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Office of the Auditor

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

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

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

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

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

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

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

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

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

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

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

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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Summary

In 1994 the Department of Human Servicesimplemented the QUEST Demonstration
Project, afederally approved Section 1115 Medicaid waiver project, to demonstrate
theefficacy of amanaged careapproach for state-funded health careservices. QUEST
initially incorporated health care services for the Aid to Families with Dependent
Children (now knownasTemporary Assistanceto Needy Families), General Assistance,
and State Health Insurance Program. Health carefor aportion of the aged, blind, and
disabled popul ation wasto beincorporated asthe second of several phased expansions
of the QUEST project.

However, an audit conducted by our office in 1996 found that the project had been
inadequately planned and hastily implemented, resulting in management problems
andtheinability tosubstantiateitseffectivenessand efficiency claims. Werecommended
that these concerns be resolved before implementation of any planned program
expansions.

This audit follows up on the recommendations from the 1996 audit and severd
subsequent audits that examined various aspects of the QUEST Demonstration
Project. We found that QUEST continues to experience problems from inadequate
planning and design that hamper the development and expansion of a managed care
approach to health care. After nineyears, enrollment and participationin QUEST are
basically unchanged and planning efforts to incorporate the aged, blind, and disabled
population have ceased.

QUEST hashbeen keeping project costsunder control, withtheaverageannual cost per
enrollee remaining less than $2,000 between waiver years 1998 and 2001. Thiscost
roseto $2,068 for waiver year 2002; however, thiswas still |ess than the 1997 cost of
$2,090, for example. In addition, federal budget limits, which are based on the
cumulativetotal of expendituresover thelifeof the project, havebeen adheredtosince
2001. However, in view of rising health care costs nationally, QUEST’ s ability to
continue to contain costs without reducing levels of services is questionable. In
addition, QUEST has not included the aged, blind, and disabled population to date,
and is therefore unable to demonstrate whether the managed care approach is viable
for the larger range of patients.

Wealsofound that whilethe department’ sMed-QUEST Division hasovercomesome
operational weaknesses, other management control and staffing problemsstill hamper
QUEST’s operations. Self-declaration and presumptive eligibility practices have
reduced the application backlog but also increased the likelihood that ineligible
applicants may receive benefits. There continue to be problems with the eligibility
review process, with case file records that lack proper documentation that eligibility
has been reviewed, and are incomplete and inconsistent. Some management control
problems appear to be associated with the staffing concerns identified in our 1996
audit. For example, the backlog of eligibility reviews appears proportional to
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caseload. The Oahu office, with the highest casel oad per staff member, has the most
incomplete casefiles. Wefound 88 of the 187 Oahu casefileswe sampled (47 percent)
|acked adequate documentation of eligibility reviews. TheEast Hawaii, West Hawaii,
Kauai, and Molokai offices were generally up to date. The Maui office was second
to the Oahu office in lacking a current eligibility review, athough case-worker
assignments vary with the experience and classification of the case worker. The
supervisor reported a shortage of personnel. We also found that the Med-QUEST
Division dtill lacks a standard procedures manual to guide its operations.

Finally, we found that, although it has taken six years, a management information
system (MIS) has finaly been implemented. MIS development efforts underway
during our 1996 audit failed. 1n 1999, Hawaii entered into adevelopment partnership
withthe ArizonaHealth Care Cost Containment Systems Administration (AHCCCS)
to jointly develop the Hawaii Arizona Prepaid Medicaid Management Information
System (HAPA). Arizona, which operatestheonly federally certified Medicaid MIS,
modified the system to satisfy the Medicaid requirements for both states.

Recommendations
and Response

We recommended that the Department of Human Services evauate the time and
resources (human, financial, and physical) necessary to continue and/or expand the
QUEST demonstration project. If such an evaluation favors continuation of managed
care, the department should seek statutory authority to make the project permanent.

We also recommended that the department adopt an operating procedures manual to
include both standard procedures for processing QUEST dligibility applications as
well as procedures for cases transferred from other departmental divisions.

Finally, we recommended the department evaluate HAPA to assess the efficacy of
shared technology in fulfilling information system requirements.

The Department of Human Services responded that it generally agrees with our
recommendations. However, thedepartment noted that the Stateisunableto seek state
statutory authority to make QUEST permanent. We are aware of thefederal statutory
requirements for QUEST and note that our recommendations are not meant to be
limited to state-level actions. For example, the Nationa Conference of State
L egidlaturessupportsfederal statutory changesthat would permit successful Medicaid
waiver programsto becontinued by statutory authority, thereby endingtherequirement
to seek renewal of the demonstration authority. Given the substantial state resources
investedin QUEST, webelieveitisreasonabl eto support such federal-level actions,
if the State determines that QUEST should be considered permanent. The
department also provided commentsto clarify statementsmadeinthereport, some
of which we incorporated.

Marion M. Higa Office of the Auditor
State Auditor 465 South King Street, Room 500
State of Hawaii Honolulu, Hawaii 96813

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

Thisisareport of our follow-up audit of the Department of Human
Services QUEST Demonstration Project. The audit was conducted
pursuant to Section 23-4, Hawaii Revised Statues, which requires the
Auditor to conduct postaudits of the transactions, accounts, programs,
and performance of all departments, offices, and agencies of the State
and its political subdivisions.

We wish to express our appreciation for the cooperation and assistance
extended by officials and staff of the Department of Human Services
during the course of this audit.

Marion M. Higa
State Auditor
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Chapter 1

Introduction

This follow-up audit of the QUEST Demonstration Project of the
Department of Human Services was undertaken to assess the project’s
progress since our 1996 audit. 1t was conducted pursuant to Section 23-
4, Hawaii Revised Statutes (HRS), which requires the office to conduct
postaudits of the transactions, accounts, programs, and performance of
all state agencies. The 1996 audit was initiated because of concerns that
the Department of Human Services was experiencing difficulty in
meeting the objectives of the QUEST demonstration project.

Background on
the QUEST
Demonstration
Project

The Hawaii Health QUEST demonstration project is afederally
approved Medicaid waiver project administered by the department’s
Med-QUEST Division. QUEST is an acronym that stands for: Quality
Care, ensuring Universal Access, encouraging Efficient Utilization,
Stabilizing Costs, and Transforming the way health care is provided.
QUEST has two basic objectives: 1) to expand medical coverage to
include populations previously indligible for Medicaid and 2) to contain
costs by shifting from a fee-for-service to a managed care delivery
system. Savings realized from such a shift would be used to expand
coverage.

In the absence of federal reform, states have initiated their own health
care reforms, which largely focus on the Medicaid program. Medicaid
reforms have expanded coverage in two ways. 1) by redefining
Medicaid coverage and utilizing managed care; and 2) by utilizing
“1115" waivers to include more uninsured persons and test other
program changes.

Section 1115 of the Social Security Act outlines requirements for
experimental, pilot, or demonstration projects and allows states to reform
their Medicaid programs. It also alows the federal Secretary of Health
and Human Services to waive compliance with any requirements of
certain sections of statutes, including Medicaid, for any projects that
would promote the objectives of the national Social Security Act.

The Social Security Act was originally established in 1935 to promote
economic and social security. From early on, efforts were made to
incorporate some type of national health program into the act. These
efforts culminated in 1965 with the enactment of the Social Security
Amendments Act of 1965 that included provisions for the establishment
of the Medicaid program.
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The QUEST demonstration project placed three fee-for-service Medicaid
programs under a single managed care program: the Aid to Families with
Dependent Children Program (AFDC, subsequently TANF — Temporary
Assistance to Needy Families), the General Assistance program (GA),
and the State Health Insurance Program (SHIP).

Liberal eligibility criteria set by Hawaii’ s Department of Human
Services promoted the enrollment of persons for whom the project was
not intended. Eligibility criteriain 1994 required persons to be less than
65 years of age, acitizen or legal alien not in a public institution,
employed without medical insurance provisions, and earning not more
than 300 percent of the Federal Poverty Level (FPL) in order to join
($25,410 for a single person, up to $51,060 for afamily of four). Any
person meeting these criteria was entitled to free or subsidized medical
insurance under QUEST.

Predictably, many people who had or could afford medical insurance
terminated their existing health care coverage and enrolled in the project.
Those enrollees included college-aged children who were previously
covered under their parents' health insurance plans; working adults who
dropped employer-sponsored coverage for their dependents and enrolled
them under QUEST; working adults with income levels between 62.5
percent and 133 percent of the FPL who were formerly insured through
their employers; and individuals with income levels under 300 percent of
the FPL but who had additional assets and could afford health insurance.
The department did not anticipate or plan for the additional 13,000 to
48,000 enrollees that resulted from its liberal eligibility criteria;
consequently, the number of personswho enrolled in QUEST was higher
than originally estimated.

The QUEST project subsequently reduced the 300 percent FPL
regquirement to 200 percent of the FPL in an effort to control expanded
enrollment numbers. In addition to these eligibility requirements, an
enrollment cap of 125,000 members was placed upon the QUEST project
in February 1996. In order for new applications to be accepted, QUEST
enrollment cannot exceed 120,000 on December 31 of any calendar year
preceding the open application period. The enrollment cap does not
apply to those individuals who would have been ligible for Medicaid
prior to the waiver. According to the federal Department of Health and
Human Services' Centers for Medicare and Medicaid Services (CMS),
all protected groups, such as those whose income is less than the AFDC
standard of assistance or pregnant women who meet income limits,
cannot be denied access to the QUEST project regardless of the
enrollment cap.

