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Offi ce of the Auditor

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

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

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

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

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

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

5. Health insurance analyses examine bills that propose to mandate certain health 
insurance benefi ts.  Such bills cannot be enacted unless they are referred to the Offi ce 
of the Auditor for an assessment of the social and fi nancial impact of the proposed 
measure.

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

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

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

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

Hawai‘i’s laws provide the Auditor with broad powers to examine all books, records, 
fi les, papers, and documents and all fi nancial affairs of every agency.  The Auditor also 
has the authority to summon persons to produce records and to question persons under 
oath.  However, the Offi ce of the Auditor exercises no control function, and its authority is 
limited to reviewing, evaluating, and reporting on its fi ndings and recommendations to the 
Legislature and the Governor.
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Med-QUEST reporting and inattention to fraud impede legislative 
efforts to contain costs

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

State’s Medicaid program costs compare favorably to peer states 
and national averages
After analyzing data from the Med-QUEST Division and other government and private sources, we 
found that Hawai‘i’s Medicaid costs compare favorably to other states and the national average. 
Although Hawai‘i has a higher Medicaid enrollment as a percentage of its population compared to 
other states, its Medicaid costs are below the national average and the division has been relatively 
successful in controlling spending per enrollee and stabilizing program costs.  In addition, while 
Hawai‘i has some fl exibility in containing these costs, we found that these options are becoming more 
limited.  Requirements associated with the Compacts of Free Association agreements and Affordable 
Care Act to be implemented in 2014, prevent the division from making certain adjustments to benefi ts 
and eligibility. 

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

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

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

In FY2015, 
Med-QUEST Division 
health care payment 
appropriations alone 
accounted for nearly 
15 percent of State 

spending.  

Recommendations

Response
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Foreword

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

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

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

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

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

Traditionally, Medicaid is a fee-for-service health program for the 
poor that is funded by both the state and federal governments.  Fee-
for-service means that physicians and hospitals bill for each eligible 
service provided to a Medicaid patient.  However, many states, including 
Hawai‘i, have pursued managed care as an alternative to the fee-for-
service system for their Medicaid programs.  Managed care, defi ned as a 
health care delivery system with a single point of entry, seeks to increase 
access to quality care in a cost-effective manner and provide several 
advantages for Medicaid benefi ciaries, such as enhanced continuity 
of care, improved preventive care, and prevention of duplicative and 
contradictory treatments and medications.  Managed care exercises 
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greater control over patient visits, which reduce the potentials for 
unnecessary medical procedures or services and the opportunities for 
claims fraud.  Cost savings for managed care is achieved through a 
monthly fee, or capitated payment, to a health plan, which assumes 
responsibility for any fi nancial risk.  

Who is eligible for Medicaid?

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

Mandatory and optional Medicaid services

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

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

   Mandatory Benefi ts
 

• Inpatient hospital services
• Outpatient hospital services
• Early and periodic screening, diagnostic, and treatment services
• Home health services
• Physician services
• Rural health clinic services
• Federal qualifi ed health center services
• Laboratory and x-ray services
• Family planning services
• Nurse midwife services
• Certifi ed pediatric and family nurse practitioner services
• Freestanding birth center services (when licensed or otherwise   

              recognized by a state)
• Transportation to medical care
• Tobacco cessation counseling for pregnant women
• Tobacco cessation

 
   Optional Benefi ts
 

• Prescription drugs
• Clinic services
• Physical therapy
• Occupational therapy
• Speech, hearing, and language disorders
• Respiratory care services
• Other diagnostic, screening, and preventive medicine
• Podiatry services
• Optometry services
• Dental services*
• Prosthetics
• Eyeglasses
• Other practitioner services
• Hospice
• Case management
• Services in an intermediate care facility for the mentally retarded
• Self-directed personal assistance services
• Inpatient psychiatric services for individuals under age 21
• Other services approved by the secretary of health and human 

           services

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

            Source: National Conference of State Legislatures, Med-QUEST Division, and the Offi ce of 
            the Auditor



4

Chapter 1: Introduction

Section 1115 projects

Section 1115 of the Social Security Act outlines requirements for 
experimental, pilot, or demonstration projects and allows states to reform 
their Medicaid programs and may allow for coverage to be expanded 
to populations that are not generally eligible.  Waivers also allow the 
federal secretary of health and human services to waive compliance with 
requirements of certain sections of statutes, including Medicaid, for any 
projects that promote the objectives of the Social Security Act.  Forty-
nine states have taken advantage of CMS waivers to introduce managed 
care plans tailored to their needs. 

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

In July 1993, the Health Care Financing Administration approved 
Hawaii’s Department of Human Services (DHS) Medicaid Section 1115 
waiver application, called the QUEST1 program, to provide Medicaid 
services through managed care plans.  The QUEST program was 
designed to increase access to health care in Hawai‘i and control the rate 
of annual increases in health care expenditures.  In FY2012, 99 percent 
of all Hawai‘i Medicaid benefi ciaries were served through a managed 
care system.  Hawai‘i’s latest Section 1115 demonstration project, the 
QUEST Expanded program, was set to expire on December 31, 2013, 
but was renewed in September 2013 through December 31, 2018 under a 
new QUEST Integration program name.  

Affordable Care Act

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

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

The Department of Human Services, originally known as the Department 
of Social Services and Housing, was created in 1959.  It addresses 
problems of human behavior, adjustment, and daily living through the 
administration of programs for family, child, and adult welfare; economic 
assistance; health care assistance; rehabilitation toward self-care and 
support; public housing; and other related programs.

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

The Offi ce of the Director, headed by the director of human services, 
has primary responsibility for operations of the department.  The offi ce 
plans, organizes, directs, and monitors the State’s programs of human 
services for families and individuals; economic assistance, including 
medical assistance and supplemental nutrition assistance; self-suffi ciency 
and family support programs; and vocational rehabilitation of persons 
with disabilities.  The offi ce ensures effective and effi cient conduct of 
programs and services and optimum use of fi scal, equipment, space, 
and manpower resources by continuously evaluating the department’s 
activities against planned results and effectuating necessary correction 
and improvements.  The offi ce also establishes the mission, long-term 
goals, short-term objectives, and priorities for the department.

Organization of the 
Department of Human 
Services and the 
Med-QUEST Division
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Five staff offi ces provide support services to the department:

• The Administrative Appeals Offi ce provides administrative due 
process hearings in contested cases for the department;

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

• The Fiscal Management Offi ce provides staff assistance and 
advisory services for the administrative functions of fi scal 
management services;

• The Personnel Offi ce oversees the department’s personnel 
programs; and

• The Management Services Offi ce provides research, budget, 
quality assurance, program and fi nancial evaluation, and 
assessment capabilities that enable the department to oversee its 
programs.  

The Med-QUEST Division is one of four operating divisions that carry 
out the department’s programs.  The division administers the State’s 
Medicaid and other health insurance programs, and provides health 
insurance to low-income families, children, and individuals.  The other 
divisions are the Benefi t, Employment and Support Services Division, 
the Social Services Division, and the Vocational Rehabilitation 
Division.  

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

Source:  Department of Human Services

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

           The division is supported by fi ve offi ces:

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

• The Finance Offi ce coordinates, manages, and administers 
the division’s fi scal, procurement, fi nancial integrity activities, 
payment error rate measurement activities, and budget activities 
for the department’s health care and health insurance programs;  

• The Policy and Program Development Offi ce provides 
staff support and assistance to the division in establishing and 
maintaining program policies related to the department’s health 
care and health insurance programs;

For Administrative Purposes Only
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• The Systems Offi ce manages and coordinates the division’s 
information systems activities related to the department’s health 
care and health insurance programs; and

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

The division is also supported by three branches:

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

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

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

Exhibit 1.3 illustrates the division’s organization.

