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A p r i l  16, 199 8

Representative John Cowdery 
State of Alaska 
House of Representatives 
Juneau, Alaska 
Fax: 465-2069

Dear Representative Cowdery,

1 would like to request a legislative oversight hearing regarding the First 
Health Company administration of Medicaid heaith travel on rurai airiines.

Sincerely yours,

Anchorage Teiepnone (907) 243-1011 •  FAX: (007) 243-2811
P.O. Box 190169, Anchorage. Alaska 99619



Hageland Aviation Services, Inc.
Box 220610
Anchorage, Ak 9952Z'0610

1 6  A p r i l  9 8

Mr. John Cowdery 
Alaska Legislature

Dear Mr Cowdery

We respective ly  request A Legislative Oversite hearing on  First 
Health Medicaid Travel procedures.

Mike Hageland 
Secy/ Treas



Y u t e  A i r  -  F i r s t  H e a l t h  S e r v i c e s

Situation: Yute Air, a small Alaskan air taxi operator, has $60,000 in outstanding 

invoices with the State’s contractor, First Health Services. Darrell Nagel was contacted 

and indicated that he would look into the situation and respond with a fax by Monday, 

March 2. They fail to pay 20% of all claims. They pay about $7,000 out of $10,000 per 

week. This is the aggregate unpaid receipts for the last 18 months. The information on 

the ourstanding claims has been submitted by multiple times (3 and 4 in most cases). The 

following is pertinent information regarding the concerning the persons involved.

Background Information on First Heath Services Inc.

Headquarters Location: Richmond, Virginia

President and CEO: Teresa DiMarco

804-965-7400

Project Manager: Darrell Nagel

907-561-5650

Contract Administrator for State Of Alaska: Jeff Hubbard

907-561-2171 or 273-3209

Yute Air Contact: Will Johnson

907-243-1011

Accounting Dept. Sally

907-243-1011
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K E Y  N U M B E R S

F ir s t  H ea l th  G roup, form erly  H e a l th c a r e  C O M P A R E ,  is a 
p ro v id e r  o f  m edical co s t-m an a g em en t  se rv ices  in the  US. 
T h e  c o m p an y 's  A F F O R D A B L E  M ed ica l  N e tw o rk s  m an ag es  
p a y o r -b a s e d  preferred  p ro v id e r  o rg an iza t io n  ne tw orks ,  
in c lu d in g  hospitals , phys ic ians ,  and  o u tp a t ien t  ca re  
p ro v id e rs  in 49  states. Its m edica l  rev iew  p ro g ram s aid the 
d e l iv e ry  o f  m edically  necessary  ca re  an d  identify  
c o s t-e f fe c t iv e  trea tm ent alternatives  to  its c l ien ts .  Its O U C H  
(O ccu p a t io n a l-U rg en t  C are H ealth) sy s tem s  o ffe r  
co m p u te r -a s s is ted  bill rev iew s and  aud its ,  fee sch ed u le  
re v ie w s ,  and  claim s pric ing  serv ices .
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to subscribe .)

K E Y  R E S O U R C E S
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SEC  Form  10-K (R eal-tim e) 
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F i r s t  H e a l t h  G r o u p  C o r p .

Nasdaq: F H C C  Fiscal Year-End: December 
Data Definitions

Annual Financials I Quarterly Financials I 24-hour Delayed SEC Filings I Real-time SEC 
Filings I Full Quote I Chart! Investor Resources I In-depth Financials *
•a- H oove r 's  O n line sub sc rib e rs  h ave access to R ea l-tim e SEC  F iling s and  In -dep th  F inanc ia ls , in c lu d ing  
M a rk e t D a ta . C om parison  D ata . D eta iled  Anim al F in an c ia ls . D e ta iled  Q uarterly  F inanc ia ls , and H is to rica l 
F in an c ia ls . F ind  out how  to su b sc r ib e .

IN C O M E  STATEM ENT
A ll d o l la r  am oun ts  in m illion s ex cep t p e r share am oun ts .

Dec 97 

(Prelim.)