In April 1996, an asset test was added as aresult of alegal challenge
based on the Americans with Disabilities Act. Now, individuas
personal assets as well as their income are considered when determining
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Medicaid fee-for-
service versus QUEST
managed care

eigibility. This caused some QUEST participants to become ineligible
for the basic QUEST insurance. In response, the department developed a
new plan called QUEST-Net to accommodate those who became
ineligible because of the new asset test. The department then devel oped
another plan, QUEST-P, for those who were ingligible for QUEST and
QUEST-Net. QUEST-P wasintended to be atemporary transition
program and was phased out in 1997.

Today, as shown in Appendix A, the Med-QUEST Division administers
at least 12 programs; however, QUEST and QUEST-Net are the only two
programs operating under the QUEST Demonstration Project Section
1115 waiver. Enrollment requirementsin QUEST have remained
basically unchanged since these adjustments were implemented. The
remaining Medicaid popul ation—the aged, blind, and disabled—has yet
to be included in the program.

Medicaid is a fee-for-service health program for the poor that is funded
by both the state and federal governments. “Fee-for-service” means that
physicians and hospitals bill for each eligible service provided to a
Medicaid patient. The traditional fee-for-service arrangement can be
more costly than managed care because it exercises less control over
patient visits, has greater potential for unnecessary medical procedures or
services, and has a greater chance of claims fraud.

Managed care, on the other hand, has been defined as “a health care
delivery system with asingle point of entry.” Cost savings are achieved
through a set monthly fee or “capitated payment” to a health plan, which
assumes responsibility for any financial risk.

A primary care physician, or “provider,” participating in a managed care
health care plan serves as a “ gatekeeper” by deciding when a patient
should be referred to a specialist or admitted to a hospital. The plan
must manage the delivery of patient care at a cost covered by the plan’s
capitated fees or lose money. The plan’sincentive isto maintain a

bal ance between health care and costs by minimizing extraordinary or
unnecessary expenses.

QUEST alows participants to select medical and dental plans from
participating health care providers. There are currently three providers
on Oahu: Kaiser, HMSA, and AlochaCare. A minimum of two providers
is required on each neighbor island, but exemptions have been obtained
for Molokai and Lanai since HMSA isthe only provider on these idands.
Dental coverage was initialy covered as an option under QUEST;
however, services have been reduced to emergency-only services for
adults. The dental program has recently reverted to fee-for-service.
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Funding for QUEST
Demonstration Project

The QUEST project is financed approximately 50 percent by state
general funds and 50 percent by federal funds. Federal funds are
authorized and received through the Social Security Act, Title XIX of the
U.S. Code. QUEST was implemented under the department’s
expectation that it would remain budget neutral over the course of the
five-year project, a condition of the Section 1115 waiver. That is, the
cost of the waiver program cannot exceed what the federal government
would have spent without the program. There were initial concerns
because the unanticipated, large participation in QUEST resulted in
higher than projected enrollments, causing the program to exceed the
federal budget neutrality requirements and escalating costs over
projections. However, the program finally achieved budget neutrality in
its sixth year (FY 2000-01).

The QUEST
Demonstration
Project Intended
To Expand
Eligibility in Five
Phases

Originaly, the complete QUEST project was to have been implemented
in five phases starting in 1994. Phase | combined the health care
provided under Aid to Families with Dependent Children (AFDC),
General Assistance (GA), and the State Health Insurance Program
(SHIP) into amanaged care program. Phasell, originally targeted for
implementation in July 1997, would have incorporated portions of the
aged, blind, and disabled (ABD) population; Phase |11 would have
encompassed small business associations; Phase |V would have included
state employees; and Phase V would have addressed workers
compensation.

In February 1997, the Med-QUEST Division contacted the Health Care
Financing Administration (HCFA, now the Centers for Medicare and
Medicaid Services, or CMS) to amend the 1115 waiver program to
extend health care coverage to certain ABD eligibility groups. The first
component of Phase |1 would provide medical, dental, and behavioral
health benefitsto Medicaid-only ABD members. The second component
would incorporate long term care and home and community-based
servicesto integrate Medicaid and Medicare. However, Phase Il was
eventually scaled back to include only those within the first component.
Phase |11 was correspondingly redefined to target the remaining ABD
recipients except for children. The department had targeted July 1997
for implementation of Phase I1; but decided to pursue athree-year
extension for Phase | and implement the information system instead. In
September 1998, HFCA approved an extension of QUEST through
March 31, 2002.

In February 2001 the department reported that it was again pursuing
implementation of Phase Il and hoped to receive approval to proceed by
Summer 2001; however, on May 18, 2001 the department formally



Chapter 1: Introduction

withdrew its request to include the ABD population in QUEST, noting
that the State intended to implement the provisions of the 1997 Balanced
Budget Act to enroll ABD recipients into health care plans.

In July 2002, CM S approved a second three-year extension of QUEST
through June 30, 2005.

Prior Audits Found
QUEST Had
Significant
Implementation
Problems

Audit of the QUEST
Demonstration Project,
Report No. 96-19

Management Audit of
the Department of
Human Services,
Report No. 97-18

A number of previous audits have been conducted pertaining to the
QUEST program. These include financia audits of the Department of
Human Services and of the Med-QUEST Division; a management audit
of the department’ sinformation system; a management audit of the
department; and an audit of the QUEST Demonstration Project.

The first audit was initiated because of concerns that the Department of
Human Services was experiencing difficulty in meeting the QUEST
Demonstration Project’ s objectives. The report found that Phase | of the
project had been inadequately planned and hastily implemented; lacked
management controls, staff, and a required management information
system (M1S) 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.

We recommended that Phase || be delayed until Phase | problems were
resolved; sufficient resources be alocated to implement the required
MIS; QUEST be separated from other Medicaid programsin future
budget requests and assigned a separate budget program 1D; the required
eligibility and annual re-verification procedures be standardized; and
sufficient staff be hired to administer the program.

This audit was conducted a year after our report on the QUEST
Demonstration Project. The audit found that controls for QUEST
eligibility determination had not significantly improved; annual
eligibility verification processes were still weak and had substantive
backlogs; the required management information system was still
undevel oped; 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 never been submitted.

We recommended that an MIS intended for a managed care system be
implemented; and that evaluation procedures be incorporated in existing
programs and included in new programs before implementation.
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Financial Audit of the
Department of Human
Services, Report No.
98-14

Audit of the
Department of Human
Services’ Information
Systems, Report No.
01-05

Financial Audit of the
Med-QUEST Division of
the Department of
Human Services,
Report No. 01-10

This report found continued internal control and operational problems
that affected the Med-QUEST Division and the QUEST Demonstration
Project. Annual re-verification requirements were not being met; over
$5 millionin clients' share of QUEST premium costs were uncollected;
and the Hawaii Automated Welfare Information (HAWI) system lacked
adequate data entry controls, resulting in overpayments. We
recommended stronger oversight to ensure that the QUEST project
collects al amounts due from its clients; and that the improvements to
the existing HAWI system be made a priority.

This report found that the contractor retained to develop the QUEST
information system had failed to produce a functional system. Rather
than pursue litigation, the department reached a settlement with the
contractor and terminated the contract. 1n 1999, the department
contracted with the State of Arizonato modify its Prepaid Medical
Management Information System (PMMIS) to accommodate Hawaii’'s
QUEST project and replace the previoudly failed attempt to develop a
QUEST information system. The new system, Hawaii Arizona PMMIS
Alliance, or HAPA, was intended to be operational by October 2000,
with Arizona maintaining the system until June 2001.

Thisfifth audit continued to report poor management control practices
within the QUEST project. Program files lacked required
documentation, certifications, and evidence of supervisory review; the
backlog of eligibility applications had not been resolved; the division
continued to be inconsistent in collection of reimbursements and
disenrolling those who failed to pay required co-payments; and the
division's oversight of capitation payment reconciliations had
diminished following the transfer of reconciliation responsibility to the
health plans. We recommended the enforcement of policies and
procedures relevant to QUEST digibility, re-verification, disenrollment,
and delinquent receivables; and that a QUEST claims review process be
established.

Objectives of the
Audit

1. Review and assess the extent to which the QUEST Demonstration
Project has expanded health care coverage, while realizing cost
savings to the State.

2. Review and assess the extent to which previously identified
management control weaknesses in the QUEST Demonstration
Project have been addressed and resolved.
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Scope and
Methodology

3. Review and report on the status of the QUEST management
information system.

4. Make recommendations as appropriate.

We focused on the findings and recommendations of Report No. 96-19,
Audit of the QUEST Demonstration Project. We also examined four
audits that pertained to the QUEST project and the Department of
Human Services, concentrating on issues or concerns pertinent to
QUEST.

We selected and reviewed a judgmental sample of QUEST case files at
Med-QUEST Division offices on Oahu, Kauai, Maui, Molokai, East
Hawaii, and West Hawaii and interviewed eligibility branch
administrators and eligibility officers at each office to review process
and control procedures.

We reviewed documents, reports, fiscal records, and client satisfaction
reports. We met with departmental officialsto identify the current status
of the implementation of the HAPA (Hawaii Arizona PMMIS Alliance)
information system and the continued use of the HAWI (Hawaii
Automated Welfare Information) system relative to QUEST. We
contacted CM S (Centers for Medicare and Medicaid Services) personnel
at the regional and national levels and reviewed QUEST reports on
compliance with Section 1115 waiver requirements, including budget
neutrality.

Our audit was conducted between October 2002 and March 2003 in
accordance with generally accepted government auditing standards
(GAGAYS).
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Chapter 2

Failure To Adequately Plan a Managed Health Care
System Continues To Hamper the QUEST
Demonstration Project

The QUEST Demonstration Project has yet to demonstrate that a
managed care health system can provide quality health care while
controlling costs as part of the State’s goal of universal health coverage.
QUEST has demonstrated the potential feasibility of a managed care
approach, but the Department of Human Services failure to adequately
plan for QUEST’ s implementation has prevented expansion to meet
project objectives.