Exhibit 1.3 
Med-QUEST Division Organizational Chart 

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

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

State Medicaid enrollment

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

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

Hawai‘i’s Medicaid 
program
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                        Exhibit 1.4 
                        Medicaid Enrollment and Year-Over-Year Growth, FY2008–FY2012 

                                 Source:  Department of Human Services

Program funding and expenditures

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

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

               Exhibit 1.5 
               Total Medicaid Revenues and Expenditures by Means of Financing, FY2008–FY2012

                     Source:    Department of Human Services

The Med-QUEST Division has two major program IDs that provide 
appropriations for the Medicaid program: HMS401 for health care 
services provided and HMS902 for the division’s administration costs.  
Exhibit 1.6 shows the Med-QUEST Division appropriations for the past 
fi ve years compared to the department and statewide totals.
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Exhibit 1.6 
Med-QUEST Division, Department of Human Services, and Statewide Appropriations, All 
Means of Financing, FY2008–FY2012 (in $ thousands)

Source:  Legislative budget worksheets

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

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

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

FY2008 FY2009 FY2010 FY2011 FY2012
Health Care Payments 
(HMS401) $1,196,394 $1,236,505 $1,380,547 $1,387,615 $1,645,461

General Support for Health Care 
Payments (HMS902) $27,948 $29,345 $28,821 $23,908 $27,461

Med-QUEST Division Total $1,224,342 $1,265,850 $1,409,368 $1,411,523 $1,672,922

Department of Human Services 
(DHS) Total $1,847,443 $1,878,227 $2,085,604 $2,013,645 $2,319,662

Med-QUEST Division as a 
percentage of DHS total 66.3% 67.4% 67.6% 70.1% 72.1%

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

Prior Audits
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effective evaluation mechanism for QUEST.  After three years, QUEST’s 
federally required encounter data had not been analyzed and the required 
quarterly reports had not been submitted.

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

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

Another of our 2001 reports, Financial Audit of the Med-QUEST 
Division of the Department of Human Services (Report No. 01-10), 
continued to fi nd poor management control practices within the QUEST 
Demonstration Project.  Program fi les lacked required documentation, 
certifi cations, and evidence of supervisory review; the backlog of 
eligibility applications had not been resolved; the division continued to 
be inconsistent in collection of reimbursements and dis-enrolling those 
who failed to pay required co-payments; and the division’s oversight 
of capitation reconciliations had diminished following the transfer of 
reconciliation responsibility to the health plans.  

In our 2003 Follow-Up Audit of the Department of Human Services’ 
QUEST Demonstration Project (Report 03-07), we found that QUEST 
continued to experience problems from inadequate planning and design 
that hampered the development and expansion of a managed care 
approach to health care.  Changes in Medicaid expenditures, provider 
participation, and temporary lifting of the enrollment cap placed the 
program in a budget shortfall and raised concerns about its ability to 
continue to keep costs under control.  Self-declaration and presumptive 
eligibility practices reduced the application backlog but also increased 
the likelihood that ineligible applicants may receive benefi ts.  Finally, 
after six years, an MIS had been implemented.  
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In our 2004 Audit of the Department of Human Services’ Expedited 
Application Process for Pregnant Women (Report No. 04-12), we found 
that despite making notable improvements in processing applications 
for pregnant women, the division fell short of its self-imposed expedited 
application process standard that it would process 95 percent of 
completed applications from pregnant women within fi ve business days.  
In addition, statistics maintained by division staff could not be reconciled 
with the division’s computer database, which caused the division to rely 
on skewed fi gures in making its assertions of compliance with the fi ve-
day standard.  

Since 2008, Hawai‘i’s Medicaid program has also been subject to six 
audits by the U.S. Department of Health and Human Services Offi ce 
of Inspector General, nine reviews or audits by the CMS or CMS 
contractors, and fi ve annual fi nancial audits by independent audits 
contracted by our offi ce with certifi ed public accountant fi rms.  

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

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

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

4. Make recommendations, as appropriate.

 We interviewed select legislators to determine whether they receive 
suffi cient information from the department necessary for understanding, 
managing, and enacting legislation for the state’s Medicaid program.  
We reviewed the management and fi scal practices of the DHS’s Med-
QUEST Division for the three-year period FY2010 through FY2012.  
We examined applicable strategic and operating plans, policies and 
procedures, operating reports, contracts, and other relevant documents 
and records to assess management’s planning, monitoring, and reporting 
efforts for the Med-QUEST Division.  We collected and analyzed 
information about the program and its cost drivers.  We reviewed 
applicable laws and regulations; literature and best practice documents 
regarding Medicaid fraud; department and division fi les and relevant 
program documents; and information from sources including DHHS, 

Objectives of the 
Audit

Scope and 
Methodology
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CMS, and other states.  We interviewed key program staff, staff in other 
state agencies, and staff from federal agencies as necessary to meet our 
audit objectives.

Our audit was performed from June 2013 through October 2013 and 
conducted in accordance with the Offi ce of the Auditor’s Manual of 
Guides and generally accepted government auditing standards.  Those 
standards require that we plan and perform the audit to obtain suffi cient, 
appropriate evidence to provide a reasonable basis for our fi ndings and 
conclusions based on our audit objectives.  We believe the evidence we 
obtained provides a reasonable basis for our fi ndings and conclusions 
based on our audit objectives.
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While Hawai‘i’s Medicaid program is fi nanced with a combination 
of state and federal funds, we found that the Med-QUEST Division 
has organized its performance reporting around federal measures and 
requirements.  Those requirements focus on quality of health care 
services delivered, unlike State concerns, which are largely related to 
costs.  With signifi cant increases in State contributions to the Medicaid 
program over the past fi ve years, legislators are understandably 
concerned about the relevance and usefulness of the information they 
currently receive from the Med-QUEST Division. 

After analyzing Med-QUEST Division data and other government 
and private sources, we found that Hawai‘i’s Medicaid costs compare 
favorably to other states and the national average, with costs remaining 
relatively stable despite rising enrollment.  In addition, we found 
that Medicaid cost containment is largely beyond the State’s control, 
especially after implementation of the Affordable Care Act (ACA) in 
2014.  However, we also found that the division has neglected to commit 
suffi cient resources to its efforts to curb fraud, waste, and abuse.  As 
a result, Hawai‘i’s detection and enforcement activities lag far behind 
national averages, exposing the State to tens of millions of dollar in 
losses annually.  For instance, in 2011, the Centers for Medicare and 
Medicaid Services (CMS) projected that improper payments from the 
Hawai‘i Medicaid and Children’s Health Insurance programs totaled 
$66.9 million. 

1. Although the Med-QUEST Division is generally responsive to 
legislative information requests, the program and cost data it 
provides does not fulfi ll legislative needs.

2. The State’s Medicaid program costs generally compare favorably to 
peer states and national averages.

3. The State is exposed to tens of millions of dollars in losses due to 
Medicaid fraud, waste, and abuse.
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We found that the Med-QUEST Division concentrates its reporting on 
quality of health services delivered and recipient satisfaction to fulfi ll 
federal requirements.  The division’s reports to CMS and the Legislature 
do not include fi nancial performance results that refl ect how the division 
is meeting its budgetary goals.

Legislators have expressed concern about growth in the State’s Medicaid 
costs without an accompanying effort to manage costs.  Absent adequate 
and appropriate information, however, the Legislature is unable to 
make informed decisions about and enact legislation to implement cost 
containment measures relating to the Medicaid program.  It continues to 
fund ever-increasing budget requests for the Medicaid program because 
it has no basis to challenge the requests.  By funding increasing Medicaid 
costs without the ability to manage those costs, the Legislature may 
compromise funds that could be available for other government programs 
and services.  

Hawai‘i’s Medicaid program is guided by the State’s Section 1115 
demonstration waiver, which the department fi rst implemented in 
August 1994.  Under the waiver, CMS sets special terms and conditions 
that detail the nature, character, and extent of federal involvement in 
Hawai‘i’s demonstration project and the State’s obligations to CMS 
during the life of the project, including compliance with CMS’ numerous 
reporting requirements.

The CMS’ primary reporting focus is on the quality of health care 
services delivered.  In the Med-QUEST Division’s September 
2012 Interim Demonstration Evaluation Report to CMS, of the 33 
performance indicators documented, 27 measures (82 percent) were 
related to quality of healthcare and recipient satisfaction.  The division’s 
focus on quality of health care was confi rmed by both the division 
administrator and fi nance offi cer.  

The CMS also requires the division to submit selected fi nancial data, 
some of which relates to federal budget neutrality, which requires that 
federal Medicaid expenditures cannot be more than they would have 
been without the waiver.  In addition, the division is required to submit 
Medicaid enrollment, eligibility, and claims data on a quarterly basis to 
CMS through the Medicaid Statistical Information System.  

