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REPORT ON ACT 134, PART VII, SECTION 119, RELATING TO THE STATE 

BUDGET, SESSION LAWS OF HAWAII 2013 
 
Act 134, Part VII, Section 119, Session Laws of Hawaii 2013, requires the Department 
of Human Services to develop a plan to reduce the costs of all Medicaid services 
beginning in fiscal year 2014-2015 and thereafter.  The plan is to include cost reduction 
scenarios ranging from no less than fifteen per cent and up to thirty per cent of funds 
appropriated for Medicaid in fiscal year 2013-2014 and a detailing of the cost reduction 
options with corresponding savings estimates.  The plan provided for fiscal year 2014-
2015 is to include a timeline for implementation of such cost reductions and which takes 
into consideration all approvals deemed necessary for changes to the plan.   
 
BACKGROUND 
 
The Department of Human Services (DHS)/ Med-QUEST Division (MQD) is the single 
State Medicaid agency that administers the Medicaid program as well as other medical 
assistance programs.  MQD has two program budget codes, HMS 401 for healthcare 
payments and HMS 902 for program administration.  In State Fiscal Year (SFY) 2014, 
the total appropriation for HMS 401 was $1.89 billion and for HMS 902 it was $45.6 
million, of which $14.9 million was for new information technology (IT) initiatives.  
Excluding the IT funding, MQD operates with an administrative percentage of 1.6%.  
This analysis focuses on healthcare payments.  
 
The two primary Medicaid programs are the QUEST and QUEST Expanded Access 
(QExA).  The QUEST program serves eligible individuals who are under age 65 and are 
not blind or disabled.  The income range for eligibility for adults and for children ages 1 
to 18 is generally up to 138% of the Federal Poverty Level (FPL).  For infants under one 
year of age, the eligibility income limit is up to 185% of the FPL.   
 
The QExA program was implemented during FY09 to include individuals 65 years and 
older and individuals of all ages with disabilities.  This group receives service 
coordination, outreach, improved access, and enhanced quality healthcare services 
coordinated by health plans through a managed care delivery system.  This plan 
expands program services to include home and community-based long-term care 
services.   
 
The Medicaid program is a State-Federal partnership in which the federal government 
provides matching federal funds to the expended State funds.  All program changes that 
affect federal matching funds require approval by the federal Centers for Medicare & 
Medicaid Services (CMS). 
 
The federal medical assistance percentage (FMAP) is used to determine the amount of 
the federal match.  The FMAP is calculated by CMS, can range from 50% to 83%, and 
is based on factors such as the state’s average per capita income.  CMS also 
authorizes enhanced federal funding for certain purposes, such as for stimulus under 
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the American Recovery and Reinvestment Act (ARRA), for health information 
technology under the HITECH Act, and for clinical preventive services under the 
Affordable Care Act.  Hawaii also receives enhanced funding for children and pregnant 
women covered under its Children’s Health Insurance Program.  However, the vast 
majority of MQD’s federal funding is based on Hawaii’s regular FMAP, which has been 
as follows.  
 
FFY FMAP* 
2009 55.11% / 68.58% / 66.13%-67.35% 

2010 54.24% / 67.97% / 67.35% 

2011 51.79% / 66.25% / 62.63%-67.35% 

2012 50.48% / 65.34% 

2013 51.86% / 66.30% 

*Regular FMAP / CHIP / ARRA rates 
  The ARRA FMAP ended in 2011. 
 
Medicaid is an entitlement program which means that anyone who meets eligibility can 
receive services.  Medicaid is counter-cyclical by which increased demand for coverage 
typically accompanies a weakened economy when available funding is decreased.  
Between June 2008 and June 2013, enrollment increased 38% in Hawaii.   
 