Initially, QUEST was to incorporate all existing Medicaid recipients,
including the aged, blind, and disabled (ABD) population that was to be
incorporated in Phase 11 of the project in 1997. However, in the nine
years since the QUEST Demonstration Project’ s inception in 1994, no
progress has been made to incorporate the aged, blind, and disabled
population. Asaresult, QUEST is still unable to demonstrate that
managed care is aviable aternative for the most costly of Medicaid
populations.

The Department of Human Services Med-QUEST Division has shown
some improvement in processing and maintaining accounts and in
managing costs for those presently enrolled in QUEST. However,
QUEST continues to experience management control and staffing
problems that resulted in part from failure to properly plan for the
project’simplementation. These problems continue to compromise the
project’ s operational efficiency and effectiveness. In addition, hasty
implementation resulted in afailure to present a realistic assessment of
the project’ s objectives and costs necessary to convert from afee-for-
service to amanaged care system. QUEST continues to suffer from a
lack of acceptance, insufficient support, and an infrastructure poorly
equipped to handle the needs of a managed care health system. Asa
result, QUEST has yet to demonstrate the efficacy of a managed care
approach to providing quality medical servicesto all of Hawalii’s
citizens.

Summ ary of 1. The QUEST Demonstration Project continues to experience
Findings problems from inadequate planning and design, which have
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hampered the development and expansion of a managed care
approach to health care.

2. Procedura changes have reduced the QUEST applicant backlog and
processing times. However, insufficient management controls and
staffing remain a concern.

3. After Unisysfailed to provide the Med-QUEST Division with its
own information system, the division implemented a system based
on Arizona s preexisting system six years after the project’ sinitial
start date.

Inadequate Design
and Lack of
Planning Continue
To Hinder the
QUEST
Demonstration
Project

Enrollment and
participation in the
QUEST Demonstration
Project is basically
unchanged

Nine years after itsinception, the QUEST Demonstration Project has not
progressed in achieving its goal of implementing comprehensive health
care reform. Rather, the Med-QUEST Division has focused on
correcting operational shortcomings resulting from its rushed
implementation. In an unsuccessful attempt to expand the QUEST
Demonstration Project, the Department of Human Services has wasted
resources by unrealistically ng the requirements of implementing
amajor reform effort.

Our 1996 Audit of the QUEST Demonstration Project, Report No. 96-19,
cited numerous problems as a result of a poorly planned and improperly
supported implementation. Today, QUEST continues to experience
similar problems. Corrective measures have succeeded in bringing
expenditures under control; however, this has been done at the expense
of providing servicesto al eligible participants and expanding services
to other target populations as originally intended.

Enrollment and participation in QUEST has remained relatively stable
since our last audit. Aswe reported in 1996, the original QUEST
Demonstration Project qualification requirements permitted enrollment
of unanticipated classes of individuals. Thisresulted in over-enrollment
into QUEST and expenses beyond budget. To bring QUEST
expenditures under control, in 1996, the department adopted a number of
congtrictions to enrollment eligibility. These included alimit on QUEST
enrollment to 125,000 participants, and a prohibition on open enrollment
unless total enrollment dropped to 120,000 before any scheduled
enrollment period. All federally protected groups—i.e., those eligible
under the traditional fee-for-service Medicaid criteria—were not subject
to the enrollment cap. Asaresult, average annual enrollment from 1997
to 2002 has remained relatively constant at approximately 129,000,
effectively limiting new enrollment to federally protected groups that
may not be denied access.
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The Kaiser Commission on Medicaid and the Uninsured reported that
between June 1997 and December 2001, Hawaii actually had a net
decrease of 0.1 percent in QUEST enrollment, while total enroliment in
Medicaid programs statewide increased by 2.3 percent. The commission
also noted that between December 2000 and December 2001, Hawaii
experienced a growth in total Medicaid participation of only 1.7 percent.
During the same period, 20 states experienced double-digit increases,
and another 22 states had 5 to 10 percent increasesin Medicaid
enrollment.

The enrollment cap, adjustments to co-pay requirements for clients
qualifying under the expanded QUEST €ligibility requirements, and
some adjustments in services have permitted the QUEST project to
operate with arelatively stable annual expenditure base. Exhibit 2.1
shows the average annual enrollment and expenditures for QUEST from
1997 — 2002.

Exhibit 2.1
Average Enrollment and Expenditures for QUEST Demonstration Project Waiver
Year 1997 through Waiver Year 2002

1997 1998 1999 2000 2001 2002
Enrollment* 136,839 134,096 131,148 127,073 128,112 129,034
Program
Costs** $286,035,307 $257,022,904 $254,008,534 $253,567,158 $252,954,004 $266,785,201
$/Enrollee $2,090 $1,917 $1,937 $1,995 $1,974 $2,068

Note:  Waiver year is from April 1 through March 31 and is the period used to calculate the Section 1115 waiver.
* Enroliment is defined as the QUEST Eligible Member Months by Month.

*x Program Costs are total QUEST program costs, including all medical and dental claims, catastrophic re-
insurance costs, bad debt, and FQHC payments.

Source: Department of Human Services

Unexpected enrollment The events of September 11, 2001 had a negative impact upon Hawaii’s
results in cost economy, causing a number of people to lose both employment and
overruns associated medical benefits. In response, QUEST' s enrolIment cap was

temporarily lifted in October 2001 to allow those impacted by the events
and qualified for QUEST to receive benefits.

The enrollment cap has been reinstated since mid-2002, but QUEST’s
enrollment remains elevated at approximately 136,000. Asaresult of
this unbudgeted increase in enrollment, coupled with a growth in the
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QUEST’s Phase Il plan
lacks support

capitation rate, the division now faces a budget shortfall and needs
additional funding from the Legidature. However, the shortfall is not
readily apparent in the division’s $309,293,699 budget request for

FY 2003-04, which actually reflects a decrease from the $321,895,685 it
requested in FY 2002-03 (program ID HM S 245, QUEST Health Care
Payments).

The division notes that its FY 2002-03 QUEST budget included
approximately $64.4 million for the aged, blind, and disabled population
as part of QUEST's Phase || implementation. However, following its
May 2001 decision not to pursue Phase |1, the division now anticipates
transferring approximately $32.1 million to the fee-for-service program
(HMS 230, Health Care Payments) to cover continued payment of ABD
costs. The remaining $32.3 million will stay in HM S 245 to help absorb
increased QUEST costs that resulted from increases in enrollment and
the capitation rate.

The Department of Human Services has continued to pursue its goals for
QUEST despite ongoing management problems and alack of
administration support for the project’s expansion. In 1996, our office
recommended that the department suspend its plans to implement Phase
Il of QUEST until it had addressed and resolved all of its problems with
Phase|. Phase Il representing the aged, blind, and disabled population,
presented significant management challenges in its attempt to provide
necessary care in amanaged care environment. Given the department’s
problems with QUEST, expansion to include a more complex
management group into the program appeared ill-advised. The
department disagreed, responding that it intended to implement Phase ||
in July 1997, and that failure do so would create adverse budgetary
pressures on the Medicaid programs and force reductions in services,
reimbursements, and the number of eligible clientsin both its fee-for-
service and QUEST programs.

However, after several years of pursuing Phase Il implementation, the
department abruptly terminated all expansion effortsin May 2001.
Ostensibly, the department could pursue managed care options for the
ABD population under provisions of the federal Balanced Budget Act of
1997 without having to obtain Section 1115 waiver approval. However,
as of thisreport, we are unaware of any departmental attempts to pursue
this dternative. Asaresult, the department still has not demonstrated
the efficacy of amanaged care program for its aged, blind, and disabled
clients, who remain the most expensive health care cost clients for the
State both on a per capita and absolute cost basis.
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HCFA also questioned QUEST’ s expansion

Echoing our 1996 report, the federal Department of Health and Human
Services' Health Care Financing Administration (HCFA) also expressed
concern that problems associated with Phase | should be resolved before
Phase Il was implemented. Specifically, HCFA noted that the State did
not have an acceptable management information system in place.
Consequently, most of the data and information needed for HCFA to
assess Whether the State could adequately manage the QUEST project
could not be provided. In addition, the department had failed to provide
required quarterly reports, had not yet performed federally required
analyses of encounter data, and had not provided copies of any interna
and/or external audits monitoring the performance of health plans.

Administration did not support conversion to managed care

Departmental personnel also indicated that alack of support for QUEST
Phase I from administration-—both internal and external to the
department—additionally hindered its proposed implementation.
Although the department officially pursued Phase |1 plans for seven
years, aMed-QUEST Division administrator noted that the
implementation of Phase Il would have been cost prohibitive because the
ABD population is the most costly group to serve on afee-for-service
basis, and the additional administrative costsinvolved in converting this
group to a managed care system were viewed as a major impediment.

Under the managed care program (Phase 1), administrative costs for the
aged, blind, and disabled group are estimated to be about $90 to $105 per
participant per month; in contrast, Phase | enrollees’ administrative costs
are around $22 to $26 per participant per month. For this reason,
according to adivision administrator, implementation of Phase |l has
been, and continues to be, cost prohibitive.

Furthermore, aformer director of the Department of Human Services
noted that the department continued to pursue Phase |1 implementation
despite eventual opposition by the Med-QUEST Division’sown
administrator. The former director, noting that despite the fact that the
aged, blind, and disabled population on a per capita basis was the most
expensive of the Medicaid-funded programs, commented that the
executive branch lacked commitment in pursuing Phase 1. Asshownin
Exhibit 2.2, the average per capita expenditure for the aged, blind, and
disabled was $9,443, over five times more than the $1,620 per capita
expenditure for adults and children.