Although 
the Division 
Is Generally 
Responsive 
to Legislative 
Information 
Requests, the 
Data It Provides 
Does Not Fulfi ll 
Legislative Needs

Division’s reporting 
focuses on quality of 
health care services
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In order to make informed decisions affecting Medicaid program 
costs, the Legislature needs timely, reliable cost information to assess 
and compare alternative actions.  According to Government Auditing 
Standards, government programs are responsible for providing reliable, 
useful, and timely information for transparency and accountability of 
their programs and operations.  In addition, the Statement of Federal 
Financial Accounting Standards 4: Managerial Cost Accounting 
Standards and Concepts provides that legislators need cost information 
to compare alternative courses of action, make program authorization 
decisions by assessing costs and benefi ts, and make decisions about 
allocating state resources and evaluating program performance.  

To assess the adequacy of Medicaid information received by the 
Legislature, we interviewed and surveyed legislators and staff from key 
subject-matter committees, and House Finance and Senate Ways and 
Means committees.  Survey respondents rated the division generally 
“good” at responding to legislative requests for information; however, 
legislators also expressed frustration about the lack of Medicaid program 
and performance data.  

Specifi cally, Medicaid data provided by the division is limited to 
statutorily required reports and aggregate budgetary costs year-over-
year.  For example, information contained in budget documents for 
program ID HMS401 (Health Care Payments) include aggregate health 
care payments for both Medicaid and non-Medicaid programs.  Some 
legislators desire Medicaid data in more detail than is currently provided 
by the division.  Examples include costs by program, average cost per 
enrollee by various categories (that is, children, QUEST, disability types, 
etc.), average Medicaid cost for particular services, enrollment numbers 
for each program, number of enrollees served by category, and how costs 
compare to other states and/or national averages.

Before the Legislature can begin to curb Medicaid costs, it needs to 
understand the reasons behind the increases.  The Med-QUEST Division 
administrator agreed that growth in the State’s general fund portion of 
Medicaid expenditures is unsustainable, adding that over the past fi ve 
years the general fund portion for Medicaid program HMS401 has nearly 
doubled.  Exhibit 2.1 shows State health care appropriations growth by 
96 percent from FY2010 to FY2015.  

Legislature’s need for 
Medicaid program cost 
information is largely 
unmet
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 Exhibit 2.1 
 Health Care Payments General Fund Appropriations, 
 FY2010–FY2015 (in $ millions)

            Source:  State appropriation acts, SLH 2009 to SLH 2013

During the same period—FY2010 to FY2015—statewide general fund 
appropriations increased by only 19 percent.  Health care payments from 
the general fund during this period thus consumed a larger proportion 
of the State’s general fund appropriations, increasing from 9 percent in 
FY2010 to almost 15 percent in FY2015, as shown in Exhibit 2.2.  
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            Exhibit 2.2
            Appropriations for Health Care Payments as a Percentage of Statewide       
            Appropriations, FY2010 and FY2015

Measuring and reporting actual performance against established goals 
is essential for assessing governmental accountability.  The division 
considers the Section 1115 demonstration waiver with CMS as its key 
planning document, but admits that the waiver’s goals and objectives 
are for quality of health care delivered and are not agency performance 
goals.  The administrator said the division has no cost goals because 
these are diffi cult to document due to changes brought about by 
legislative action and growth in Medicaid populations. 

Although the division has the capability to prepare reports based on 
program data, it lacks an overall strategy to generate such reports in a 
manner useful to the Legislature.  The division administrator expressed 
willingness to provide such reports to the Legislature upon request, but 
added that the Legislature has yet to ask for those reports.  This was 
confi rmed by a legislator who stated that legislative information requests 
to the division may be too generic or vague.  

To address concerns about the rising cost of public assistance, including 
medical payments, the Legislature directed, through Section 346-
54, Hawai‘i Revised Statutes (HRS), the department to report cost 
increases and recommend cost containment actions should general fund 
expenditures for fi nancial assistance and medical payments increase 
faster than the increase in general fund tax revenues in any given year.  
Recommendations are to include, but are not limited to: 1) changes 
in eligibility standards; 2) adjustments to the assistance allowance; 
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3) alternatives to fi nancial assistance for meeting needs essential to 
maintaining an adequate standard of living; and 4) adjustments to 
medical payment fees and levels of service.  For the fi ve-year period 
FY2008 through FY2012, we found that the rate of change in health 
care general fund expenditures exceeded the rate of change in the State’s 
general fund tax revenues for each of those years.  The department, 
however, did not submit the required cost containment recommendations 
reports because the division administrator was not aware of the statutory 
reporting requirement. 

We also found the division does not produce performance reports 
containing operational, fi nancial, or compliance-related information.  
The division administrator acknowledged the division does not provide 
reports to the Legislature that demonstrate the Medicaid program is run 
in an effi cient or effective manner.  He also admitted that communicating 
with the Legislature is an area that needs improvement.  The division 
has started to design reports for the Legislature containing operational, 
fi nancial, and compliance-related information.

We found that Hawai‘i’s Medicaid costs compare favorably to other 
states and the national average.  While Hawai‘i has a higher Medicaid 
enrollment as a percentage of its population compared to other states, its 
Medicaid costs are below the national average and the spending growth 
rate remains relatively stable.  

Determining how to optimally balance the demand for health care with 
the limited ability to fund such care is one of the challenging policy 
dilemmas facing states.  Hawai‘i has some fl exibility in containing costs, 
but the options are becoming more limited.  Near-minimum federal 
assistance means the State must pay for a higher proportion of its total 
Medicaid costs.  In addition, requirements associated with the Compacts 
of Free Association (COFA) agreements and Affordable Care Act 
(ACA) prevent the division from making certain adjustments to benefi ts 
and eligibility.  Moreover, since the division has already implemented 
signifi cant organizational cost-cutting initiatives, further cuts in one area 
may negatively impact other areas, thereby negating or lowering cost 
savings.  

Our analysis of federal and state Medicaid enrollment and spending 
statistics revealed that Hawai‘i’s Medicaid program compares favorably 
with peer states and national averages.  Despite growth in the percentage 
of Hawai‘i’s population enrolled in Medicaid, the division has been 
relatively successful in controlling spending per enrollee and stabilizing 
program costs.

Hawai‘i’s Medicaid 
Costs Compare 
Favorably to Other 
States and the 
U.S. Average, and 
Options for Cost 
Containment are 
Limited

Despite a higher 
enrollment as a 
percentage of its 
population, Hawai‘i’s 
Medicaid costs are 
below the national 
average
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We based our conclusion on data collected from the division, the 
National Association of State Budget Offi cers (NASBO), and CMS.  
The CMS data is reported by federal fi scal year (FFY)—October 1 
through September 30 —which may differ from states’ data reported by 
respective fi scal years as compiled by NASBO.  To assess how Hawai‘i’s 
Medicaid program compares to other states, we worked with the division 
to identify a list of comparable or peer states with comprehensive 
managed care programs: Arizona, New Mexico, Oregon, Utah, and 
Washington.  

Hawai‘i’s growing Medicaid enrollee population comprises a 
larger percentage of the State’s population than the national 
average

Medicaid enrollment and spending rise when the economy stagnates 
and employment rates and incomes fall.  Conversely, enrollment and 
spending slows when the economy recovers.  The division attributes 
growth in the State’s Medicaid enrollment during FFY2009 and 
FFY2010 to the downturn in Hawai‘i’s economy in 2007 and 2008.  As 
a result of the 28.8 percent increase in total enrollment—from 223,933 
in FFY2005 to 288,320 in FFY2010—the percentage of the State’s 
population enrolled in the Medicaid program, 22.2 percent, exceeded 
the national average of 21.1 percent in FFY2010.  Exhibit 2.3 shows the 
growth in enrollment for each Hawai‘i Medicaid eligibility category from 
FFY2005 to FFY2010.  Of the fi ve enrollment categories, two—adults 
and children—grew the fastest during the FFY2005–FFY2010 period.  
The other three enrollment categories—aged, disabled, and other—grew 
at a much slower pace, as shown in Exhibit 2.3.  
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Exhibit 2.3 
Growth in Hawai‘i Enrollment for Each Medicaid Eligibility Category, FFY2005–FFY2010

Source:  Centers for Medicare and Medicaid Services

Exhibit 2.4 presents a comparison of the Medicaid enrollment across 
states in FFY2010.
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Exhibit 2.4 
Percentage of State Populations Enrolled in Medicaid, FFY2010

Source:  Centers for Medicare and Medicaid Services

Hawai‘i’s Medicaid cost per recipient compares favorably to 
peer states and national averages