Dec 96 Dec 95

Revenue 389.0 247.8 214.3

Cost o f  Goods Sold — 84.6 74.5

Gross Profit — 163.2 I39.S

Gross Profit Margin — 65.9 % 65.2 %

SG&A Expense — 48.4 36.7

Operating Income — 114.8 103.1

Operating Margin — 46.3 % 48.1 %

Net Income 7.1 79.0 66.5

Net Profit Margin 1.8 % 31.9% 31.0%

Primary EPS ($) 0.22 2.24 1.89

BA LA N C E SHEET ($mil.) Dec 97 
(Prelim.)

Dec 96 Dec 95

Cash — 77.4 74.6

Net Receivables — 24.5 22.3

Inventories — 0.0 0.0

Total Current Assets — 188.5 173.9

Total Assets — 353.3 297.2

Short-Term Debt — 0.0 0.0

Total Current Liabilities — 28.1 16.8

Long-Term Debt — 0.0 0.0
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O V E R S I G H T  H E A R I N G  O N  M E D I C A I D  T R A N S P O R T  O N  R U R A L  A I R L I N E S

Earlier this year the legislature was contacted by small Alaskan air carriers. The 

carriers asked for aid in seeking payment for transportation services rendered to the 

state’s medical assistance program, a division of the Department of Health and Social 

Services. The state’s contractor, First Health Group Corporation (Illinois), and the D H S S  

contract administrator were contacted. Both the administration and First Health were 

helpful in looking into the problem and expressed their desire to set things right.

Thice months later, the legislature was contacted again; transportation payments 

were still suffering excessive delay. At this point, further investigation seemed in order.

In conversations with the Administration, it became clear that system-wide snares 

impede efficient payment of transportation claims. All parties have been open and 

willing to discuss the problem, yet action seems to be lacking.

Alaska statute 37.05.285 requires the state to pay its bills within 30 days. Perhaps 

the statute applies to this situation, perhaps not. Either way, Alaska’s networks of small 

transportation carriers are unduly burdened by slow payment practices.

W e  are here today to put on record the difficulties that small air earners have 

experienced, to identify system-wide obstacles to efficient payment, and to see what steps 

may be taken to correct the problem.



Alaska S tate Legislature
Ses s ion :

S t a t e Capi to l ,  R o o m  423 
Juneau ,  A K  99801 -1182 

(907 ) 465-4921

Int er im:
716 W.  4th Avenue ,  Ste .  450 
Ancho ra ge ,  A K  99501-2133 

(907) 258-8183

S e n a t e  T r a n s p o r t a t i o n  C o m m i t t e e

April 30, 1998

Mr. James C. Smith 
President and CEO 
First Health Group Coiporation 
3200 Highland Avenue 
Downers Grove, IL 60515

Dear Mr. Smith;

On Tuesday, April 28, 1998, the Alaska State Senate Committee on Transportation held a 
public hearing on the subject o f  the Alaska Division o f  Medical Assistance compliance 
with statutes that require payment o f  bills within thirty days. First Health Corporation is 
the contractor identified as being responsible for making payments on behalf o f  the 
Division.

Testimony from Yute Air and Hageland Aviation indicated that as much as $50,000 in 
unreconciled billings exist that are beyond 120 days. These air carriers provide 
emergency and routine medical transport for citizens throughout vast areas o f  mral 
Alaska. They are very small operators with very high operating costs typical in the 
Alaskan bush. These carriers provide the only mode and means o f  transportation 
between the villages and the towns in their service areas, which are the size o f  Texas. 
Their accounts receivable from your company represent their entire annual profit margin.

Legislative inquiries were made 90 days ago into this issue. Representative Cowdery’s 
office w as told that the problem exists because o f  federal procedural requirements. The 
D ivision o f  Medical Assistance hasn’t identified that a problem exists, according to their 
testimony. Yet the carriers still are not being paid timely for the services they provide.
The problem is one o f  long standing. Nothing has been resolved since the first legislative 
inquiry.

The D ivision o f  Medical Assistance testified that the problem is not a shortage o f  funds. 
One legislator questioned whether First Health’s practice o f rejecting invoices (claims) 
accrues financial benefit to the company at the expense o f  the vendor. The committee 
voted to notify the C hief Executive o f  First Health Coiporation that this problem exists, 
and, request that you resolve the systemic problems that cause a high rate o f  rejected 
billings, and, resolve the particular problems imposed on Yute and Hageland. If your
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P a g e  2

company cannot resolve the problems we would interpret that as inability to meet the 
contractual requirements.