13
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Exhibit 2.2
Medicaid Spending Per Enrollee for Federal Fiscal
Year 1997-98

Aged, Blind, and

Adults and Children Disabled
Expenditures $236,621,045 $357,744,273
Number of Enrollees 146,054 37,883
Expenditures per capita $1,620 $9,443

Source: Kaiser Foundation on Medicaid and the Uninsured

Aged, blind, and disabled clientsand service providers
opposed conver sion

Lack of executive commitment to implement Phase || may also have
reflected the opposition by both clients and service providers of the aged,
blind, and disabled group to convert to a managed care system. When
Phase | of QUEST wasinitially implemented, participants understood
that they would be assigned to-—rather than be able to choose—programs
and physicians. Although this practice was changed, the aged, blind, and
disabled population continued to believe that under the managed care
program, they would not be able to maintain existing long-standing
relationships with practitioners of their choice.

There were also concerns that managed care would limit the level and
type of care provided and reduce the quality and type of care participants
would receive. Furthermore, both physicians and program administrators
noted that determining a suitable capitation rate was difficult for the
aged, blind, and disabled group. A division officer observed that an
estimated capitation rate between $600 to $700 was required to cover
provider costs, but given the level of medical care needed for this
population, determining an amount that would satisfy both the abjectives
of the department in containing costs and the needs of providers was
difficult.

Phase || implementation was abruptly terminated

In response to HCFA concerns about deficiencies with QUEST's
management information system, the department delayed the decision to
pursue Phase || implementation. Instead, the department sought an
extension to the existing demonstration project phase, along with plans
to implement the required management information system. Together,
the extension and delay would permit the QUEST Demonstration Project
to continue and the required management information system to become
operational before expanding the project’ s scope.
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Federal budget
neutrality is not a
concern

On February 15, 2001, the department notified its Phase || Task Force
Members of the intent to resume Phase || implementation. The
department informed task force members that, in addition to HAPA
(Hawaii Arizona PMMIS Alliance), other management deficiencies had
been addressed. The department hoped to get HCFA approval to
proceed with Phase |1 by Summer 2001.

However, on May 18, 2001, the department abruptly announced to
HCFA that it was terminating al efforts related to Phase |1
implementation. In its naotification, the department said it was dropping
the Phase || proposal and would pursue the ABD managed care system
under provisions of the 1997 Balanced Budget Act. The provisions
allow for enrolling participants like the aged, blind, and disabled into
managed health care programs without obtaining awaiver approval.
However, adivision officer indicated to us that a firm decision to pursue
managed care for the aged, blind, and disabled under the Balanced
Budget Act had still not been made as of December 2002.

Failure to meet federal budget neutrality requirements, a concern
identified in the 1996 audit, is currently not a problem. The Med-
QUEST Division reports that the QUEST Demonstration Project is well
within federal budget limit requirements. Under Section 1115 waiver
provisions, the federal share of managed care Medicaid funding cannot
exceed what the federal government would have expended on Medicaid
had the project not been implemented.

Budget neutrality is calculated individually for each state. For Hawaii,
the calculation is based on Medicaid expendituresin the year the QUEST
Demonstration Project was approved (1993), adjusted annually by a cost
of living/inflation factor. The federal government determines budget
neutrality by a cumulative total over a set period. While expensesin any
given year may exceed federal budget limit guidelines, the cumulative
total over a period of years determines whether budget neutrality has
been achieved. Hawaii’s budget neutrality period has been adjusted to
cover the demonstration project’s approved extensions, i.e., from 1994 to
2005.

The department’ s budget neutrality information shows that since 1998,
QUEST Demonstration Project costs have been less than the federal
budget limits. Similarly, between 2000 and 2001, the cumul ative
difference between project costs and federal limits reached zero and is
anticipated to remain lower than the expenditures limits that determine
federal budget neutrality. Thistrend is expected to continue despite
anticipated increases in project expenditures, thus providing a cushion to
meet federal budget neutrality requirements.
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However, this degree of cushion essentially reflects the project’ s lack of
expansion. Asshown in Exhibit 2.3, the federal budget limit is projected
to remain well above projected QUEST expenditures. Although

QUEST' s goals and objectives reflected an expanding managed care
health system, projected expenditures that are comfortably within federal
budget limit guidelines instead show no evidence that the project will
expand to cover more participants.

Exhibit 2.3
Federal Budget Limits vs. QUEST Costs, 1995-2005
(actual and projected)

$500,000,000
$450,000,000 /
$400,000,000
$350,000,000 - /\ /// ‘/./.
$300,000,000

$250,000,000 / A/\,><:\l - n/'/

$200,000,000 /

$150,000,000 -

$100,000,000
$50,000,000 +
$-

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

—&— Federal Budget Limit —s— QUEST Costs

Source: Med-QUEST Division, Department of Human Services

In addition, QUEST remains a demonstration project and regardless of
its compliance with federal budget limitation requirements, must
continue to seek federal approval to renew its demonstration authority
every few years. The National Conference of State Legislatures 2002-
2003 policy statements on health supports a reduction of the Medicaid
program'’s dependence on waivers, and suggests that when waiver
programs are determined to be successful, statutory authority for the
program be pursued, thereby ending the requirement for demonstration
authority renewal. Inview of substantial state resources committed to
QUEST, the department should consider this action if it determines that
the QUEST project should continue.

Cost savings remain The QUEST Demonstration Project has been promoted as a project that

questionable will save money for the State. Our 1996 audit reported that the
Department of Human Services claimed in itsfirst five years QUEST
was projected to “save” the State $400 million. However, this claim
confuses the actual intent of the QUEST project, which is not to save the
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State money directly, but to expand health coverage to include
participants not eligible under the traditional fee-for-service system. A
managed care system, such as QUEST, is intended to result in more
effective and efficient use of funds rather than the expenditure of fewer
actual dollars. QUEST’s program of preventive care and capitated
payments has made more effective use of existing state and additional
federal funds, thereby resulting in a savingsto the State and permitting
more persons to receive health care.

Thus, managed care has resulted in “ cost savings’ by reducing the cost to
provide equal or better health care services to individuals through a
managed care system. However, cost savingsis not the same as saving
the State money. In fact, an expansion of the QUEST Demonstration
Project as originally projected would have resulted in an increase in state
expenditures. In order for the QUEST Demonstration Project to expand
services as planned, more state funds—in addition to those realized
through more effective use of existing funds—would be required.

Failure to increase total available funds has contributed to QUEST's
inability to expand, which is also reflected in the gap between its
expenditures and the federal budget limit.

According to the Department of Human Services Annual Fiscal Report
for Fiscal Year 2001, QUEST health plans saved $3,043,623 as aresult
of its Third Party Liability program (TPL), and the Medicaid program
“cost-avoided” $122,131,298. TPL ensures that clients who have other
insurance coverage exhaust those benefits before utilizing Medicaid fee-
for-service or QUEST benefits. However, it is not clear how much of the
savings from TPL can be attributed to QUEST, since fee-for-service
reimbursements are not part of QUEST; and QUEST participants who
have other health insurance may not have been covered by Medicaid
before the Section 1115 waiver project was implemented.

Additionally, the department’ s annual report states that of the
$122,131,298 cost-avoided by the Medicaid program, $98,481,825 (81
percent) was attributabl e to the Medicare program. Since Medicare
generally does not participate in managed care programs such as
QUEST, most of this reported cost-avoidance cannot be attributed to
QUEST.

Continued cost containment is questionable

The QUEST Demonstration Project kept enrollment and expenditures
relatively stable during the latter part of the 1990s, and the division
reports that the total average monthly capitation payment has increased
by only about two percent between FY 1997-98 and FY 2001-02.
However, during the same period, average monthly fee-for-service
expenditures increased by 13.6 percent. Exhibit 2.4 illustrates these
differences.
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Exhibit 2.4

QUEST Capitation Versus Fee-For-Service
Expenditures Per Member Per Month
(PMPM), FY1997-98 through FY2001-02
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FY1997-98 FY1998-99 FY1999-2000 FY2000-01 FY2001-02
—&— PVPM Capitation Amount* —ii— PVPM Expenditure Amount**
* Includes all medical, dental, reinsurance, and transplant costs. All
costs are recorded by dates of service.
*ok Includes all medical, dental, reinsurance, and transplant costs, but

excludes costs for nursing facilities.
All costs are recorded by dates of service.

Source: Med-QUEST Division, Department of Human Services

The project’ s ability to continue controlling costsis questionable. As
previously noted, unbudgeted program expenditures were incurred when
the enrollment cap was temporarily lifted, which resulted in arequest for
additional funding during Fiscal Biennium 2003-05.

Furthermore, the National Conference of State L egislatures reports that
the mgjority of states will face a health care budget shortfall for 2003.
The Kaiser Commission on Medicaid and the Uninsured found from two
surveys conducted in 2002 that states had increased their projected
Medicaid spending from 4.8 to 9.0 percent for FY 2002-03, with Hawaii
reporting a 22.5 percent increase in the cost of prescription drugs during
the last fiscal year. Concerns about an inability to control rising
Medicaid costs were also voiced by aformer Department of Human
Services director, who contended that unless the federal government
intervenes, state Medicaid programs such as QUEST will be forced to
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cut back on services and clientsin order to keep costs under control. The
former director felt that spiraling costs were beyond the control of
individual state Medicaid offices.

Lack of dental provider participation is problematic

Failure to maintain dental services under managed care isindicative of
the challenges that face such a system. When the QUEST

Demonstration Project was initiated in 1994, full dental services were
available under three dental plans. To control costs, dental services were
subsequently reduced to emergency care only for adults (children
continued to receive full services). In 2001, the department announced
that those same dental services would be retained, but would revert to the
fee-for-service program rather than be continued under the QUEST
Demonstration Project.

A Med-QUEST Division officer noted that because of low
reimbursement rates for dental services, QUEST has been unable to
retain either sufficient individual dentists or dental plansto participatein
the project and still meet Section 1115 waiver requirements. A former
departmental director also confirmed this difficulty, adding that dentists
are much more independent than other health care providers; and in any
event, getting cooperation in a managed care environment is always
problematic.