Despite Hawai‘i’s higher than average Medicaid enrollment, the State 
has been successful in controlling Medicaid spending when compared 
to other states.  According to NASBO, Hawai‘i’s FY2011 Medicaid 
costs comprised almost 16 percent of the State’s total expenditures.  By 
comparison, Arizona’s FY2011 Medicaid costs were almost 34 percent of 
its statewide expenditures, the highest in the nation.  Exhibit 2.5 shows 
the national and selected peer state Medicaid costs as a percentage of 
statewide expenditures for FY2011.
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Exhibit 2.5 
National Medicaid Costs as a Percentage of Statewide Costs, FY2011

Source:  National Association of State Budget Offi cers

Hawai‘i’s FFY2010 annual cost per Medicaid recipient of $4,693 also 
compares favorably to selected peer states, and is below the national 
average of $5,790.  Exhibit 2.6 shows the national average and selected 
peer state costs per Medicaid recipient for FFY2010.
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Exhibit 2.6 
Medicaid Costs Per Recipient, FFY2010

Source:  Centers for Medicare and Medicaid Services

Hawai‘i’s aged and disabled populations disproportionately drive the 
growth in Hawai‘i’s total Medicaid spending because the services they 
require—extensive acute and long term care—cost more.  While the 
State has successfully controlled the growth in per capita spending for 
the adult, children, and other/unknown populations, per capita spending 
for the aged and disabled have grown signifi cantly, particularly since 
FFY2008.  Exhibit 2.7 shows the growth in Hawai‘i’s Medicaid costs per 
recipient for each eligibility category between FFY2005 and FFY2010.
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Exhibit 2.7 
Hawai‘i’s Growth in Medicaid Costs Per Recipient by Eligibility Category, FFY2005–FFY2010

Note:  The other/unknown line at the bottom of this chart remains unmarked due to the overlap with the Children  line.

Source:  Centers for Medicare and Medicaid Services

Based on average enrollment and spending for the six-year period from 
FFY2005 to FFY2010, we found that Hawai‘i’s aged and disabled 
Medicaid populations constituted a combined 19 percent of all Medicaid 
recipients but 58 percent of the State’s total Medicaid costs, as shown 
in Exhibit 2.8.  The remaining adults and children made up 81 percent 
of Medicaid recipients, but accounted for only 42 percent of the State’s 
Medicaid costs.
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               Exhibit 2.8 
               Hawai‘i’s Six-Year Average of Medicaid Enrollees and Costs by Eligibility 
               Category, FFY2005–FFY2010

                       Source:  Centers for Medicare and Medicaid Services

Hawai‘i’s Medicaid costs per program remain relatively stable 
despite rising enrollment

Because the most recent NASBO and CMS data are for FY2011 and 
FFY2010, respectively, we also analyzed Hawai‘i’s current enrollment 
and cost trends using data provided by the division covering the period 
FY2010 through FY2013.  We focused on the State’s managed care 
capitated payment delivery system because 99 percent of the State’s 
Medicaid enrollees are in the managed care Medicaid programs, which 
consist of QUEST, QUEST Expanded (QExA), Children’s Health 
Insurance Program (CHIP) and other programs.  These recent data are 
organized differently than the data contained in CMS reports, categorized 
by program rather than by eligibility.

Our analysis revealed that the division continues to control growth in 
Medicaid spending, as evidenced by relatively stable per capita program 
costs despite continually rising enrollment, as shown in Exhibit 2.9.  

In response to a legislative request to cut $75 million in general funds 
spending over the 2011–2013 fi scal biennium, the division proposed and 
received approval from CMS to reduce managed care capitated rates by 

20,232

$265,248,231

$13,110
24,461

$360,701,762

$14,746

78,928

$245,459,417

$3,110

113,048

$200,002,913
$1,769

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Number of Enrollees Expenditures Cost per Enrollee

Children

Adults

Disabled

Aged

(48%)

(33%)

(10%)

(9%)

(18%)
(5%)

(26%)

(32%)

(24%)

(40%)

(45%)

(10%)



30

Chapter 2: Med-QUEST Reporting and Inattention to Fraud Impede Legislative Efforts to Contain Costs

3 percent, which saved approximately $22 million in general funds.  The 
reduction is refl ected in the FY2012 decline in total cost per person as 
shown in Exhibit 2.9.  Overall, the State has successfully controlled the 
per capita cost growth of QUEST and CHIP, the State’s largest programs 
covering non-disabled adults (under age 65) and children.

Exhibit 2.9 
Hawai‘i’s Medicaid Managed Care Program Costs Per Person, FY2010–FY2013

Source: Med-QUEST Division

Between FY2010 and FY2013, the average growth rates in Hawai‘i’s 
managed care enrollment and costs were 6.6 percent and 8.8 percent, 
respectively.  Contributing to the growth in total enrollment was the 
division’s ACA-related expansion of Medicaid benefi ts in the QUEST 
programs covering non-disabled adults and children.  Contributing to the 
growth in total program costs were the increases in enrollment in QUEST 
and CHIP and the increases in the costs of the QExA managed care 
program.  The signifi cant increase in spending in FY2011 refl ects the 
temporary increase in the State’s federal medical assistance percentage 
(FMAP) pursuant to the American Recovery and Reinvestment Act of 
2009 (ARRA).

Exhibit 2.10 shows the average annual enrollment for Hawai‘i’s managed 
care programs, the year-to-year percentage growth for all programs, 
and the four-year percentage growth by program for the period FY2010 
through FY2013.  The largest overall enrollment growth occurred within 
the QUEST program, which increased by 24 percent (42,135 recipients).

 FY2010 FY2011 FY2012 FY2013 % Change
QUEST  $             2,710  $          2,847  $          2,781  $          2,806 3.5%

QExA  $           13,023  $        15,547  $        14,582  $        15,235 17.0%

CHIP  $             1,123  $          1,130  $          1,079  $          1,126 0.3%

Total  $             4,309  $          4,745  $          4,504  $          4,544 5.5%
% change 10.1% -5.1% 0.9% 2.0%
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Exhibit 2.10 
Average Annual Hawai‘i Medicaid Enrollment Per Managed Care Program, FY2010–FY2013

Source:  Med-QUEST Division

Exhibit 2.11 shows Hawai‘i’s total managed care costs by program and in 
total.  Total costs for all programs grew between 22 and 28 percent over 
the four-year period.  Increases in total cost of the QUEST and CHIP 
programs were a result of increases in enrollment.  Increases in the total 
cost of the QExA program was a result of the division’s realignment 
of its rates following the transfer of the aged, blind, and disabled 
populations from fee-for-service delivery system into the QExA managed 
care program in FY2009 and rising program costs.

Exhibit 2.11 
Total Hawai‘i Medicaid Managed Care Costs Per Program, FY2010–FY2013

Source:  Med-QUEST Division

The Medicaid program is a complicated budget puzzle with a seemingly 
endless number of policy choices and trade-offs.  While the State has 
some fl exibility to contain costs, we found that its options are becoming 
more limited.  Requests to exercise traditional cost containment 
options—reducing benefi ts and eligibility—were not approved by CMS, 
and one that was approved—reducing payment rates to managed care 
plans—was already exercised several years ago.  Changes in delivery 
system, such as focusing on home and community-based services for its 
aged and disabled, were implemented in FY2009.  However, further cuts 
in one cost area may negatively impact other areas, thereby negating or 
lowering anticipated cost savings.  

 FY2010 FY2011 FY2012 FY2013 % Change
QUEST 175,855 191,585 202,920 217,990 24.0%

QExA 42,164 43,106 45,023 46,004 9.1%

CHIP 27,060 28,217 30,389 33,001 22.0%

Total 245,079 262,908 278,332 296,995 21.2%
% Change 7.3% 5.9% 6.7% 6.6%

 FY2010 FY2011 FY2012 FY2013 % Change
QUEST $  476,637,160 $  545,524,198 $  564,276,866 $  611,648,443 28.3%

QExA $  549,091,634 $  670,149,754 $  656,516,440 $  700,864,112 27.6%

CHIP $    30,396,374 $    31,876,999 $    32,777,956 $    37,167,731 22.3%

Total $1,056,125,168 $1,247,550,951 $1,253,571,262 $1,349,680,286 27.8%
% Change 18.1% 0.5% 7.7% 8.8%

Medicaid cost 
containment is largely 
beyond the State’s 
control
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In addition, Hawai‘i receives near-minimum federal assistance, which 
means the State must pay a higher proportion of its total Medicaid costs.  
Moreover, the federal Compacts of Free Association (COFA) agreements 
continue to impact State health care payments by $40 million annually.  
Also, a federal mandate precluding the State from removing the passive 
renewal policy exposes the State to millions of dollars in losses annually.  
Finally, the Federal Affordable Care Act further limits state Medicaid 
cost containment options.  