The Committee’s position is that AS 37.05.285 is applicable to you as the contractor for 
the Division o f  Medical Assistance. Interest payments due to vendors because o f  late 
payments may become your company’s obligation.

The Committee is confident that First Health Group Corporation is able to manage this 
problem satisfactorily without our revisiting the issue. We look foiward to hearing from 
you. I f the State o f  Alaska is deficient in some way that causes tliis problem, please 
advise us. We hope you will understand the need to work swiftly on behalf o f  the small 
air carriers that are put at risk due to chronic late payments. Thank you for your 
assistance.

Sincerely,

SENATOR JERRY WARD, Chairman 
Senate Transportation Committee

cc: Senate Transportation Committee Members
Sen. Gary Wilken, Chairman, Senate HESS Committee
Rep. Bill Williams, Chairman, House Transportation Committee
Rep. Con Bunde, Chairman, House HESS Committee
Rep. John Cowdery
Commissioner Karen Perdue
Commissioner Joe Perkins
William Johnson, Yute Air
Mike Hageland, Hageland Aviation Services, Inc.



385 F i s c a l P ro c edur e s A ct § 37.05.285

ignated former paragraphs (2) and (3) as present 
paragraphs i l )  and (2), respectively, and, in present 
paragraph (1), substituted “December 16" for "October 
16," inserted “prepared in accordance with generally 
accepted accounting principles and audited by the 
legislative auditor in accordance with generally ac­
cepted audit standards,” and made a minor stylistic 
change.

E d i t o r ’s  n o t e s .  — Section 35(b), ch, 126, SLA 1994 
provides that the “legislative audit requirement of AS 
37.05.210(1), as amended by sec. 14 of this Act, applies 
to reports relating to state fiscal year 1995 and 
thereafter."

N O T E S  T O  D E C IS IO N S

S ta t e d  in M-KEng'gCo. v. Alaska Power Auth., 662 
F. Supp. 303 (D. Alaska 1986).

A rt ic le  3 . P a y m e n t  fo r  S tate P u rc h a se s .

Section
285. Payment for state purchases

S e c .  3 7 . 0 5 . 2 2 0 .  P u r c h a s i n g  a g e n t .  [ R e p e a l e d ,  §  6 7  c h  1 0 6  S L A  1 9 8 6 .  F o r  c u r r e n t  

p r o v i s i o n s  s e e  A S  3 6 . 3 0 . ]

I

I

S e c .  3 7 . 0 5 . 2 2 5 .  [ R e n u m b e r e d  a s  A S  3 6 . 3 0 . 1 8 0 . ]

S e c s .  3 7 . 0 5 . 2 3 0  —  3 7 . 0 5 . 2 8 0 .  C o m p e t i t i v e  b i d s ;  c o n t r a c t s ;  l e a s e s .  [ R e p e a l e d ,  §  6 7  c h  

1 0 6  S L A  1 9 8 6 .  F o r  c u r r e n t  p r o v i s i o n s ,  s e e  A S  3 6 . 3 0 . ]

Sec . 37.05.285. P a y m e n t  fo r  s t a t e  p u r c h a s e s ,  (a) P aym en t for pu rch ases of goods 
or services prov ided a  s ta te  agency sh a ll be m ade by a  re q u ired  paym en t d a te  th a t is

(1) th e  d a te  on w hich paym en t is due u n d e r  th e  te rm s o f a  con trac t; or
(2) 30 days a f te r  rece ip t o f a  p roper b illing for th e  am oun t o f th e  p aym en t due, if a  d a te  

on which p aym en t is due is no t e s tab lish ed  by con trac t a n d  i f  th e  b illing  con tain s o r is 
accompanied by docum en ts requ ired  by th e  co n tra c t o r p u rch a se  order.

(b) I f  a  se lle r offers a  d iscoun t from  th e  am oun t o therw ise due for p roperty  or services 
in exchange for p aym en t w ith in  a  specified period of tim e, th e  s ta te  agency m ay m ake 
paym ent in  a n  am oun t equa l to th e  d iscoun ted  p rice only i f  p aym en t is m ade w ith in  the 
specified period of tim e.