 
 
Healthcare inflation increases healthcare expenditures and is an economic 
phenomenon beyond the control of the DHS.  Increases in the average cost per enrollee 
above inflation may be attributable to increased utilization trends and/or benefit 
expansion.  From 2010 to 2013, the combined Medicaid QUEST and QExA programs’ 
expenditures per member increased at an average 2.0% per year compared to an 
average national inflationary increase of 3.5% per year.  A comparison of increases in 
average cost per enrollee for QUEST and QExA combined and healthcare inflation 
rates based on U.S. Bureau of Labor Statistics Consumer Medical Care Services Index 
shows that in the past two years, changes in the cost per enrollee for QUEST and QExA 
are below the national inflation rate.   
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SFY QUEST & 

QExA  
Enrollment* 

% 
Change 

Average
Cost / 

Enrollee 

% Change in 
Cost/Enrollee 

Healthcare
Inflation 

2010 245,126  $359.25   
2011 262,910 7.3% $395.45 10.07%   3.1% 
2012 278,333 5.9% $375.32 -5.1%    3.9% 
2013 296,996 6.7% $378.70 0.9% **3.4% 

* Average annualized member months. 
**Projected 2013 using first half CPI-U Medical Care Services 
 
Hawaii Medicaid also shows a lower average four year rate of change when compared 
to other health insurance offered in Hawaii.  The following chart presents the average 
rate increases for QUEST, QExA, the Employer Union Trust Fund, and the commercial 
individual market.  The four year average rates for 2010 through 2013 for QUEST and 
QExA were below both the comparable average for the EUTF and the commercial 
plans. 
 
Program 4 Year Avg Rate Change
QUEST 1.0% 
QExA 7.8% 
EUTF 10.7% 
Commercial 8.0% 

 
Rate Changes 2010-2013  

 
 
The MQD programs are efficiently administered, and the increases in expenditures are 
primarily attributable to increases in enrollment.  The report by the Cato Institute, Work 
Versus Welfare Trade-Off: 2013, compared how much state Medicaid programs would 
spend on a standardized four-person household.  The higher the ranking, the greater 
the amount expended, and Hawaii ranked 38th out of the 50 states.  Additionally, the 
2013 National Association of State Budget Officers State Expenditure Report stated that 
for all states, the average Medicaid expenditures as a percent of state total 
expenditures was 24.5% in 2013.  For Hawaii, this percentage was 14.0%, ranking as 
the sixth lowest percentage in the nation.  
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According to The Commonwealth Fund Scorecard on State Health System Performance 
for Low-Income Populations, 2013, a national scorecard that analyzed 30 indicators 
within four dimensions – Hawaii ranks best in the nation.  Hawaii ranks in the top 
quartile for three of four system dimensions – Access to Affordability, Potentially 
Avoidable Hospital Use, and Healthy Lives.  Hawaii ranks in the second quartile for the 
fourth indicator, Prevention and Treatment.  For low-income populations whose 
standard of living is 200% of the federal poverty level, Hawaii reported the second 
lowest percentage of uninsured adults, the second lowest percentage of uninsured 
children, and the lowest percentage of adults who went without health care in the past 
year due to cost.  Hawaii also is ranked first for the lowest rate of potentially avoidable 
hospital use and second for the lowest rate of potentially avoidable emergency 
department visits for low-income Medicare beneficiaries, and first for the lowest rate of 
poor health-related quality of life for low-income adults 18-64 years old.   
 
Since 1994 when the MQD first implemented managed care under a federal Section 
1115 demonstration waiver, the MQD has saved $2.4 billion in medical assistance 
costs, of which $1 billion is State funds.  CMS must ensure that expenditures under 
Section 1115 demonstration waivers do not exceed what they otherwise would have 
been without the waiver, i.e. under the fee-for-service program.  This concept is called 
budget neutrality, and the reported savings is based on CMS calculations. 

 
 

COST REDUCTION OPTIONS 
 
A 15-30% reduction to HMS 401, Health Care Payments, represents a reduction of 
approximately $300 million to $600 million.  The strategies for reducing expenditures 
include:  1)  reducing eligibility; 2)  reducing benefits; 3)  reducing reimbursement; and 
4)  increasing efficiency. 
 
1)  Reducing Eligibility 
 
Current Medicaid eligibility for the major groups is as follows: 
 
Population Group FPL Method 
Children 313% MAGI*  
Pregnant Women 196% MAGI 
Parents/Caretaker Relatives 100% MAGI 
Adults 138% MAGI 
Aged, Blind and Disabled 
Individuals 

100%** Non-MAGI 

* Modified adjusted gross income 
** Must also meet an asset limit 
 
Federal requirements restrict reducing eligibility for the Children’s Health Insurance 
Program Reauthorization Act (CHIPRA) maintenance of effort requirement until 2019.   
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State law also mandates certain eligibility for state-only funded coverage: 

 §346-59.2, HRS   Comprehensive breast and cervical cancer control program.  
 §346-59.4, HRS   Medical assistance to other children.   
 §346-70, HRS   Medical assistance for other pregnant women.  

