performance
against the budget and analyze significant variances. The hospital’s
budget is not prepared at this level of detail because the hospital prepares
its budget following Department of Budget and Finance (B&F)
guidelines. Although B&F guidelines provide a uniform budgeting
process which all state agencies must follow in reporting to the
Legislature, this format is not useful to hospital departments.

The hospital’s financial accounting system can compare departmental
revenues and expenses to the budget. However, budgets are not being
prepared at the departmental level and the system does not generate such.
reports. As a result, management cannot monitor departmental activity
against budgets and plans.

Hospital reports only cover cash and accounts receivable. Other reports
should be prepared and used to enable management to analyze
departmental operations, to forecast cash receipts and cash
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disbursements, and to compare certain performance measures to industry
standards. These reports include:

*  Monthly fimancial statements to portray the hospital’s financial
position and results of operations at the end of each month and
year-to-date,

«  Cash flow forccasts to compare projected and actual cash
receipts and disbursements, and

*  Performance reports to compare certain key ratios of the hospital
with industry standards. Key ratios include patient capacity,
payer mix, liquidity, productivity, and other measures.

Recommendation

Long-term Care
Patients For Which
the Hospital Is Not
Licensed Occupy
Acute Care Beds

‘We recommend that the hospital prepare budgets and financial reports
which include monthly financial statements, comparisons of budgets to
departmental activities, cash flow forecasts, and other performance
measures.

The hospital is licensed for 180 acute care beds but has no license for
long-term care beds. However, the hospital provides care to an
increasing number of long-term care patients because of the shortage of
long-term care beds on Maui. During the past year, a daily average of 40
long-term care patients occupied acute care beds as compared to 32 in
1994. These patients could not be discharged due to the non-availability
of space at a private nursing facility or at Kula Hospital (the only two
long-term care—skilled nursing and intermediate care—facilities) on
Maui. Long-term care patients occupying acute care beds cause several
problems.

First, the hospital is not licensed to care for, or designed to accommodate
long-term care patients. Second, when the hospital has more patients
than licensed beds, acute care patients are kept in the emergency room,
operating room, and in hallways. Private rooms are converted to double
occupancies and makeshift beds are set up in wards, This could
jeopardize the hospital’s accreditation and licensing.

This situation also can have a negative financial impact on the hospital.
Medicare or Medicaid, which generally pay for services provided to
long-term care patients, barely covers the cost of providing that care.
Congressional changes to Medicare and Medicaid may further reduce
these revenues. :

13
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As long as the hospital does not have to turn away higher paying acute
care patients, the financial impact is not severe. However, should the
hospital have to turn away acute care patients, the financial impact could
be significant.

Recommendation. ‘We recommend that the Diviston of Commumity Hospitals and the
hospital develop plans to meet the needs of long-term care patients and
determine the fiscal impact of such plans.

Hospital Security Security procedures in a hospital should provide a safe environment for

Procedures Need patients and employees, protect confidential hospital and patient records,
and prevent loss. Many people, including employees, physicians,

to be Improved mpatients, outpatients, visitors, and outside contractors enter the hospital

every day. When access to the hospital is not controlled, the hospital is

not secure.

Security procedures can be improved by monitoring the movement of
people entering and leaving the hospital. The hospital has hired security
guards from the Department of Public Safety to monitor such movement.
However, procedures could be improved and additional safeguards can
be instituted.

Employee entrances and Employees can enter and leave the hospital through the main entrance,

exits are not specified rear entrance, side doors and emergency exits. However, only the front
entrance is regularly monitored. Consequently, the hospital has
difficulty detecting internal pilferage. Recently, an employee was
arrested for allegedly stealing hospital equipment. Internal controls
should be strengthened to limit employees® ingress and egress to
specified doors.

Employees use certain emergency exits as normal entrances and exits,
Although emergency exits automatically lock from the outside,
employees sometimes wedge objects under the door, which negates the
control provided by antomatically locking emergency exits.