(c) I f  p aym en t for goods o r serv ices p u rch ased  by th e  s ta te  is  no t m ade on or before a 
required p aym en t d a te  u n d e r (a) o f th is  section , th e  s ta te  sh a ll p ay  in te re s t on th e  unpa id  
balance from  th e  requ ired  paym en t d a te  a t  th e  r a te  o f 1.5 p e rc en t a  m onth , un less an 
agreem ent ex is ts be tw een  th e  se lle r an d  th e  s ta te  th a t  e s tab lish e s  a  lower ra te  o f in te re s t 
°r precludes th e  cha rg ing  o f in te re s t. I f  th e  in te re s t-b e a r in g  period  of tim e is e ith e r (1) a 
fraction of a m on th  or (2) one or m ore full m on th s p lus a frac tion  o f a  m onth , th e  s ta te  
agency sha ll p ay  th e  sam e am oun t o f in te re s t for th e  frac tion  o f a  m on th  as it would pay 
for a full m onth .

(d) T h is section does no t apply
(1) if  th e  cost o f th e  goods or services pu rch a sed  exceeds $500,000;
(2) to p aym en t for specific goods o r send ees  in d ispu te  a f te r  a  se lle r o f goods or services 

receives notice from  th e  s ta te  official respon sib le  for a u th o riz in g  p aym en t for goods and  
services th a t  th e  am oun t of th e  invoice o r q u a lity  o f specific goods o r serv ices is in  d ispu te 
a°d  s ta tin g  th e  rea son s for th e  d ispu te ; th e  s ta te  agency sh a ll pay  for th e  specific goods 
°r services in  d ispu te  w ith in  30 days a f te r  reso lu tio n  o f th e  d ispu te ; or

(3) to a con trac t covered by AS 36.90.200 — 36.90.290.
(e) In te re s t pa id  u n d e r (c) of th is  sec tion sha ll be charged  to th e  budge t of th e  s ta te  

agency th a t  pu rch a sed  th e  goods or services.
(fr In th is  section
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Mr. Chuck Fagerstrom 
Norton Sound Health Corporation,
Nome, AK

Dear Mr. Fagerstrom,

Thank you for your interest in patient and staff transportation for your hospital. I 
appreciate the chance to give you a quote and describe some o f  our services which 
might be helpful to the Hospital..

We have FAA approved stretcher installations for the Fairchild Metro III aircraft 
we operate ffom Anchorage to the rural transportation hubs across Western 
Alaska. These are available to use as approved berths for transportation o f  
stretcher patients who cannot sit up in a regular passenger seat. On our regularly 
scheduled passenger flights, we can offer dramatic savings for routine transport o f  
stretcher patients, estimated to be less than a half or 'bird o f  other methods 
available. We can also offer dedicated charters on a regular or on demand basis.

Our flights are operated under FAA part 121 rules which are the same rules that 
the large passenger jets are operated under. The aircraft has an excellent safety 
record, especially in Alaska. It is equipped with collision avoidance equipment, 
ground proximity warning, GPS, weather radar, known icing capability and is 
approved for most Alaska instrument approaches including GPS and full ILS.

The Metro III aircraft offers a powerful combination o f  utility and economy for 
Alaska missions, which cannot be matched by any other aircraft. It can be 
operated to Nome and other airports (as a charter) with runways o f  approximately 
5000 ft. long, gravel or paved, preferably with instrument approaches and lighting 
for increased poor weather and night capability.

The Metro III has one o f the best pressurization systems o f any aircraft available.
It will normally maintain cabin altitudes o f  approximately 2000 ft at most cruising 
altitudes, and can even maintain sea level pressure if necessary by cruising at 
slightly lower altitudes. This is valuable for a number o f patient situations such as 
head injuries, or when using inflatable equipment, and makes flying much more 
comfortable for regular passengers, including those with sinus problems, and small 
children.

I

A u g u s t  5 ,  1 9 9 7  ^



For the long winter period approaching, our scheduled flights are planned for the 
convenient “mid-day” time period when only early morning or late evening flights 
are otherwise available. We can position a stretcher and pedestal base in Nome, 
and with relatively short notice, and sufficient unsold seating capacity, we can 
remove seats and install the stretcher base at the rear o f  the aircraft on the right 
side. Extra stretchers, which are specially designed to lock into the pedestal base 
installation in the aircraft, are available and could be stored at the hospital in 
Nome /\n additional base can be positioned at the Anchorage airport and 
stretchers sto 1 at the new Alaska Native Medical Center.

