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SUMVARY
HB 101 MUNI BOND BANK LOANS TO REG HEALTH ORGS
HB 101 was HEARD and HELD in commttee for
further consideration.
Co- Chair Thonpson reviewed the agenda for the day. He
indicated that he did not intend to nove the bill out of
comm ttee.
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#hb101
HOUSE BILL NO. 101

"An Act relating to the Alaska Minicipal Bond Bank
Aut hority; authorizing the Al aska Minicipal Bond Bank
Authority to issue bonds or notes for a regional
health organization; and providing for an effective
date."

1: 34: 42 PM

REPRESENTATI VE BOB HERRON, SPONSOR, began by reading the
sponsor statemnent:

Muni Bond Bank | oans to Regi onal Health Organizations

HB 101 provides Regional Health Organizations direct
access to the Alaska Minicipal Bond Bank (AMBB) for
the purpose of issuing debt, in an anount not to
exceed $250 mllion. In 2014, the Legislature passed
SB 218 which allows AMBB to issue bonds on behal f of
the University of Alaska for their new power plant.
This bill ains to acconplish the sane results for
Regi onal Health Care Organizations.

AMBB is a public corporation of the State of Al aska
established to aid Alaska municipalities in financing
capital inprovenment projects. AMBB generates funding
by selling bonds on the national market, and using the
proceeds to purchase bonds from |ocal governnents.

AMBB | everages its credit ratings into |ower interest
rates than municipalities would be able to borrow
i ndependently. These nunicipalities then pay principa

and interest to the Bond Bank on their debt.

Utilization of the State's noral obligation pledge has
not cost the State as every loan that the AMBB has
entered into over the last 40 years has been paid.

Currently, regional health organizations have indirect
access to the Bond Bank by partnering wth a
municipality to apply to the Bond Bank on a conduit
basis. Al non-profits that want to issue tax exenpt
debt in Alaska nust do so through a nunicipality on a
conduit basis. However, even though the debtor is not
the nmunicipality, not all municipal governnments are
willing to consider using the Bond Bank on the behalf
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of a local non-profit due to the conplexity of the
bondi ng process.

Benefits of Utilizing the Bond Bank

The Bond Bank has an excellent loan record wth 100%
of loans repaid and in conjunction wth state support,

has received "AA+" credit ratings from both Standard &
Poor's Ratings Services and Fitch Ratings. Strong
credit ratings allow the Bond Bank to borrow noney at

favorable interest rates. Smaller comunities are at a
di sadvantage in the financial narkets. They nay have
| oner bond ratings, and although credit worthy, have
not issued bonds or notes, have little outstanding
debt, or lack investor famliarity. Over the last 10
years, the Bond Bank has saved Alaskan conmunities
approximately $112 nmillion, and has secured over $1.5

billion dollars since inception to finance the
construction of key projects; i ncluding school s,
r oads, utilities, har bor s, hospi tal s, and ot her

muni ci pal facilities.

Yukon- Kuskokwi m Health Corporation (YKHC) Proposa
Regional health organizations in Alaska have been
constructing new health infrastructure in coordination
with the federal governnent's Indian Health Service's
Joint Venture Construction Program (JVCP). Joint
Venture Construction Program is a conpetitive federa
program whereby the regional health organi zation
agrees to construct new health infrastructure and then
the federal gover nnment Wil | request addi ti onal
staffing for the new facility from Congress.

Four JVCP projects have recently been built in Al aska.

At this time, the federal governnent is considering
two additional JVCP projects in Al aska, one of which
is a large rural project with the Yukon-Kuskokwi m
Health Corporation headquartered in Bethel. YKHCs'

project request was recently rated nunber one in the
nation by the federal government out of thirty seven
ot her conpetitive JVCP applications.

YKHC is currently working with the federal governnent
to renovate the existing Bethel hospital and construct
a new primary care clinic costing approximtely $250
mllion. YKHC will pay for the construction. Federa
standards call for Congress to fund approximately 200
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new staff in relation to the cost of a construction
proj ect, which wll also provide an economc
opportunity in human capital for the region.

The JVCP will cost the State of Al aska no additiona
monies, and in fact the inprovenents are expected to
save State funds. The JVCP wll bring approxinately
200 new permanent positions into Bethel region, paid

for by the federal governnment. The JVCP wll create
hundreds of new construction jobs in Bethel and
el sewhere, paid for by YKHC. The JVCP wll inprove

access and quality of care for the residents of the
entire Yukon- Kuskokwi m Del t a.

Construction in rural Alaska is expensive and
therefore affordable financing beconmes extrenely
inportant for large rural JVCP projects. For this
large rural project to be affordable for YKHC, the |ow
interest rates obtainable by the Bond Bank is
necessary.