 
Under the Affordable Care Act, any individual legally residing in Hawaii has access to 
affordable coverage either through Medicaid or tax credits through the health insurance 
exchange.  The other children and other pregnant women are now eligible for federal 
funding under CHIPRA, and the DHS is receiving federal matching funds for these 
populations. 
 
Under ACA, Hawaii opted to expand Medicaid eligibility for adults with incomes up to 
138% FPL and no asset limit.  Eligibility for this new group of adults could be reduced to 
100% FPL, but for these individuals with incomes 133-138% FPL, the State will receive 
100% FMAP for three years.   Also under ACA, for childless adults below 100% FPL, 
the State will receive an estimated 70% FMAP for three years.  These two percentages 
converge to a FMAP of 90% in 2019 and thereafter for these two groups in the new 
ACA adult eligibility group.  We are in the process of working with CMS to determine 
how many individuals in the adult group will initially receive 100% FMAP or the 
estimated 70% FMAP.  Prior to ACA,  these two groups received only the regular base 
FMAP of 51%. 
 
Also under the Affordable Care Act, to be eligible for tax credits through a health 
insurance exchange, individuals who could be eligible for Medicaid must have an 
income of at least 100% FPL.  Reducing Medicaid eligibility below 100% for a group of 
individuals would mean that group of individuals would be ineligible for both Medicaid 
and for tax credits through a health insurance exchange.  
 
Current federal regulations require that Medicaid provide long-term care services to 
individuals in the new adult eligibility group without being subject to post-eligibility 
income adjustment or an asset limit.  Hawaii could add an asset limit and/or reduce 
income to 100% FPL, which would also allow the State to not cover long-term care 
services for this group, but then we would receive only the base FMAP of 51%. 
 
In SFY13, the DHS spent $47.6 million on citizens from the Compact of Free 
Association (COFA) nations, of which $7.8 million was expended on children and 
pregnant women.  The DHS is under a court injunction to provide state-only funded 
medical assistance to COFA individuals residing in Hawaii who would otherwise be 
eligible for Medicaid except for their citizenship status.  The State has appealed the 
injunction and is awaiting a decision.  Based on the decision, the State either will be 
required to continue to provide state-only funded medical assistance or the State will 
need to decide on how to proceed regarding coverage for COFA citizens. 
 
Because COFAs are eligible for tax credits to purchase coverage through the health 
insurance exchange, regardless of the decision, the State may want to enroll non-
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pregnant adult COFAs in the exchange as the primary payer.  If the State prevails, the 
State may want to offer a premium assistance program for individuals with incomes less 
than100% FPL.  If the State does not prevail, the State would need to pay the premiums 
and cost-sharing as well as provide all the additional Medicaid covered benefits that are 
not covered by the qualified health plans purchased through the health insurance 
exchange. 
 
Qualified health plans purchased through the health insurance exchange do not cover 
long-term supports and services and because some COFAs may be Medicare eligible 
which makes them ineligible for tax credits, other considerations may be appropriate for 
Aged, Blind and Disabled (ABD) COFAs.  Depending on the Court’s decision, the 
options could range from no medical assistance for this group to a state-only funded 
Medicaid look alike program.  
 
Eligibility changes would require a federal State Plan Amendment (SPA), revisions to 
the Hawaii Administrative Rules, and health plan contract modifications.   
 
2)  Reducing Benefits 
 
When compared to the prevalent health plan under the Hawaii Prepaid Health Care Act, 
Medicaid benefits are comparable.  However, there are certain differences.  Medicaid 
does not cover infertility treatment, and the prepaid health plans do not cover long-term 
supports and services or specialized behavioral health services.  Under Medicaid, 
individuals younger than 21 years must receive any medically necessary service under 
the Early and Periodic Screening, Diagnosis, and Treatment (EPSDT) program.  
 