Cost containment options are limited

In its latest 2012 actuary report, CMS projects that nationally, Medicaid 
costs will increase at an average rate of 6.4 percent per year over the next 
ten years.  Average enrollment is also projected to increase 3.4 percent 
per year over the same period.  The division reported that the State’s total 
Medicaid annual costs are expected to exceed $2 billion by 2016.

Medicaid cost per enrollee is driven by eligibility and enrollment 
plus capitation payment rates—including rising prices—and to some 
degree by fraud, waste, and abuse.  Costs are also affected by the types 
of services provided and the expenditures of the optional programs a 
state implements.  Traditionally, states have contained rising Medicaid 
costs by limiting eligibility, reducing provider reimbursements, and/or 
cutting benefi ts.  Options for lowering these cost drivers are limited due 
to federal restrictions.  There are also issues that need to be considered 
when changing prices and eliminating programs.  Federal law requires 
reimbursements be consistent with effi ciency, economy, and quality of 
care and that managed care rates are actuarially sound.  Proposed rate 
cuts must assure quality and access are maintained.  

As a general matter, any cuts to the Medicaid budget or services require 
approval from CMS.  For benefi ts and eligibility/enrollment, a federal 
Maintenance of Effort (MOE) requirement originally in ARRA, prevents 
states from adopting more restrictive standards, methodologies, or 
procedures.  Maintenance of effort means “a requirement that a State 
spend at least a specifi ed amount of State funds for Federal assistance 
program purposes.”  The MOE requirement was extended for children in 
the Children’s Health Insurance Program Reauthorization Act (CHIPRA) 
until 2019 and for adults in the Affordable Care Act until 2014.

Reducing payment rates to providers is the most common strategy used 
by states, including Hawai‘i, to respond to budget challenges.  The 
division cautioned that any effort to further lower managed care rates 
could reduce physicians’ participation in the State’s Medicaid program, 
especially on the neighbor islands, thereby negatively impacting access 
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to care.  With decreased physician participation, the State would also 
incur additional transportation costs to fl y Medicaid patients to O‘ahu to 
obtain necessary medical services.  

Reducing and restricting benefi ts is another cost containment option, 
which the State has already done.  The State’s Medicaid-covered 
benefi ts are separated into mandatory benefi ts, which must be included 
for all benefi ciaries, and optional benefi ts, which may be covered at a 
state’s discretion.  According to the division, mandatory benefi ts make 
up 65 percent of the State’s Medicaid costs.  Prescription drugs and 
intermediate care facility services make up 81 percent of optional benefi t 
costs.  If these two services are viewed as not eligible for removal from 
the optional benefi ts, the remaining benefi ts account for only 6.6 percent 
of the State’s Medicaid costs, which does not provide much room for cost 
savings.  

Elimination of certain optional benefi ts and programs may increase costs 
elsewhere; or rate reductions for one provider type may affect the use 
of another, thus negating or lowering anticipated savings.  For example, 
the division reported that prescription drugs cost the State about $200 
million a year.  However, eliminating the prescription drug benefi t 
program would eventually result in more emergency room visits, which 
is the most expensive treatment option.  A few visits to an emergency 
room would quickly outweigh any anticipated savings from eliminating 
the prescription drug program.  In addition, there are new federal 
requirements for coverage to the new adult groups, and some of the 
currently optional services may become mandatory for this group.

Another way to contain costs is to change the delivery of services.  Other 
states are shifting long-term care away from institutions to community 
settings.  Medicaid is the nation’s primary payer for long-term care 
services, covering a range of services including home and community-
based services, which allows people to live independently in their own 
homes or communities.  One goal of Hawai‘i’s QExA program was 
to increase the availability of home and community-based services as 
an alternative to nursing home care.  Providing these services in place 
of costly institutional long-term care services saves taxpayers money.  
The department stated in its FY2011 annual report that since QExA’s 
inception, the number of Medicaid recipients in nursing facilities has 
decreased 17 percent and those receiving home and community-based 
services has increased 97 percent.  
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Hawai‘i receives near-minimum federal assistance for 
Medicaid expenditures

Hawai‘i’s Medicaid program receives federal funding based on the 
federal medical assistance percentage (FMAP) 1, a formula that compares 
each state’s per capita income relative to U.S. per capita income and 
provides higher reimbursement to states with lower average incomes.  
Unfortunately for Hawai‘i, the FMAP does not consider cost of living.  
Of the ten areas with the highest cost of living, eight (Massachusetts, 
Maryland, New York, New Jersey, Connecticut, California, New 
Hampshire, and Alaska) receive minimum (50 percent) federal 
assistance, one (Hawai‘i) receives near-minimum federal assistance 
(52 percent), and one (Washington, D.C.) receives 70 percent federal 
assistance for its Medicaid costs.  The FMAP for Washington, D.C. was 
permanently raised from 50 percent to 70 percent in the Balanced Budget 
Act of 1997.  Exhibit 2.12 shows Hawai‘i’s FMAP relative to peer states 
and the nation.

Exhibit 2.12
National and Peer States Federal Medical Assistance Percentage (FMAP) for Medicaid, 
FY2013

*Note: There are 14 states tied at rank 38 with a minimum 50% FMAP

Source:  Kaiser Family Foundation

1  The formula is FMAP(state) = 1 – ((per capita income of state)2/(per capita income of U.S.)2 x 0.45).  
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Hawai‘i’s Medicaid programs received near-minimum federal assistance 
due to a relatively high per capita income (in the top third of the nation 
between 2008 and 2013).  Exhibit 2.13 shows per capita income and 
federal fi nancial contribution percentages for FY2008 through FY2013.

 Exhibit 2.13 
 Hawai‘i Federal Medical Assistance Percentage for Medicaid,  
 FY2008–FY2013

            Source: Offi ce of the Auditor

However, when adjusted for infl ation, Hawai‘i’s per-capita income 
ranked among the lowest in the nation in 2011, registering at $32,500 
compared to the national average of $36,500.  Thus, Hawai‘i’s infl ation-
adjusted average income suggests that Hawai‘i should receive a higher 
FMAP rate.  

Of note, ARRA raised Hawai‘i’s effective rates of federal share for 
Medicaid costs to 67 percent for FY2009 and FY2010.  The signifi cant 
increase in state spending in FY2011 as shown in Exhibit 2.11 refl ects 
the end of the enhanced Medicaid match rate from ARRA, which 
temporarily increased FMAP as well as provided additional amounts for 
those states facing the highest unemployment rates.

Federal Compacts of Free Association (COFA) agreement 
increases State health care payments by $40 million annually

When Congress passed the Compacts of Free Association (COFA) Act 
in 1985, it made a promise to provide specifi ed protections, economic 
benefi ts, and domestic programs to the Federated States of Micronesia, 
the Republic of Marshall Islands, and the Republic of Palau in exchange 
for certain military permissions in these associated states.  Under COFA, 
the U.S. agreed to provide economic assistance to compact nation 
citizens, allowing them to enter, reside, and work in the United States 
and participate in certain federal programs including Medicaid. 

Fiscal Year Hawai‘i’s FMAP
Hawai‘i’s Per Capita 

Income National Rank
2008 57% 16th

2009 67% 16th

2010 67% 17th

2011 52% 18th

2012 50% 17th 
2013 52% 16th 
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As a result, over the years, states have taken on the obligations of this 
federal mandate.  The Personal Responsibility and Work Opportunity 
Reconciliation Act (PRWORA) of 1996 restricted access to federal 
public benefi t programs and eliminated federal Medicaid benefi ts for 
COFA migrants.  The COFA migrants are also currently ineligible for 
expanded Medicaid benefi ts under the ACA.  After the enactment of 
PRWORA, states like Hawai‘i and the Territory of Guam were required 
to fully absorb the costs of providing social service and health care 
benefi ts to COFA migrants in the absence of federal funding.  

Until July 1, 2010, COFA residents were able to enroll in QUEST.  
During the Clinton administration, COFA migrants were excluded from 
federal funding for the Medicaid program.  Since then, the division has 
successfully restored federal funding for children and pregnant women 
under the CHIPRA.