Under a managed care environment, practitioners are paid a capitated
rate to provide agreed upon services. If acapitation rateis perceived as
insufficient for a practitioner to provide the level and degree of services
specified, he or she can decide not to participate. This scenario is not
necessarily unique to dentists; it represents the type of risk the State
faces when implementing a managed care program. Failure to provide a
capitation rate satisfactory to practitioners can result in alack of provider
participation. Thisin turn can reduce the State’ s ability to negotiate
favorable capitation rates as a means to keep costs under control.

The intent of the QUEST Demonstration Project was to demonstrate that
amanaged care system was a more effective method of utilizing state
funds for health care. Although QUEST has maintained arelatively
stable expenditure pattern, it has done so primarily by limiting
enrollment and the services it provides, and has not demonstrated that it
is able to expand services.
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Management
Control and
Staffing Problems
Still Hamper
QUEST's
Operations

Self-declaration and
presumptive eligibility
practices reduce
application backlog

Effective management and processing of eligibility determination and re-
verification are essential to efficient operations of the QUEST
Demonstration Project. Previous audits issued by our office consistently
highlighted operational weaknessesin eligibility application, re-
verification, and payment processing. Our current audit found that
procedural changes have reduced backlogs, but increased the chance that
ineligible applicants receive benefits. We found the eligibility review
process has improved but still demonstrates weaknesses that hinder
effective operations; and we concluded that some of the continuing
management control weaknesses appear to be associated with ongoing
staffing concerns.

To assess progress made on management control problemsidentified in
previous audits, we selected a judgmental sample of approximately 600
official casesfrom the division’s active casefilelistings. The division
provided us with a sample “dummy” case file identifying the types of
documentation that should be kept in each casefile. Casefileswere
reviewed at the Oahu, Kauai, Maui, East and West Hawaii, and Molokai
Med-QUEST Eligihility Branch offices. Filesfor Lanai, maintained at
the Molokai office, were reviewed along with the Molokai files.

Some files were selected at random; other files were selected on the basis
of annual eligibility review dates. Although the total sample was not
random, based on the number of files selected and subsequent discussion
with branch eligibility personnel, our findings are fairly typical. We
interviewed branch eligibility personnel, other division and departmental
personnel, and reviewed documentation pertaining to case files.

In response to specific questions on case files, eligibility office
administrators accessed the online “working” case files maintained on
the HAWI (Hawaii Automated Welfare Information) system, the State’s
certified Family Assistance Management Information System that
maintains eligibility information for Temporary Assistance to Needy
Families (TANF), food stamps, and Medicaid. The HAWI system,
although used by the Med-QUEST Division for eligibility determination,
is operated and maintained by the department’ s Benefit, Employment
and Support Services Division (BESSD).

Procedural changesimplemented since our last audit have significantly
reduced QUEST’ s backlog of outstanding applications, but have
increased the risk that ineligible persons may receive benefits. In 2001,
(Report No. 01-10) we reported a backlog of approximately 1,100
QUEST applications had been outstanding for over 45 days; further, that
this was a continuing pattern identified in previous audits. The
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department subsequently reported that the backlog had been eliminated.
However, the elimination was due to procedura changes: the division
adopted policies of client self-declaration and presumptive eligibility.
While these changes have significantly diminished the backlog of
outstanding applications, they place a greater burden upon subsequent
eigibility reviewsto verify that clients remain qualified for services.

Presumptive eligibility hasreduced backlog

Presumptive eligibility requires that applicants receive servicesif a
decision on eligibility has not been made within a specific timeframe.
Hawaii Administrative Rules specify that a presumption of medical
eligibility shall be made effective from either the forty-sixth or sixty-first
day, depending on eligibility category, until a determination is rendered.

We found that backlogs of applications existed because Med-QUEST
eligibility officesfailed to apply the presumptive eigibility requirement
when applications were delayed beyond the required processing time.
Eligibility branch personnel indicated an awareness of the 45-day limit
on the wait period but admitted that in the past, incomplete applications
had been left pending beyond that period. Determination of eligibility
must be made 45 days from the date of application for all applicants
except for applications made on the basis of disability, for which it is 60

days.

Neighbor island staff generally do not resort to use of presumptive
eligibility because they are more up to date with their eligibility
determinations and are able to process applications within the 45-day
period. However, the Oahu-based eligibility branch administrator
reported that Oahu caseworkers routinely presume eligibility if they are
unable to process an application by day 45. By routinely enacting the
presumptive eligibility requirement, the division has virtually eliminated
the backlog of applications. However, the former departmental director
acknowledged that while the backlog has been reduced, it has not
changed the existing problems with processing applications.

Self-declar ation also eases verification process

The application process has also been expedited by the practice of self-
declaration. Application processing requirements specified in Chapter
1711, Title 17 of the Hawaii Administrative Rules states that eligibility
for the QUEST program is to be determined based on information
provided on the application form. The self-declaration policy in force on
al isands and severa digibility office personnel noted that this has
eased the verification process.
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Official case file
records lack proper
and timely
documentation

Generally, according to the eligibility branch administrator on Oahu,
eligibility is determined within 45 days. In contrast, eligibility
determination on the neighbor islands takes from one to three weeks.
Self-declared information is supposed to be verified by the department
whenever possible; however, such verification is often not performed
until the annual eligibility review. Although self-declaration information
is accepted, eigibility branch personnel admit they cannot be sure that
what clients state on the form is accurate.

Some Med-QUEST dligibility branch offices report having largely
eliminated client interviews, relying instead upon client self-declarations
for income and asset information. Subsequent eligibility reviews are
supposed to be used to re-visit and verify the accuracy of previously self-
declared information; however, eligibility branch staff note that they
often lack the time and resources to compl ete such verifications.
Furthermore, they admit that while the processis faster, it islessreliable.
One eligibility officer even commented that while “ self-declarations are
alot faster,” the officer doubted whether all the clients who have cell
phones and property were telling the truth about their assets on their
application forms.

As aresult of these procedural changes, many of the previously reported
eligibility application processing problems no longer appear to be an
issue because backlogs have been eliminated. However, this has been
accomplished at the expense of the accuracy of verification.

Our review of official case files showed that despite improvementsin
management control, proper and timely documentation continues to be
lacking in case files. We reviewed official case file records at the Oahu,
Kauai, Maui, Molokai and East and West Hawaii Med-QUEST
eligibility offices as part of our follow-up of previously identified
management control problems. Case files were reviewed for
completeness and timeliness of required documentation, certifications,
and evidence of supervisory review. We found that many of the case
files lacked such evidence. In addition, the Oahu office was unable to
locate five of 187 files selected for review, and 10 files appeared to have
been created after our list of requested files was transmitted. They
contained only a computer printout and no official documents.

HAWI recordsare morerdiablethan official casefiles

We found that eligibility officesrely upon the HAWI computer records
for day-to-day operations because case file documentation was
sometimes incomplete. In contrast, almost all of the cases reviewed had
current HAWI records that included current eligibility dates, disposition,
annual review determinations, and eligibility code for the type of service
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provided. The exception to thiswas at the Molokai office, where the
eligibility worker was unable to obtain adequate supplies of computer
paper. Asaresult, there were inconsi stencies between HAWI and other
printed documents in the case files.

It became evident during our audit fieldwork that eligibility workers
primarily rely upon working files or HAWI computer records rather than
the officia casefile astheir normal reference. In most instances,
guestions arising from our case file review were answered by checking
the HAWI system. We weretold that eigibility workers tend to place a
higher priority on updating the HAWI system while delaying updatesto
official casefiles. For example, the working HAWI computer fileis
usually current, whereas files for cases that are unquestionably eligible
for services or otherwise considered routine may be updated only as
times allows between other tasks. The Oahu office was an exception,
where some inquiries on HAWI generally confirmed that both the file
and eligibility review were delinquent.

Casefilesareincomplete and inconsistent

While the majority of the 600 case files we reviewed across the state
were current, we found numerous examples of incompl ete, inaccurate, or
inconsistent documentation. Standard, required documents—such as
official copies of the application and eligibility determination/disposition
forms—were often incomplete. Some applications for medical
assistance (form DHS 1100) were neither signed nor dated by the
caseworker. In afew cases, there was no such current form in thefile.
The application form requires the Med-QUEST worker to verify that the
applicant has been advised of the rights and responsibilities of both the
applicant and department; however, in many instances this form was not
signed.

For instance, caseworkers in Kona executed the form only when they
met with applicants in person. Geographically, the Kona officeis
responsible for the majority of theisland of Hawaii. Asaresult,
applications there are often handled by telephone, and certifications
consequently remain unsigned. Another office’s administrator believed
the caseworker signature for certification was optional.

In addition, the department has recently revised the application form, and
both forms are currently in use. Part of the new DHS 1100 application
form includes a detachable page for the applicant listing the rights and
responsibilities of both the applicant and department. While this page
had been removed in the majority of files we reviewed, in most cases the
eligibility workers had not signed the form to certify that the applicant
had been notified. We note that, next to the signature block, thereis no
indication why eligibility workers need to sign the new form, and at least
one office administrator was similarly unclear on this point.
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Backlog of eligibility
reviews appears
proportional to
caseload

Another required form, the DHS 1100A, constitutes the official
disposition and record of decision regarding an application for benefits.
We found examples of such forms that contained no disposition, were
not signed, or were missing. Thisform is also supposed to indicate that a
caseworker has verified an applicant’s eligibility. The Oahu
administrator noted that, at least at the Oahu office, retaining copies of
supporting documentation is discouraged; therefore, written disposition
on this form may be the only evidence that verification has been carried
out. Failure to complete the form meansthere is no other documentation
that the verification process has been performed.