The categories and amount of Medicaid expenditures for calendar year 2011, the last 
full calendar year for which complete claims are available are as follows: 
 
Category Amount 
Hospital Inpatient $206,842,786
Hospital Outpatient $  74,396,290
Emergency Room $  69,899,274
Physician $176,100,549
Federally Qualified Health Centers $  53,638,324
Drugs $211,033,892
Durable Medical Equipment $  19,650,006
Non-Emergency Transportation $  14,691,541
Physical Therapy $    6,321,892
Other $  46,311,380
Skilled Nursing Facility $  91,217,738
Intermediate Care Facility $136,826,607
Home and Community Based Services $  70,485,841
ICF-ID (State Match provided by DOH) $    8,642,729
DD/ID Waiver (State Match provided by DOH) $  96,797,837
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Under the Affordable Care Act, coverage for the new adult eligibility group described 
above that Hawaii opted to implement in the reducing eligibility discussion above, is 
subject to certain coverage requirements.  Coverage must meet benchmarks (i.e. State 
employees, federal employees, prevalent HMO, or federal Department of Health and 
Human Services Secretary approved).  The other eligibility groups, such as 
parents/caretaker relatives, are not subject to this requirement and could receive fewer 
benefits than childless adults.  While CMS previously applied the requirement that any 
benefit reduction meets the needs of 90% of the affected individuals, when the DHS last 
tried to reduce mandatory benefits, CMS held the DHS to a more rigorous yet 
undocumented standard. 
 
The DHS could try to reduce optional benefits for benefits not covered by qualified 
health plans or for groups other than the new adult eligibility group and groups subject 
to EPSDT, namely parents/caretaker relatives and ABD individuals.  Attached is the 
previous benefit reduction plan, with calculated savings from reductions to certain 
services which are non-substantial toward meeting the current target.  To come 
anywhere near the 15-30% reduction, we have to focus on reductions that would 
produce a sufficient magnitude of savings.  These benefits include prescription drugs, 
nursing facility (ICF level), home and community-based services (HCBS), intermediate 
care facilities for intellectually disabled (ICF-ID) and eliminating the 1915 DD-MR 
waiver.   
 
Prescription drug, nursing facility, and ICF are State Plan services.  Eliminating these 
services would require a State Plan Amendment (SPA), revisions to Hawaii 
Administrative Rules, health plan contract modifications, and adjusted capitation rates.  
This process should be expected to take approximately nine months.  Eliminating HCBS 
would require a section 1115 demonstration waiver and all of the other steps previously 
stated, excluding the SPA.  The DD/MR 1915 Waiver would be terminated upon its 
renewal.   This process should be expected to take an estimated 15 months. 
 
State law also mandates coverage of certain benefits: 

 §346-15, HRS Death benefits for deceased medical or financial assistance 
recipients and disposition of unclaimed dead human bodies. 

 §346-59.9, HRS  Psychotropic medication.  
 §346-60, HRS Group therapy; reimbursement for services 
 §346-61, HRS Optometric services, choice.  
 §346-64.5, HRS Eligibility for chore services.  
 §346-352, HRS Preauthorization exemption for certain physicians and 

physician assistants. 
 
The death benefit program is a state-only funded program that pays an amount equal to 
the Social Security Administration’s (SSA) lump-sum death benefit for individuals who 
are ineligible for the SSA’s lump sum benefit.  This program also funds the disposition of 
unclaimed bodies.  
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Group therapy and optometric services are State Plan services; whereas chore services 
are covered under the section 1115 demonstration waiver.  The State psychotropic 
medication law requires that the brand name version be dispensed even though the 
most commonly used anti-psychotic medications are now available as generics.  This 
practice is unlike all other prescribing in which generic substitution is performed unless 
the provider specifically writes dispense as written.  This law also creates patient safety 
issues by not allowing limitations for multiple concurrent prescriptions medications or to 
ensure appropriate prescribing in children.  
 
The preauthorization exemption applies to medications prescribed to treat HIV/AIDS, 
hepatitis C, or immunosuppressives for post organ transplants.  The DHS is committed 
to ensuring that individuals afflicted with these conditions receive medically necessary 
treatment.  However, this law prohibits the DHS from ensuring that prescribing is 
consistent with best practices and from ensuring that individuals being prescribed 
potentially harmful treatments are appropriate candidates.   
 
Reducing benefits will need to be weighed against the potential harm that could result 
from inefficient and cost-shifting to increases in utilization of other services.  
 