The rear installation o f  the stretcher and base offers a number o f advantages for 
patient transport on scheduled flights. The aircraft is especially quiet at the rear. 
The patient and staff are somewhat isolated from the rest o f  the scheduled 
passengers for improved privacy. Three seats,, which can be used for hospital staff 
or patient family members are adjacent to the stretcher. Loading o f  the patient is 
easily done before the loading o f  the rest o f the scheduled passengers, through a 
large cargo door at the rear o f  the aircraft. The door is relatively close to the 
ground, and is accessed without going up a high airstair, or with the need to tip the 
stretcher on its side to go through a narrow opening. No passengers pass down 
the aisle next to the patient, and when the patient arrives, the unloading process 
can start while the regular passengers are deplaning.

While our flight times are approximately Vi hour longer than jet service, the overall 
trip is usually shorter. The flights are not scheduled to 'Svrap” through Kotzebue, 
they go direct to and from Anchorage. Due to the smaller size o f the aircraft and 
its limited capability for long international flights, hijacking is not a factor and FAA 
security screening delays are eliminated. Ambulance gate access at the Olson Air 
terminal in Nome and the iower level o f Anchorage International Airport at gate 
A -12, is very simple and fast.

Our goal is to simply offer economical, safe and fast transportation for stretcher or 
sit up patients and passengers with approved berths. We are not at this time 
offering formal “Lifeguard”, or “Medivac” flights, with electrical, vacuum, and 
oxygen connections (other than standard passenger oxygen). Any attendants or 
portable equipment necessary for patient support would need to be provided by 
your organization.



We would be excited to discuss with you a formal, dedicated “Medivac” service, 
as a joint venture, utilizing your staff for economy, and positioning a dedicated, 
modified aircraft in Nome. We can also discuss other aircraft models which may 
offer even greater economy than the Metro HI.

Our charge for installing the stretcher is eight-one way passenger fares. This 
represents the removal o f  the four passenger seats for the stretcher, and the use o f  
the three seats adjacent to the stretcher which can be used for hospital staff and 
passengers, or medical equipment (properly stowed for takeoff and landing). The 
remaining seat charge is to cover mechanics time to install and remove the 
stretcher base at each end o f  the trip, and to return the unit as freight back to its 
origin.

Using the Nome “open house” special price o f  $400 RT ($200 OW), the total cost 
o f  the transport to or from Anchorage on a scheduled flight would be $1600, not 
counting hospital staff transportation back to the point o f origin. With a bulk 
ticket rate o f $360 RT ($180 OW), the amount for the transportation is $1440, a 
major savings for non-critical patient transport. For critical situations, or excessive 
delays, we should discuss procedures and costs associated with making other 
accommodations for our confirmed scheduled passengers if necessary.

Another possibility to consider is dedicated charters to and from Anchorage, based 
on the availability o f  pilots and aircraft The aircraft would be primarily available 
at night, and the limiting factor would be flight and duty time limits for the crew. 
W e could discuss standby costs or a minimum frequency to have a crew always 
available at night.

The dedicated charters could have up to three stretchers installed on the right side 
o f  the aircraft, with seating for up to nine passengers or attendants on the left side.

The cost for a dedicated hospital charter with stretchers installed would be $6200. 
Regularly scheduled trips o f  at least 3/week could be significantly discounted, 
depending upon the time o f day and what seating/stretcher configuration desired

As we discussed, I would like to offer a free demonstration o f what our equipment 
and service can offer you. I can also have the stretcher installed for your 
inspection and a demonstration o f the loading and unloading o f a patient, at any 
time while the aircraft is on the ground during a regularly scheduled flight to 
Nome, Presently that time is between 12:55 PM and 1.25 PM.



Again, thank you for your interest, and I hope you will allow me to demonstrate 
the utility and savings to your organization that we can offer. Please feel free to 
contact me or Mr. JR Beans at Olson Air if  you have any questions or requests.

Sincerely yours,

William L. Johnson, 
Chairman