Finally, in several cases HAWI computer printouts were substituted for
one or both of the required forms. While HAWI printouts may contain
current file information and useful summary information, they cannot be
considered a substitute for official documents.

Med-QUEST Division still lacks a uniform standard oper ating
procedures manual

The Med-QUEST Division does not consistently follow standardized
procedures in processing QUEST applications because it till lacks a
current standard operating procedures manual. Procedures are supposed
to be common to all offices; however, the standard operating procedures
manual is outdated. In 1999, it was reported that eligibility workers from
Med-QUEST Division and BESSD had drafted a standard operating
procedures manual to be used by both divisions. However, the offices
areusing aMay 15, 1999 version that is identical to the original 1994
version.

The lack of a procedures manual results in gaps in some processes.
These gaps can create confusion and lack of uniform documentation in
cases such as transitions from BESSD with full financial benefits to
QUEST medical-only benefits; foster care eligibility cases; and
Transitional Medical Assistance eligibility cases. In all three scenarios,
cases are transferred or require input from another agency (BESSD or
Child Protective Services, in the case of foster care). However, we
found that documentation in the Med-QUEST filesis frequently
incomplete.

We found that the extent of backlog within the Med-QUEST Division
appears directly related to worker caseload. Oahu, with the highest
caseload per worker, isthe most backlogged, while neighbor island
offices, with significantly smaller caseloads, are more current with their
eligibility verifications.



Chapter 2: Failure To Adequately Plan a Managed Health Care System Continues To Hamper the QUEST Demonstration Project

The Med-QUEST Division continues to experience problems due to its
failure to adequately assess QUEST' s staffing requirements. Our 1996
audit, which found that QUEST’ s hasty implementation resulted in
inadequate staff to manage the project, recommended that the Med-
QUEST Division assess the work required and consider alternate staffing
options to ensure that qualified people are engaged to do the work. We
found that while a number of steps have been taken, such as conversion
of temporary positions to permanent and contracting out to meet some of
the management information and claims processing needs, the division
still appears to be hampered by its failure to assess staffing requirements
adequately.

Oahu hasthe weakest eligibility verification process

The Med-QUEST Division’s Oahu eligibility branch office had the most
problemsin our case file review. We found 88 or of 187 casefileswe
reviewed, approximately 47 percent lacked evidence of a completed
annual eligibility review. Our review was intended to determine the
extent to which QUEST dligibility offices were still experiencing
problemsin ensuring:

» Consistency in the administration of QUEST’ s eligibility
process,

» Completion of annual eligibility re-verification,
* Timely disenrollment of ineligible clients, and

» Compliance with QUEST program case file requirements for
documentation, certification and evidence of supervisory review.

In addition to lacking completed eligibility reviews, some Oahu cases
were not given a disposition within the required 45 days. Three cases
were overdue at more than 100 days from application to disposition, and
one was at 218 days at the time of our review. There was no evidence
that presumptive eligibility was given on the forty-sixth day, and no
actual eligibility date was provided. The Oahu office was the only office
that was unable to provide case files for all sample cases selected for
review. The administrator also acknowledged that eligibility reviews
were frequently late, resulting in a backlog of uncompleted reviews.

The administrator contends that part of the problem is due to insufficient
staffing. Based on December 2002 casel oads, the Oahu Eligibility
Branch Office reports that Oahu averages approximately 1,050 cases per
worker, while neighbor island offices report between 620 to 770 cases
per worker. In practice, with the current freeze on filling vacancies, the
Oahu caseload per worker rises to over 1,120 per worker. In contrast,
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average caseload per worker for the department’ s Benefit, Employment
and Support Services Division (BESSD) on Oahu is 180 cases.

The Oahu administrator contends that although many Med-QUEST
positions were converted from temporary to permanent, workers still
transfer to BESSD when openings become available because of the
workload differences.

More than one Med-QUEST administrator said the ostensible difference
between caseloads is attributed to the requirement that the BESSD
workers handle financial assistance and food stamps, in addition to
clients medical assistance. However, Med-QUEST officials state that,
in fact, the Med-QUEST staff’s familiarity with medical services
reguirements means that they handle the majority of BESSD cases
medical-related services in addition to their own.

Furthermore, a*“case” often constitutes a family, with family members
separately evaluated to determine their qualifications and separately
evaluated for different types of Medicaid programs. For example, an
adult may be subject to income qualifications that are not applied to
children.

Neighbor islandsare more current

In contrast to Oahu, we found that neighbor island case files at Med-
QUEST digibility officesin East Hawaii, West Hawaii, Kauai, and
Molokai were generally up to date, with few anomalies. Annual
eligibility reviews were completed in atimely manner, and few of the
cases reviewed exceeded the 45-day disposition requirement. Generally,
cases were closed when the client failed to provide adequate information
for the eligibility review or to complete the review process ontime. Our
file review showed that clients who no longer qualified for participation
in a QUEST program were denied services. When questions about
documentation in the case files arose, areview of the HAWI system
online generally showed that the case was current; issues identified in the
review were clerical in nature and not substantive.

The exception for the neighbor islands was the Maui Med-QUEST
Division office, where over 20 percent of case files reviewed did not
have a current annual eligibility review. The Maui eligibility office
supervisor noted that caseworker assignments vary according to
experience and classification level of the caseworker. Maui’sfive
seasoned caseworkers carry a caseload of between 575 and 625 cases
each, while less experienced caseworkers handle fewer cases and/or less
complex cases. The supervisor also reported that the Maui office was
short of personnel.
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Staffing concerns in
previous audit are not
adequately addressed

Similar to Oahu, some neighbor island offices were experiencing
problems due to the recently imposed hiring freeze. Turnover did not
appear to be amajor factor on the neighbor islands, since aternative jobs
arelimited. Moreover, higher-level QUEST €ligibility workers would
normally have to take areduction in classification if they transferred to
BESSD, because they are not trained in financial and food stamp areas.

However, it appears that, particularly for Oahu, a realistic assessment of
staffing requirements has not been completed. While the Oahu office
appearsto prioritize the certification of eligible clients, failure to review
casesin atimely manner can result in continuation of services for those
no longer eligible. Given the limited dots available due to the
enrollment cap, failure to disenroll clients who no longer qualify further
delays services for those who would otherwise be eligible.

Our 1996 audit found that QUEST’ s hasty implementation resulted in
inadeqguate staff to manage the project; we recommended that the Med-
QUEST Division assess the work required and consider alternate staffing
options to ensure that qualified people were engaged to do the work.

Our current audit found that while a number of steps have been taken,
such as conversion of temporary positions to permanent and contracting
out to meet some of the management information and claims processing
needs, the division still appears to be hampered by its failure to assess
and resource its staffing requirements adequately.

Despite our 1996 audit stating that making temporary positions
permanent was hot a complete solution to Med-QUEST ' s staffing
problems, many temporary positions have now been converted to
permanent. However, the division continues to experience problems
with inadequate staffing but has not developed a plan to address these
issues. Considering the likelihood that a managed care health system
will continue to be the State’s preference for delivery of health care
services, the department still needs to devel op a realistic assessment of
QUEST’ s operational requirements, including staffing. Such an
assessment would provide the Legidature with information on the
requirements necessary to support a managed care system.

QUEST istechnically a demonstration project and therefore faces
periodic renewa under the Section 1115 waiver process. However,
Center for Medicare and Medicaid Services officials note that while
continuation of the demonstration project program is up to Congress,
only one project’ s waiver authority has been withdrawn for failure to
meet project requirements. In addition, managed careis till viewed asa
viable means for government to provide health care for the financially
challenged. Supporting this view, the Department of Human Services
plans for QUEST continue as though the project were permanent.
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Physical requirements
also need addressing

In light of this and the considerable resources invested in QUEST
including conversion of a humber of temporary positions to permanent, it
would appear reasonable that the department pursue making the program
permanent. Whether or not thisis pursued, a realistic assessment of
present and future needs based on program goals would be prudent.

Such an assessment would provide the Legislature with information to
evaluate the requirements necessary to support a managed care health
system.

The purpose of an assessment isto help QUEST identify alternativesto
improve its operations. During our site visits, we observed an overflow
of case files stored unsecured throughout each of the offices. The
situation was most pronounced on Oahu, where the administrator
commented that Med-QUEST isrequired to retain closed case files for
four years. With no storage facilities, staff are forced to store filesin any
space throughout the office. On Oahu, files are kept on open shelves,
while neighbor island offices use a combination of file cabinets and open
shelving. Asthe State' s primary managed health care system, QUEST
must assess its conditions, including case file storage in order to improve
the efficiency of its operations.

A Management
Information System
Has Finally Been
Implemented

A management
information system
was required since
inception

In December 2000, six years after the QUEST Demonstration Project
was established, HAPA (the Hawaii Arizona Prepaid Medicaid
Management Information System—PMM|S-—Alliance) was
implemented. An adaptation of Arizona's PMMI S system designed to
meet Hawaii' s management information systems needs, HAPA isthe
first state-to-state partnership to jointly share the costs and devel opment
of a management information system. This shared technology approach
resulted in an operational system that the previous independent effort
was unable to produce. Whileit may be too soon to thoroughly assess
the success of the shared technology, we believe an evaluation of HAPA
and its shared technology approach is warranted to assess the
applicability of this approach for other applications.

A condition of the Section 1115 Medicaid waiver approval was that
states have an information system capable of processing program data
necessary to administer an efficient and effective Medicaid managed
care program. When the Section 1115 waiver was approved for the
creation of the QUEST Demonstration Project, Med-QUEST Division's
information system was designed to handle only existing fee-for-service
clients. To address Section 1115's managed care information system
reguirements, the department carried out temporary fixesto existing
information systems while working on a plan to design, develop,
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Original efforts to
develop a system failed

implement and maintain a new system. In December 1994, four months
after QUEST was implemented, a contract for the development of an
information system was awarded to Unisys.