In response to the 2009 economic downturn and the subsequent budget 
shortfall, one of the Hawai‘i’s cost-cutting measures was to dis-enroll 
COFA migrants from QUEST and place them in a program with fewer 
benefi ts.  Attorneys fi led a legal action on behalf of COFA migrants in 
federal district court, which reinstated full QUEST benefi ts for COFA 
migrants.  The State has appealed the ruling and is currently awaiting a 
decision.  

“Compact Impact” funding from the federal government, designed 
to offset health and educational costs for these migrants, has been 
inadequate.  According to the governor, Hawai‘i spent nearly $115 
million in 2010 for COFA residents but received only $10 million from 
the federal government.  More than $52 million of these costs were 
absorbed by the Department of Human Services, which reported that 
annual Medicaid costs for non-pregnant adult compact nation migrants 
alone are nearly $40 million.  The burden for these costs falls entirely on 
Hawai‘i taxpayers. 

Federal mandate precluding State from removing the passive 
renewal policy exposes the State to millions of dollars in losses 
annually

All Medicaid benefi ciaries must be annually re-determined as eligible 
to continue medical coverage.  The division sends benefi ciaries a pre-
printed form which includes client information on fi le; benefi ciaries 
must sign and return the form, indicating whether eligibility status 
has changed.  However, under passive renewal, benefi ciaries are 
only required to return the form when there are changes to existing 
information.  The policy of passive renewal was instituted in 2004 
specifi cally for benefi ciaries who are families with children to ensure 
continuity of receiving medical coverage.  The division interprets a 
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non-response to mean that information has not changed, and 
automatically renews the benefi ciaries for another year.  After review of 
various eligibility cases, the division determined that its passive renewal 
process resulted in continued coverage for some ineligible individuals.  
As a result, the division sought to discontinue this process by requesting 
permission from CMS to stop passive renewals in 2009.  The CMS, 
however, denied the request, citing federal regulations that specifi cally 
prohibit any changes that would make eligibility standards more 
restrictive or burdensome than what was already in effect from 2008.  In 
2011, the division again petitioned CMS to stop passive renewals; again 
CMS denied the request.

In 2013, there were approximately 89,000 passive renewal benefi ciaries 
with an estimated cost per benefi ciary in excess of $2,000 per year.  We 
applied an error rate of 10.5 percent, which was noted by the division’s 
internal review of passive renewal cases and projected an error amount of  
$19.6 million.  Based on the 2013 FMAP rate of 52 percent, the State’s 
share of these overpayments is $9.4 million.

The division plans to use a new eligibility system and criteria under the 
ACA to improve program integrity.  However, it is not clear whether 
renewal forms for the new eligibility system will have to be signed and 
returned or interpreted as correct for non-responses, as under the passive 
renewal process.  At the time of our review, the division was in the 
process of clarifying this issue with CMS. 

Affordable Care Act further limits state Medicaid cost 
containment options

The ACA limits state Medicaid cost containment options by setting a 
federal mandate on eligible enrollees.  The impact of ACA Medicaid 
expansion will vary across states depending on current coverage levels 
and the number of uninsured, who will become new enrollees in the 
Medicaid program.  New enrollees will consist of two groups: newly 
eligible benefi ciaries and “woodwork effect” benefi ciaries—individuals 
who are already eligible for Medicaid assistance, but are only applying 
now due to expanded outreach.  The division estimates that ACA may 
bring an expected 48,000 new enrollees.  The estimate makes it diffi cult 
to predict additional program costs or minimize eligibility offerings to 
provide cost containment for its Medicaid programs.  

Regardless of cost increases due to the ACA, incremental costs will 
likely be less in Hawai‘i than in other states because Hawai‘i’s current 
Medicaid eligibility standards are already similar to those set forth in 
ACA.  Hawai‘i will see a smaller infl ux of new enrollees than other 
states.  
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Although the majority of costs for new enrollees will be paid by the 
federal government, the federal mandate on enrollee eligibility removes 
the State’s fl exibility regarding cost containment options.  For example, 
the ACA effectively removes the possibility of an enrollment cap for 
Medicaid enrollees, a tool previously used to control Medicaid costs.  
Further, the ACA removes an asset limit requirement for eligibility, 
which may allow previously ineligible individuals to now qualify for 
Medicaid assistance.  These two consequences of the ACA affect the 
State’s limited ability to contain the costs of its expanding Medicaid 
program.

In addition, the ACA will likely increase the amounts paid by Hawai‘i’s 
Medicaid programs.  In 2010, an actuarial fi rm, Milliman, Inc., estimated 
the cost impacts of the ACA through calendar year 2023.  Milliman 
estimated that additional costs to the State would be $659.6 million for 
the fi rst ten years of ACA.  

Woodwork effect enrollees will also cost the State, since the federal 
government will only provide FMAP contributions—not 100 percent 
contributions—for these enrollees.  Further, primary care physicians will 
receive increased compensation under ACA’s Primary Care Physicians 
Fee Schedule.  These increases will be covered by federal funds for 
the initial two years of ACA implementation, but solely by the State 
thereafter.  However, we note that the 2010 Milliman estimates were 
created before ACA rules were fi nalized, so enrollment and expenditure 
amounts need to be updated.  Nevertheless, Hawai‘i stands to incur 
numerous additional costs over the life of ACA and its Medicaid 
expansion.  

Combating Medicaid fraud and abuse is essential to sound fi scal 
management of the Medicaid program, and states have primary 
responsibility for policing fraud and abuse in their programs.  Despite 
this, the division’s management has not ensured that Hawai‘i has a robust 
Medicaid fraud and abuse detection program, exposing the State to tens 
of millions of dollars in losses each year.  In 2011, CMS projected that 
improper payments from the Hawai‘i Medicaid and Children’s Health 
Insurance Programs totaled $66.9 million.  Division management has 
demonstrated a minimal commitment to its Medicaid fraud and abuse 
detection program, resulting in fraud and abuse detection efforts that 
lag behind other states.  As the federal government removes program 
fl exibility for cost containment options, the division needs to do a better 
job of detecting Medicaid fraud and abuse.

Management’s 
Inattention to 
Medicaid Fraud 
Exposes the State 
to Tens of Millions 
of Dollars in 
Losses Annually
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Division management has demonstrated a minimal commitment to 
safeguarding the Medicaid program against unnecessary or inappropriate 
use of services and excess payments.  Management has not developed 
a formal plan to govern its fraud and abuse detection and investigation 
program, nor has it been proactive in establishing formal policies 
and procedures for detecting, investigating, and remedying fraud.  In 
addition, it has not dedicated suffi cient resources for detecting and 
investigating Medicaid fraud and is unable to produce complete 
information about the results of these efforts.  These defi ciencies increase 
the risk that the State will fail to identify abusive practices and potential 
fraud in its Medicaid program, exposing the State to unnecessary 
Medicaid costs from ongoing fraud and abuse and unrecovered improper 
payments.    

Management has not developed a formal plan for Medicaid 
fraud detection 

The Financial Integrity Staff (FIS) within the division’s Finance Offi ce 
has primary responsibility for the State’s fraud and abuse detection 
program, which encompasses a multitude of activities coordinated 
among numerous entities.  Exhibit 2.14 shows the integral role FIS plays 
in these efforts to detect, investigate, report, and resolve cases of fraud, 
waste, and abuse in the Hawai‘i Medicaid program.

Management’s 
commitment to 
detecting and 
remedying Medicaid 
fraud is minimal and 
reactionary
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Exhibit 2.14
Roles of State Entities for Detecting, Investigating, Reporting, and Resolving Medicaid Fraud 
and Abuse

Source:  Offi ce of the Auditor

Legend:
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Despite the numerous entities involved, the division lacks documents that 
outline all of Hawai‘i’s activities specifi c to Medicaid fraud and abuse 
detection and investigation, its key partners and stakeholders, and their 
respective roles and responsibilities.  The division’s FIS develops annual 
work plans that detail its own roles, responsibilities, and planned fraud 
detection activities; however, it neither outlines goals or milestones for 
the completion of key activities, nor provides a mechanism for measuring 
performance and progress toward established goals.  