3)  Reducing Reimbursement 
 
According to the Kaiser Family Foundation, in 2012, Hawaii’s Medicaid physician 
reimbursement rates were 3% below the national average without locality adjustment, 
and were approximately 62% of Medicare rates.  Hospitals and nursing facilities have 
complained of low reimbursement rates.  
 
To get CMS approval of reimbursement reductions, Medicaid programs must 
demonstrate the ability to meet the requirements of access, quality, economy, and 
efficiency at the reduced reimbursement.  With the growth in the Medicaid population, 
implementing reimbursement reductions are more challenging, and reductions have 
recently been litigated in the Ninth Circuit Court.   
 
The Hawaii Medicaid program was able to implement a 3% reduction in managed care 
payments during the recession based on the good faith of providers and the DHS’ 
commitment that it would be a temporary reduction.  Any reduction at this point will be 
expected to have a negative impact on access.   
 
Currently, primary care physicians, as defined by CMS, are being reimbursed at 
Medicare rates.  This 65% increase in reimbursement is entirely federally funded for two 
years only.  The DHS has budgeted and the Legislature has approved maintaining this 
level of reimbursement but generally at the regular FMAP, estimated to be 51%.   
 
Reduced access to primary care could lead to worsened health outcomes with 
decreased quality of life, and increased emergency room visits and hospital admissions. 
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4)  Increasing Efficiency 
 
QUEST is a mature managed care program with savings already realized through care 
management.  QUEST has among the lowest emergency room utilization rates of 
managed Medicaid programs nationally.  There continues to be room for improvement, 
but this is largely through transformation of the delivery system on a statewide and all-
payer level.  Transforming the unit of healthcare delivery from being a clinic to being a 
healthcare system will allow the foundation for increased accountability with gain and 
risk sharing.  The use of health information technology is not in itself a panacea, but is 
an important tool to support proactive population-based care and critical for more 
accountable care.   
 
QExA is a less mature program because it has existed for only four years.  In addition, 
because two-thirds of QExA members have Medicare as the primary payer, care 
management through Medicaid is more difficult.  These individuals can see any 
Medicare providers, not just a Medicaid health plan’s contracted providers.  The 
Department is interested in a demonstration project to integrate Medicare and Medicaid, 
but because the Medicare per beneficiary expenditures are so low in Hawaii, the 
financing is unattractive to the State.  However, the State continues to assess and 
dialogue with CMS.   
 
Long-term care is the largest expense for Medicaid, and QExA has been successful in 
rebalancing the delivery of long-term supports and services (LTSS) and allowing more 
individuals to be served at home or in the community as opposed to in an institution.  
Between 2008 and 2013, the percentage of individuals receiving LTSS who were 
receiving them at home or in the community increased from 40% to 66%, even while the 
total number of LTSS recipients increased 38% over the same period. 
 

 
 
The medical loss ration (MLR) is the amount of premiums (i.e. payment) spent on 
medical services.  The ACA requires that for qualified health plans sold on a health 
insurance exchange for individuals and small businesses, the MLR must be at least 
80%.  Currently the QUEST MLR is 90% and the QExA MLR is 93%.  These high MLRs 
indicate the low administrative cost and high efficiency of the programs.  In addition, 
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based on a 2011 Lewin report, Hawaii Medicaid had the highest rate of generic 
prescribing in the nation at 79% compared to the national average of 68%.   
 
 
CONCLUSION 
 
Hawaii has an efficiently and effectively administered Medicaid program that has 
received national recognition.  The largest cost driver has been the substantial 
enrollment growth.  Reductions to achieve the target $300 million-$600 million in 
savings would have drastic consequences on not only Medicaid beneficiaries but also 
on Hawaii’s healthcare system at large, and substantial cost-shifting should be 
expected.   
 
Since 1994 when the MQD first implemented managed care under a federal Section 
1115 demonstration waiver, the MQD has saved $2.4 billion in medical assistance 
costs, of which $1 billion is State funds. 
 
Hawaii continues to be a leader in providing healthcare coverage for its residents.  The 
recent study by United Health Foundation, cited in the December 11, 2013 edition of the 
Star Advertiser, includes the low rate of uninsured in the State through employer 
sponsored health insurance and state Medicaid programs as one of the reasons for 
Hawaii being the healthiest state in the nation in 2013.      
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