After experiencing a series of problems and setbacks, the Department of
Human Services formally agreed to terminate its contract with Unisysin
1997. Asreported in our 1996 audit, Unisys acknowledged its
difficulties with the project and the complexities of developing an
entirely new system to meet the QUEST management information
system needs. Our audit also noted that Unisys had gone as far as
replacing the entire project team with personnel completely new to the
project; but even this measure did not help Unisys produce the requisite
management information system.

Our 1996 audit also noted problems with Med-QUEST Division's
commitment to develop a management information system. The division
had not provided the necessary staff to support the system’s design and
implementation, which affected the contractor’ s ability to complete the
system’ sinstalation.

Unisysfailed to fulfill its contract

More than three years after QUEST’ s inception, the management
information system necessary to manage the demonstration project and
provide the requisite data required by HCFA was still non-existent.

Following termination of the Unisys contract in October 1997 for failure
to deliver the required system, several new alternatives were considered.
These included:

* Issuing arequest for proposals (RFP) to design, develop and
implement an information system customized for Hawaii’s
needs;

*  Purchasing commercial “off-the-shelf” software and modifying it
to meet the program needs;

» Transferring Arizona sinformation system and maintaining the
system in Hawaii; and

»  Contracting/partnering with Arizonafor the information systems
support, with the system located in Arizona.

The department elected to pursue a partnership with Arizona, which
already possessed an approved, functional Prepaid Medical Management
Information System (PMMIS). In addition, Arizona and Hawaii arein
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the same federal region; Hawaii’s QUEST Project had been patterned
after Arizona s program; and HCFA looked favorably upon the idea of
sharing resources. With the exception of HCFA' s formal endorsement,
we note that al of these conditions existed when the department first
attempted to satisfy management information system requirementsin
1994, but were apparently not identified as viable alternatives.

Stopgap measures wer e utilized to meet QUEST'sPMMIS
needs

Prior to implementation of the HAPA system, the department devel oped
anumber of interim systemsin an attempt to keep the QUEST project
operational. Besides continued reliance upon the Benefit, Employment
and Support Services Division’s (BESSD) HAWI information system for
eligibility determination, three additional interim systems were applied
to satisfy reporting and operational requirements. These included: a
Premium Share system to track premium share data; a Payment to Plans
program designed to track monthly capitation data; and an Encounters
program devel oped to collect encounter data. Although these interim
measures enabled the division to provide required data information, they
remained digointed and required significant effort to maintain.

Arizona’'s system was adapted to meet QUEST’'sPMM I S needs

In 1999, the department contracted with the Arizona Health Care Cost
Containment Systems Administration (AHCCCS) to adapt its existing
system to accommodate Hawaii’ s requirements. Since AHCCCS was
already meeting similar reporting requirements for its own system,
Hawaii’ s requirements were considered straightforward. This
arrangement was advantageous for Hawaii because it provided for timely
implementation of a proven system and did not require significant
additional staff, since Arizonawas responsible for system maintenance.
Arizona benefited from the arrangement because Hawaii hel ped to offset
system costs.

In December 2000, after completion of a November 2000 readiness
review to sort out any last minute concerns, the HAPA system was
implemented. In May 2001, it was reported that both the Hawaii and
Arizona systems were fully synchronized so that all future upgrades
would be coordinated as needed between the systems.

Arizona continues to maintain the HAPA system, which resides on
Arizona s computer system. The original contract for HAPA was
modified to incorporate Hawaii’ s fee-for-service Medicaid Program in
addition to QUEST. In October 2002, conversion of the fee-for-service
program previously provided by HMSA was accomplished, and HAPA
assumed operations for this service. To maintain the system, Arizona
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Shared technology
needs evaluation

reassigned HAPA' s special development team to application support
teams to address the ongoing needs of both Arizona and Hawaii’s
systems. While Med-QUEST Division personnel have not noted major
problems with HAPA, concern has been expressed that Hawaii’ s system
reguests may not receive the same priority as Arizond's.

ACS, Inc. wasretained to process claims

As part of the conversion, Affiliated Computer Services, now known as
ACS, Inc. was retained to process the Medicaid fee-for-service claims,
assuming the function previously managed by the Hawaii Medical
Services Association (HMSA). ACS, Inc. was also selected to manage
the Prescription Benefit Management Program, a program designed to
support the online drug utilization review, claims processing, prior
authorization, information management, provider help desks, clinical
support, rebate and formulary management of the State’s Medicaid
Programs.

HAPA isthefirst example of a state-to-state partnership to develop a
management information system. Hawaii benefited from Arizona' s
proven and certified system and the ease by which the Arizona system
could adapt to Hawaii’ s heeds. In addition, the HAPA system would be
serviced and maintained by another state’ s already well-established
information systems branch.

The Centers for Medicare and Medicaid Services (CMS) has endorsed
the shared technology concept as a potential way to share and effectively
use existing resources. Thisis not the first example of system
adaptation: the Department of Human Services HAWI system, which
processes eligibility determinations of potential clients, was also adapted
from an existing Arizona system.

Our office has frequently reported state agencies' efforts to implement
new information systems have been difficult or problematic. Thiswas
certainly the case with the Department of Human Services' original
attempt to develop a QUEST information system. Although adaptation
of another state’s system—as Hawaii was able to do with Arizona' s
PMMIS—may not be feasible in all cases, shared technology is a concept
other state agencies should consider in future information systems
development projects. While there are cost and operational advantages
to sharing technologies, a more formal evaluation should be performed to
determine the efficacy of sharing technologies for other information
system projects. The evaluation should be performed after the
department accepts the HAPA system as complete and fully functional.
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Conclusion

Recommendations

Nearly ten years since the proposal was first approved, the QUEST
Demonstration Project still suffers after-effects from inadequate planning
and hasty implementation. As aresult, the State's objectives to
implement a health care delivery reform effort have progressed no
further than itsinitial efforts, as the project strugglesto establish a
management control system to effectively support a managed care
system.

Although project expenditures have been controlled and are currently
within federal budget neutrality requirements, changesin Medicaid
expenditures, provider participation, and the recent temporary lifting of
the enrollment cap place the program in a budget shortfall position and
raise concerns about its ability to continue to keep costs under control.
Operational changes have improved the performance of the QUEST
Demonstration Project; and the required management information system
has finally been implemented. However, the department has yet to make
a concerted effort to assess staffing and other operational requirementsto
effectively support the project.

Managed care systems such as QUEST are advocated as a means of
providing cost control, increased federal cost sharing, and expansion of
client coverage. However, these advantages are tempered by the added
risk states assume when expanding services. While QUEST has
demonstrated the potential feasibility of the managed care approach, the
project is overshadowed by the department’ s failure to realistically
assess the logistical and financial support necessary to implement a
systemic health care reform effort.

1. The Department of Human Services should evaluate QUEST's
efficacy and appraise the time and resources (human, financial, and
physical) necessary to continue and/or expand the demonstration
project. If the evaluation concludes that the managed care concept
should be continued, statutory authority should be sought to make
the project permanent and end the renewal requirement mandated
under the demonstration waiver process.

2. The Department of Human Services should ensure that a standard
operating procedures manual is adopted and followed by the Med-
QUEST Division. The manual should include standard procedures
for processing eligibility applications as well as handling of cases
that are transferred from other departmental divisions.



Chapter 2: Failure To Adequately Plan a Managed Health Care System Continues To Hamper the QUEST Demonstration Project
- - - - - - - - - ~—-_ - ]

3. The Department of Human Services should evaluate HAPA to assess
the efficacy of shared technology to fulfill information system
requirements. The department should also ensure that such
aternatives are identified and evaluated as part of the information
system decision-making process.
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Appendix A
Department of Human Services' Med-QUEST Division
Programs

PROGRAM DESCRIPTION

Hawaii QUEST Managed Care
Demonstration Project
(QUEST)

A Section 1115 Waiver demonstration project
that places AFDC, GA, and parents and children
below minimum income standards under a
managed care health program.

Medicaid Fee-for-Service (FFS)

Covers eligible residents who are aged 65 and
older, blind, or disabled.

Early and Periodic Screening,
Diagnosis, and Treatment
(EPSDT)

Provides additional Medicaid services for clients
under 21 years of age. No co-payment is
required. Services include: complete medical
and dental examinations; hearing, vision and
laboratory tests; immunizations and skin tests for
tuberculosis; assistance with necessary
scheduling and transportation upon request; and
additional needed treatment for conditions
detected during screening.

QUEST-Net

Offers limited benefits to clients who were
previously enrolled in QUEST or FFS but have
lost coverage due to increasing income, assets
or other qualifying reasons. Services for children
enrolled in QUEST-Net are the same as those
offered in QUEST. Maternity benefits are not
available in QUEST-Net, but clients can receive
full maternity benefits under QUEST once
eligibility is determined.

QUEST Spenddown

Provides medical and dental coverage to certain
families with children who, because of their
income, are not eligible for coverage under
QUEST. It may also cover QUEST-Net clients
who have medical needs not covered under
QUEST-Net or whose benefits have been
exhausted.

Transitional Medical
Assistance (TMA)

Provides continued free medical coverage for up
to 12 months after a client is determined no
longer eligible for benefits under Section 1931 of
the Social Security Act (provides free medical
assistance to those meeting AFDC standards for
assistance). Client must: 1) have been Section
1931 eligible but lost eligiblity due to increased
earnings or loss of earned income exemptions,
and 2) have a child under the age of 19.