Management has not been proactive in establishing policies 
and procedures for fraud detection 

The CMS’ 2011 review of Hawai‘i’s Medicaid program found that 
the FIS had very few policies and procedures for identifying and 
investigating suspected fraud cases and that the policies that did exist 
had not been revised since 1991.  The division’s scarce and outdated 
policies and procedures leave it vulnerable to inconsistent operations, 
especially when the division loses experienced fraud and abuse detection 
staff.  In addition, the division is unable to provide necessary fraud and 
abuse detection oversight of managed care plans.  Only subsequent to 
CMS’ review conducted in June 2010, did the division begin formalizing 
and implementing draft policies and procedures to govern its fraud and 
abuse detection activities, nearly 20 years after the original policies were 
written.  Although FIS has new policies and procedures, management 
has reviewed and approved only one of 12 documents at the time of our 
audit.

Limited resources allocated to fraud and abuse detection 
activities indicate a “minimal commitment” to this function

The CMS’ 2011 review also found that the resources allocated to 
Hawai‘i’s Medicaid program fraud and abuse detection activities are 
indicative of a “minimal commitment” to this function.  Both CMS 
and the FIS cited information system limitations and staffi ng issues as 
reasons for the division’s inability to effectively detect and investigate 
Medicaid fraud and abuse and to comply with applicable federal 
regulations.  The division’s inability to address these defi ciencies 
prevents it from identifying and recovering improper payments.  

The key to an effective anti-fraud and abuse program is gathering and 
analyzing data for managed care health plans and providers.  Surveillance 
and utilization review subsystems enable states to systematically analyze 
medical care and service delivery data for aberrant patterns indicative 
of potential fraud or abuse, but management did not implement such a 
subsystem until 2012.  Although the division previously had different 
systems to perform these functions, CMS concluded that those systems 
were ineffective.
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Further, only three staff positions were allocated to the FIS in 2013, 
compared to 189 positions in other offi ces and branches with related 
fraud and abuse detection and investigation responsibilities.  According 
to the department’s functional statements, the FIS is the only group 
within the department responsible for “maintaining a robust fraud and 
abuse detection program covering potential or actual fraud and abuse by 
program populations and providers.”  Its functions include analyzing data 
to detect potential and suspected fraud and abuse; investigating cases of 
suspected fraud and abuse; and coordinating these activities with division 
staff, the Department of the Attorney General’s Medicaid Fraud Control 
Unit (MFCU), managed care health plans, and federal and state auditors.

However, management has allocated signifi cantly more staff to the 
division’s Eligibility and Health Care Services Branches and to the 
department’s Benefi t, Employment and Support Services Division and 
Audit, Quality Control, and Research Offi ce (formerly the Management 
Services Offi ce), which are assigned to various utilization review and/
or enrollment and eligibility activities.  In addition, the FIS is the only 
group that did not gain positions when the department recouped staff lost 
during the FY2010 reduction-in-force.  Exhibit 2.15 shows the number 
of authorized positions for each department division, offi ce, and branch 
involved in fraud and abuse detection and investigation activities as of 
June 30, 2010, and June 30, 2013.

Exhibit 2.15
Authorized Positions for Fraud and Abuse Detection and Investigation Activities as of June 
30, 2010 and June 30, 2013

Source:  Offi ce of the Auditor

3

83

25
17 18

3

111

33
26

19

MQD Finance Office
Financial Integrity Staff

MQD Eligibility Branch DHS Benefit, Employment
and Support Services
Division Investigations

Office

MQD Health Care Services
Branch

DHS Audit, Quality Control,
and Research Office

(formerly the Management
Services Office) Quality

Control Staff

FY10 Positions FY13 Positions



43

Chapter 2: Med-QUEST Reporting and Inattention to Fraud Impede Legislative Efforts to Contain Costs 

Following the retirements of an FIS investigator and a registered nurse 
in 2008 and 2013, respectively, only one of the FIS’ authorized three 
positions was fi lled at the time of our audit.  The one remaining FIS 
registered nurse has a signifi cant workload and lacks the expertise to 
perform all required functions.  Without an experienced investigator, the 
division cannot comply with federal and state regulatory requirements 
for preliminary investigations of all suspected Medicaid fraud cases.  
The FIS has been working to fi ll the vacant investigator position.  In 
addition, during the 2013 Legislative regular session, it received approval 
for fi ve additional positions dedicated to fraud and abuse detection and 
investigation: an auditor, a second investigator, a third registered nurse, 
and two analysts.  However, fi lling those vacancies will likely be delayed 
since the division has yet to draft the relevant position descriptions, an 
initial step in the recruitment process.  

Management produces incomplete fraud detection program 
performance information 

The division is unable to produce performance reports containing 
information about its fraud and abuse detection and investigation efforts 
that management can use to manage and improve such efforts.  The FIS 
uses logs to track the status and disposition of all cases of suspected 
fraud identifi ed, cases referred from other sources, and cases investigated 
and referred to the MFCU.  However, the division does not track and 
reconcile related expenditures, improper payments identifi ed, and related 
recoveries and recoupments.  Furthermore, the division only records 
recoveries obtained by the U.S. Department of Health and Human 
Services Offi ce of Inspector General and Hawai‘i MFCU as collections 
from fraud and abuse.  Recoupments, which are overpayment amounts 
held back or deducted from future provider payments, are recorded but 
not in a manner that allows management to track such amounts.

The CMS’ 2011 review of Hawai‘i’s Medicaid program found that 
Hawai‘i lags behind other states of similar size in expenditures for and 
recoveries from fraud and abuse detection and investigation activities.  
For example, one state with comparable number in Medicaid enrollment 
spent $2.3 million in fi scal year 2008 on fraud and abuse detection 
and investigation activity; Hawai‘i only spent $783,000.  Exhibit 2.16 
shows a comparison of the Med-QUEST Division’s recoveries from 
and expenditures for fraud detection and investigation activities against 
national averages for FY2008 to FY2010, the most recent year for which 
data are available.  

Hawai’i’s Medicaid  
fraud and abuse 
detection efforts lag 
behind other states
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Exhibit 2.16 
Comparison of Hawai‘i Med-QUEST Division’s Recoveries From and Expenditures for Fraud 
Detection and Investigation Activities Against National Averages, FY2008–FY2010

Source:  CMS State Program Integrity Assessment Reports, FY2008 to FY2010

Hawai‘i’s Medicaid program is losing opportunities to prosecute cases 
and recover moneys attributed to Medicaid provider fraud and abuse 
because the division is unable to analyze Medicaid data effectively.  
Moreover, the division’s managed care plan contract provisions for fraud 
and abuse reporting do not require the plans to report data that would 
allow the division to perform data analyses to generate leads for fraud 
investigations.  

The division cannot effectively analyze Medicaid data to detect 
fraud

The division’s FIS works with the MFCU within the Department of the 
Attorney General, Criminal Justice Division, to investigate and prosecute 
Medicaid providers for deceptive and inappropriate claims.  Although the 
FIS and MFCU efforts are generally well-coordinated, the FIS is unable 
to perform more effective data analytics to identify and refer more cases 
of suspected or potential fraud and does not always provide data and 
information needed for investigations by MFCU in a timely manner.  
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The division’s Data Warehouse is a database of historical data from 
the Hawai‘i Prepaid Medicaid Management Information System.  The 
Data Warehouse and the division’s newly implemented surveillance 
and utilization review subsystem enhance FIS’ capability to identify 
potentially fraudulent behavior or abusive activity.  These information 
systems generate reports FIS can analyze to identify outliers and aberrant 
patterns in medical care and service delivery data; however, the FIS lacks 
staff with the necessary data analysis expertise to carry out these tasks.  
Furthermore, the FIS staff lacks formal training on structuring queries 
to generate meaningful data analysis reports from the Data Warehouse, 
which does not automatically generate standardized reports.  As a result, 
the FIS requests Data Warehouse reports from the division’s Systems 
Offi ce, which in turn requests an out-of-state agency to generate the 
reports, a process that can take months to fulfi ll.  

Ineffective internal FIS fraud detection activities result in few fraud 
referrals to the MFCU.  The bulk of internal fraud investigation leads 
in Hawai‘i are generated from external complaints.  Exhibit 2.17 shows 
Hawai‘i’s fraud referrals made to the MFCU compared to national 
referral averages for FY2008 to FY2010, the most recent year for which 
data are available.