Employees’ The hospital issues identification badges to employees who should wear
identification badges them while on duty. This measure should ensure that only authorized
are not always worn personnel enter restricted areas. However, hospital employees do not

always wear their identification badges, and the policy is not enforced.
As a result, security guards cannot effectively monitor the movement of
authorized personnel in restricted areas.

14
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Identification and The hospital regularly employs outside contractors for repairs and

location of outside equipment maintenance. Contractors are sometimes allowed access to

contractors is not restricted areas. Security personnel cannot clearly identify these

monitored contractors because visitors® badges are not issued. In addition, security
guards are not always informed of contractors’ schedules or work
locations. Internal controls should be strengthened by issuing visitors’
badges to contractors and informing security guards of scheduled work
and work location.

Recommendations We recommend that the hospital strengthen its security procedures by:

a. Limiting employees’ ingress and egress to specified doors;
b. Limiting use of emergency exits to their designated purpose;

¢. Requiring all hospital employees to wear identification badges while
on duty; and

d. Requiring outside contractors to wear visitors” badges and notifying
the security guards of their schedule.

15






Chapter 3

Financial Audit

This chapter presents the results of the financial audit of Maui Memorial
Hospital and Hana Medical Center (hospital) for the year ended June 30,
1995, It includes the mhdépendent auditors” report and reports on the
mternal control structure and compliance with laws and regulations, Tt
also displays financial statements, together with explanatory notes, and
supplemental schedules.

Summary of
Findings

In the opinion of Deloitte & Touche LLP (Deloitte & Touche), based on
their audit, the financial statements present fairly, in all material
respects, the financial position. of the hospital at June 30, 1995, and the
results of its operations and cash flows for the vear then ended in
conformity with generally accepted accounting principles, except that
the reasonableness of the amounts accrued for self-insured
unemployment and workers’ compensation claims cannot be determined.

Deloitte & Touche noted no matters involving the internal control
structure and its operation that they considered to be material
weaknesses as defined in the report on the internal control structure.
They also noted, with respect to items tested, that the hospital has
complied, in all material respects, with laws and regulations applicable
to the hospital,

Independent
Auditors’ Report

To the Auditor
State of Hawaii

We have audited the following financial statements of Maui Memorial
Hospital and Hana Medical Center (Hospital):

Balance sheet, June 30, 1995 (Exhibit A);

Statement of revenues and expenses of unrestricted funds, year
ended June 30, 1995 (Exhibit B);

Statement of changes in fund balances, year ended June 30, 1995
(Exhibit C); ‘

Statement of cash flows of unrestricted funds, year ended June 30,
1995 (Exhibit D). '

17
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ey

These financial statements are the responsibility of the management of
the Hospital. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit inchudes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An aundit also includes assessing the accounting principles
used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As discussed in the notes to the financial statements, the financial
statements referred to above present only the activities of the Hospital
and are not intended to present fairly the financial position and results of
operations of the State of Hawaii, in conformity with generally accepted
accounting principles.

In our opinion, such financial statements present fairly, in all material
respects, the financial position of the Hospital at June 30, 1995, and the
results of its operations and the cash flows of unrestricted funds for the
year then ended in conformity with generally accepted accounting
principles.

As discussed in the notes to the financial statements, the Hospital is self-
msured for unemployment and workers® compensation claims. At

June 30, 1995, the Hospital accrued $358,900 for estimated losses from
asserted and unasserted claims, based on the amount of claims paid
during the year ended June 30, 1995. However, the reasonableness of
such amount cannot be determined, as the Hospital has not accumulated
sufficient data, such as the nature of each claim or relevant trend factors,
to analyze the claims.

Our audit was made for the purpose of forming an opinion on the
financial statements taken as a whole. The following supplemental
schedules, which are also the responsibility of the management of the
Hospital, are presented for purposes of additional analysis and are not a
required part of the basic financial statements:

Combining balance sheet information, June 30, 1995 (Schedule I);

Combining statements of revenues and expenses of unrestricted
funds information, year ended June 30, 1995 (Schedule II);

Supplemental schedule of Operating expenses, year ended June
30, 1995 (Schedule I},












































































