State Children's Health
Insurance Program (S-CHIP)

Provides additional health coverage to children
under 19 years of age from families that have
incomes less than 200 percent of the federal
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PROGRAM

DESCRIPTION

poverty level (FPL). This program is authorized
under Title XXI of the Social Security Act. The
State's portion of the costs for this program is
taken from the its share of the Tobacco
Settlement Funds. Hawaii was one of the last
two states to implement a program and therefore
showed an 87 percent growth in the program's
participation in its first year, from 3,854 in
December 2000 to 7,190 in December 2001.

Immigrant Children's Program

Provides services similar to those of S-CHIP to
immigrant children who do not qualify for S-
CHIP. Funded entirely from state funds.

Breast and Cervical Cancer
Program

Medicaid fee-for-service is available to
individuals under the age of 65 with cancerous or
pre-cancerous conditions of the breast or cervix
in accordance with Public Law 106-354, provided
they have been screened and diagnosed by a
physician approved by the Hawaii Breast and
Cervical Cancer Control Program of the
Department of Health. A similar program fully
funded by the State is available for individuals
who are barred from participating in the Medicaid
program (Act 278, SLH 2001).

9-11 Net Program

Implemented in December 2001 under the
provisions of Act 6, Special Session 2001,
provides a temporary health insurance program
for workers and their family members who lost
employer-sponsored medical coverage due to
September 11, 2001 events. Eligible persons
pay $63 monthly per enrollee for a limited
medical benefits package.

COBRA Premium
Reimbursement Program
(Consolidated Omnibus Budget
Reconciliation Act of 1985)

Implemented in January 2002, also under
provisions of Act 6, Special Session 2001,
eligible persons are reimbursed up to three
months of COBRA premiums for persons who
lost employer-sponsored insurance due to
September 11, 2001 events and who
subsequently enrolled in COBRA extended
coverage. COBRA permits an eligible person
who lost employment to receive the same
benefits previously provided by an employer-
sponsored insurance program for a period of 18-
36 months at the person's own expense.

Funeral Payments Program

A partial payments program for mortuary and
burial expenses available for persons who had
been eligible for medical or financial assistance
from the State, or whose body remains
unclaimed, i.e., having no known surviving
relatives or friends, or any legally responsible
relatives.




Comments on
Agency Response

Response of the Affected Agency

We transmitted a draft of this report to the Department of Human
Services on May 5, 2003. A copy of the transmittal |etter to the
department isincluded as Attachment 1. A copy of the department’s
response isincluded as Attachment 2.

The Department of Human Services responded that it generally agreed
with our recommendations. The department noted that QUEST cannot
be made permanent through state statutory authority sinceit is afederal
section 1115 program. We are aware of the federal requirements of
QUEST and note that the recommendations were not meant to be limited
to state-level actions. For example, the National Conference of State
Legidatures supports federal statutory changes that would permit
successful Medicaid waiver programs to be continued by statutory
authority, thereby ending the requirement to seek renewal of the
demonstration authority. Given the substantial state resources invested
in QUEST, we believeit is reasonable to support such federal-level
actions, if the State determines that QUEST should be considered
permanent. Language to clarify thisintent of the recommendation was
added to the text.

The department agreed with our recommendation that the Med-QUEST
Division needs to adopt a standard operating procedures manual, noting
that the Benefit, Employment, and Support Services Division and the
Med-QUEST Division have agreed to jointly devel op the procedures
manual. The department also noted that it had no objection to the
recommendation that an assessment of HAPA be conducted to determine
the efficacy of shared technology to fulfill information system
reguirements.

Finally, the department provided several comments intended to clarify
the text in parts of the report. We made minor adjustments in the text to
reflect these comments.
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ATTACHMENT 1

MARION M. HIGA
State Auditor

STATE OF HAWAII

OFFICE OF THE AUDITOR
465 S. King Street, Room 500
Honolulu, Hawaii 96813-2917

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

May 5, 2003
COPY

The Honorable Lillian B. Koller
Director

Department of Human Services
Queen Liliuokalani Building
1390 Miller Street

Honolulu, Hawaii 96813

Dear Ms. Koller:

Enclosed for your information are three copies, numbered 6 to 8 of our confidential draft report,
Follow-Up Audit of the Department of Human Services” QUEST Demonstration Project. We ask
that you telephone us by Wednesday, May 7, 2003, on whether or not you intend to comment on
our recommendations. If you wish your comments to be included in the report, please submit
them no later than Tuesday, May 13, 2003.

The Governor, and presiding officers of the two houses of the Legislature have also been
provided copies of this confidential draft report.

Since this report is not in final form and changes may be made to it, access to the report should
be restricted to those assisting you in preparing your response. Public release of the report will
be made solely by our office and only after the report is published in its final form.

Sincerely,

Marion M. Higa

State Auditor

Enclosures
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ATTACHMENT 2

LILLIAN B, KOLLER, ESQ.
DIRECTOR

LINDA LINGLE
GOVERNOR

HENRY OLIVA
DEPUTY DIRECTOR
STATE OF HAWAII
DEPARTMENT OF HUMAN SERVICES
Med-QUEST Division
Administration
P. 0. Box 700190
Kapolei, Hawaii  96709-0190
May 12, 2003
SECwvED
Honorable Marion M. Higa, State Auditor %-? e TP,
. i ay
Office of the State Auditor 4 A 03
465 South King Street, Room 500 OFC 00 "0 .07 0R
Honolulu, Hawaii ~ 96813-2917 STATE GF Hawal

Dear Ms. Higa:

Thank you for the opportunity to comment on your recommendations in your draft report,
Follow-Up Audit of the Department of Human Services’ QUEST Demonstration Project. We
have also commented on other parts of the report.

The first recommendation is that the Department evaluates the QUEST program and apprises
the State Legislature of the time and resources necessary to continue and/or expand the
demonstration project. We agree with your recommendation and intend to appraise the
Legislature during the net session. Also, you recommend that if our evaluation concludes that
the managed care concept should be continued, we should seek State statutory authority to make
the project permanent and end the renewal requirement mandated under the demonstration
waiver process. The Department is continually evaluating the QUEST program, and today, we
would conclude that the managed care concept should be continued. However, contrary to your
recommendation, the State is unable seek State statutory authority to make QUEST permanent.
Statutory Medicaid provisions are reflected in the Medicaid State Plan. Programs, such as
QUEST, require section 1115 waivers to deviate from the Title XIX and State Plan
requirements in order to cover populations not normally eligible under Medicaid, restrict some
choices usually available to recipients, and limit Medicaid coverage provisions of statewideness
and comparability. Federal statutory amendments to Medicaid to accommodate Hawaii and the
QUEST Program must be passed by Congress, and State statutes do not have the authority to
override Federal statutory requirements. In short, the renewal of the QUEST demonstration
project will be required unless there is a major overhaul of the Medicaid Program by Congress
and such a change is highly unlikely.

The second recommendation is that the Med-QUEST Division adopts a standard operating
procedures manual. We agree with your recommendation. The Benefit, Employment, and
Support Services Division (BESSD) and the Med-QUEST Division (MQD) have agreed to
jointly develop a standard operating procedures (SOP) manual for interaction between the

AN EQUAL OPPORTUNITY AGENCY
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Honorable Marion M. Higa
May 12, 2003
Page 2

Divisions. Both Divisions agree that the SOP must be different for Oahu and the neighbor
islands to reflect the different operations in the two divisions.

The third recommendation is for the Department to evaluate HAPA to assess the efficacy of
shared technology to fulfill information system requirements. We are not opposed to this
recommendation, but we believe that our decision to develop the Hawaii Prepaid Medical
Management Information System (HPMMIS) and implement this system on November 1, 2002,
was a sound one and the benefits will overshadow the initial start-up difficulties identified in
your report. As you state in your report, “Hawaii benefited from Arizona’s proven and certified
system and the ease by which the Arizona system could adapt to Hawaii’s needs. In addition,
the HAPA system would be serviced by another state’s already well established information
systems branch.” Sharing of compliance activities and costs related to the Health Insurance
Portability and Accountability Act (HIPAA) systems requirements have provided significant
financial, administrative, and operational benefits for both Arizona and Hawaii.

We wish to point out some statements in the draft report that we believe are not correct or not
clear.

e At the end of the 4th paragraph on page 2, the “General Assistance program (GA), and
SHIP-eligible recipients” are erroneously identified as Federally protected groups. The two
groups were formerly State funded groups and are, therefore, not protected by the Federal
government.

e In the second paragraph of page 3, a statement refers to Appendix A which identifies the 12
programs administered by the Med-QUEST Division implying that all of these programs
are eligible to receive Federal Medicaid funds, but this is erroneous. The Immigrant
Children’s Program is a fully State-funded program. The Division also administers a State
funded program for women with breast and cervical cancer who are barred from
participation in the Medicaid program. The 9-11 Net Program and the COBRA Premium
Reimbursement Programs were fully State-funded programs that were discontinued in
2002. The Funeral Payments Program is a State-funded funeral assistance program that is
not, in any way, related to medical assistance.

We acknowledge the concerns that you raise in your report and we are committed to
implementing as many of your recommendations as practicable given our current and attainable
resources. The Department believes that QUEST is an important program enabling the State to
capture more Federal dollars and use those additional funds to cover more individuals than
would otherwise have been covered under the traditional Medicaid program. Today, QUEST
covers approximately 136,000 individuals as compared to approximately 118,000 individuals
covered prior to QUEST. In 1994, prior to QUEST, only 30, 000 of 118,000 individuals were
covered with State funds. Today, a significantly greater population—129,000 individuals—are
covered with both State and Federal funds through QUEST.

AN EQUAL OPPORTUNITY AGENCY
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Thank you for your continued cooperation in helping us to identify areas that we can improve to
better serve the people of our State.

Sincerely,

= SR e

Lillian B. Koller, Esq.
Director

- AN EQUAL OPPORTUNITY AGENCY
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