 Exhibit 2.17 
 Comparison of Hawai‘i MFCU Fraud Referrals Against   
 National Averages, FY2008–FY2010

            Source:  CMS State Program Integrity Assessment Reports, FY2008 to FY2010

Lack of fraud referrals from the division hampers MFCU’s recovery 
efforts, as measured by recoveries per dollar of MFCU expenditures.  
Exhibit 2.18, which presents a comparison of states’ MFCU recoveries 
per dollar of MFCU expenditures for FY2010 to FY2012, shows Hawai‘i 
lagging in the bottom ten of all states and the District of Columbia for all 
years shown.    
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Exhibit 2.18 
Comparison of States’ MFCU Recoveries Per Dollar of MFCU Expenditures, FY2008–FY2010

Source:  U.S. Department of Health & Human Services Offi ce of Inspector General MFCU Statistical Data for 2010 to 2012
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The division’s managed care plan contracts do not require 
suffi cient fraud detection reporting

The Hawai‘i Medicaid program’s managed care health plan contracts 
require health plans to perform fraud and abuse detection activities and 
preliminary investigations, refer cases of suspected or potential fraud 
identifi ed, and report the results of such activities quarterly.  Because 
the risk of fraud exists within the managed care environment and FIS 
relies heavily on managed care plans’ fraud detection programs, the 
FIS recognizes the need for improved coordination with and reporting 
from the plans.  The FIS can use its new surveillance and utilization 
review subsystem to analyze managed care plan data to identify potential 
fraud or abuse activities.  However, the current reporting requirements 
for the plans’ fraud and abuse reports do not require details from cases 
investigated that the FIS could use in its data analysis, if it could perform 
such an analysis.  

The FIS informed us that they are considering adding discussions of 
fraud and abuse issues during regular meetings with managed care plan 
representatives and amending fraud and abuse reporting requirements to 
include details such as provider numbers, billing codes, and recovery/
recoupment amounts for all cases investigated to address these issues, 
but have yet to do so.  Best practices include regular meetings with 
managed care plans which provide a forum to discuss cases, action plans 
for occurrences of potential fraud and abuse, provide training, present 
and exchange strategies to combat fraud and abuse, and address non-
compliance with contract requirements regarding fraud and abuse by 
managed care plans.  

Hawai‘i’s Medicaid program is faring well compared to peer states 
and the rest of the nation.  For instance, while Medicaid enrollment 
is growing as a percentage of the state’s population, the division has 
managed to control its costs on a per-enrollee basis.  However, the 
complex natures of health care and the Medicaid program limit the 
division’s and the Legislature’s ability to contain costs.  In addition, the 
impending implementation of the federal Affordable Care Act will further 
limit State cost containment options.  However, these factors should not 
preclude the division from providing detailed and thorough program 
and cost information to the Legislature, an important stakeholder.  More 
importantly, the division needs to be more proactive in containing the 
costs that it can control.  Specifi cally, it needs to establish and implement 
an effective and effi cient fraud, waste, and abuse detection program. 

Conclusion
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The Med-QUEST Division should:

1. Take a proactive role in improving communication of its Medicaid 
program’s performance with the Legislature.  Specifi cally, the 
division should:

 a. Conduct an informational briefi ng for interested legislators to 
   gain an understanding of their needs and expectations for   
   information and metrics;  

 b. Adopt and implement reporting methods that convey   
   requested Medicaid operational and fi nancial objectives, goals,  
   and key performance indicators; and

 c. Provide annual updates on how Hawai‘i’s enrollment and cost  
   data compare nationally and to other states;

2. Establish a formal fraud and abuse plan that ensures the department’s 
fraud and abuse detection program adheres to federal and state 
regulations and includes adequate resources to execute the plan.  
Such a plan should include:

 a. Goals, objectives, and action plans for the fraud and abuse   
  detection and investigation program; 

 b. Program’s key partners and stakeholders and their respective 
  functions and fraud and abuse detection and investigation   
  responsibilities and activities;

 c. Areas of vulnerability and approaches to address them; 

 d. Milestones for completion of key action plan activities; 

 e. Baseline metrics against which the Medicaid fraud and 
  abuse detection and investigation program can be compared to 
  gauge performance and progress; and

 f. Process and methodology for measuring performance progress 
  toward goals and objectives;

3. Communicate the results of its fraud and abuse detection and 
investigation program with the director of human services and the 
Legislature; 

Recommendations
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4. Direct and work with the Department of Human Services Personnel 
Offi ce to develop position descriptions for the newly authorized 
dedicated fraud and abuse detection and investigation positions and 
reevaluate position descriptions for current FIS positions to ensure 
that:

 a. The duties and responsibilities of each position satisfy federal  
  and state regulatory requirements, best practices, and the   
  division’s needs; and

 b. The required skills, qualifi cations, and experience of the   
  respective positions are consistent with their duties and   
  responsibilities;

5. Prioritize recruitment and hiring of recently authorized FIS fraud and 
abuse detection and investigation staff;

6. Develop policies and procedures governing functions related to 
detecting and remedying fraud and abuse performed by the various 
department and Med-QUEST Division units.  The division should 
review policies and procedures periodically and update them as 
needed to refl ect revised and new regulatory requirements and 
best practices.  Management should review and approve new and 
amended policies and procedures in a timely manner;

7. Maintain complete information and perform periodic reconciliations 
of fraud and abuse detection and investigation activities.  This 
process may include a reconciliation of case referrals, cases accepted 
and declined, convictions, recoveries, and status of investigations 
and settlements, fraud and abuse detection and investigation 
expenditures, overpayments and fraudulent payments identifi ed.  A 
full accounting of all such indicators will allow the division to better 
understand the results of its fraud and detection and investigation 
activities (e.g., recoveries and recoveries per dollar expended on 
fraud detection and investigation) and measure its performance; and

8. Adopt strategies or plans to combat fraud, waste, and abuse by:

 a. Utilizing its new eligibility system and eligibility criteria under 
  the ACA to improve program integrity, limit eligibility errors, 
  and facilitate reporting and monitoring;

 b. Enhancing its capacity to utilize its data analysis capabilities  
  effectively by:  
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  i. Ensuring that all fraud detection and investigation staff   
   receive training on how to identify and generate Surveillance  
   and Utilization Review subsystem and Data Warehouse   
   reports needed to effectively fulfi ll their respective fraud   
   detection data analysis and investigations functions,   
   including those necessary for referring cases of suspected or  
    potential fraud to MFCU; and

  ii. Reevaluating fraud and abuse reporting requirements for 
   the managed care plans to ensure that the FIS receives the  
   information needed to better analyze managed care data; and

 c. Meeting regularly with and providing training to managed 
  care organizations to improve fraud and abuse detection   
  coordination efforts to ensure that fraud and abuse is identifi ed  
  and that preliminary investigations are occurring as required by  
  contract.
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Response of the Affected Agency

Comments on 
Agency Response

We transmitted a draft of this report to the Department of Human 
Services on January 6, 2014.  A copy of the transmittal letter is included 
as Attachment 1.  The department’s response, dated January 13, 2014 and 
received on January 15, 2014, is included as Attachment 2.  

The department expressed its appreciation for the Legislature’s and 
the State Auditor’s assistance in identifying areas to reduce medical 
assistance program costs and improve medical assistanc e program 
integrity.  

The department generally agreed with our conclusions and 
recommendations and reports that it has already undertaken actions to 
address several of our recommendations.  

For example, it agreed Hawai’i’s Medicaid program fares well compared 
to peer states and the rest of the nation, and that it has managed to control 
costs on a per-enrollee basis even while enrollment has increased.  It 
pointed out that despite keeping costs down, in 2013, the Commonwealth 
Fund ranked Hawai‘i as having the best healthcare system for low-
income individuals.

The department also said it is committed to eliminating all fraud, 
waste, and abuse, and that it has made substantial improvements 
in program integrity to address the adverse fi ndings we cited in the 
Centers for Medicare and Medicaid Services’ reports.  Since the 2011 
federal comprehensive program integrity review, the department 
reported, its program integrity efforts have improved.  And it stated that 
implementation of its new eligibility system, KOLEA, which interfaces 
with the federal data services hub and the Department of Labor and 
Industrial Relations, will reduce eligibility errors.  The department 
identifi ed four efforts it plans to pursue this legislative session to improve 
support for additional program integrity efforts. 

On the other hand, the department contends that our fraud, waste, and 
abuse fi nding was primarily based on outdated documentation.  We 
point out the department provided that documentation and told us it 
was the most current available.  Accordingly, we stand by our fi nding.
Finally, we made minor technical corrections for clarity and style prior to 
publication.
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