Representative Herron explained that the legislation would
allow YKHC, a regional health organization, to have access
to AMBB. The legislation did not allow for any preferential
treatment of YKHC over any other entity that had access to
the bond bank. He reported that the project included the
rehabilitation of a hospital and new construction of a
primary care facility totaling $250 mllion. The project
woul d provide over 200 full-time jobs. The Indian Health
Service indicated that it would negotiate a 20-year
staffing package. He announced that two staff from YKHC
were avail abl e for questions fromcomittee nenbers.

Co-Chair Thonpson reviewed the available testifiers and
asked if there were any questions fromcommttee nenbers.

Representative WIlson asked why YKHC was pursuing financing
from AMBB as opposed to other financing options.

Representative Herron deferred to M. W nkel man.

1: 37: 35 PM

DAN W NKEL MAN, CEQ' PRESI DENT, YUKON- KUSKOKW M HEALTH
CORPORATI ON, i ntroduced hinself and indicated he was
speaking in favor of HB 101.
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Representative WIson restated her question as to the
pursuit of nmunicipal bond bank fundi ng.

M. Wnkel man noted that both of the hospitals in Nonme and
in Barrow were paid for with IHS dollars. He relayed that
currently there was a wait |ist of projects equaling over
$1 billion; IHS had an extensive queue of projects, of
whi ch YKHC was not |isted. The queue list had to be opened
by congress in order for projects to be added. He rel ayed
that only a small list of projects was available to choose
fromat present. It was not expected that the list would be
opened to further projects anytinme in the near future. He
suspected that the wait tinme for a new hospital in Bethel
woul d extend beyond his lifetine.

1: 39: 00 PM

Representative Gattis asked why the legislature would limt
a change in statute to just YKHC. M. Wnkel man expl ai ned
t hat YKHC, as a regional health organi zati on, was
significantly different than other organizations wthin
rural Al aska. He reported that YKHC had third-party nonies
that other organizations did not have. He argued that
access to affordable capital for large projects was limted
due to being off of the road system Yukon-Kuskokwi m Health
Corporation was |ooking for the nost affordable noney
possi ble. Lower-cost financing with a bond bank would
equate to a savings of approximately $100 mllion in
interest nonies. The rates were kept |ow making borrow ng
nor e affordabl e.

Representative Gattis wunderstood that the option was
optimal for YKHC. However, she wondered about broadening
the legislation to include other entities.

Representative Minoz wondered if YKHC, the primary care
center, and the regional hospital were all part of the sane
entity. M. Wnkelman replied that the prinmary care center
was part of YKHC, but the hospital was federally owned. He
reported working with Congress to have the hospital and the
corresponding land ownership transferred to YKHC He
rel ayed that JVCP required the regional health organization
to own the site.

Representative Minoz asked if the YKHC had any outstanding

debt. M. Wnkelnman responded in the affirmative. He
i ndicated that YKHC had incurred debt for a new
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adm nistrative building constructed in the late 1990s. The
muni ci palities of St. Mary's and Enmonak were the conduits
used to access AMBB. He informed the conmmttee that there
was approximately $9 mllion of associated debt on the note
and added that YKHC had recently refinanced the loan with
its banker.

1:42: 58 PM

Representative Miunoz asked if M. Wnkelnman was aware of
any other health organization expressing interest in
accessing bond bank funds. M. Wnkelnan responded that
there were other organizations such as Norton Sound Health
Corporation (NSHC) that were interested in AVMBB funding. He
detailed that NSHC was seeking nonies for <clinics in
disrepair. He reported that the Denali Conm ssion was no
| onger funding new construction of village clinics in rural
Al aska. He confirnmed that other entities were in need of
af f ordabl e fi nanci ng.

Vi ce-Chair Saddl er asked M. Wnkelman to  provide
historical information about YKHC and its function. He
wanted to better understand the roll of YKHC. M. Wnkel man
specified that YKHC was founded in 1969 as a 501(C3
nonprofit organi zation; | eaders, doct ors, and nurses
started the conpany in order to have a say about how health
care was going to be delivered in the region. Prior to
YKHC s inception, health care in Alaska was only offered
through IHS. In the beginning, YKHC contracted with IHS to
provide a community health care program and dental and
optonetry services. In tine, the entity elevated to mature
contract or st at us. Yukon- Kuskokwi m Health  Corporation
entered into negotiations wth the regional hospital
eventually taking over the entire health care delivery
system previously run by IHS. He reported that YKHC had 5
subregional clinics, ran 41 village clinics, and served 30
residents in the Yukon- Kuskokwi m delt a.

Vi ce- Chair Saddl er asked about M. Wnkelman's reference to
"took over." He recapped that YKHC provided IHS with a
service, |HS provided conpensation to YKHC, and YKHC
provi ded health care services to patients in the region. He
wanted to know if YKHC was associated in any way with the
regional native corporation. M. Wnkelman responded that
YKHC was i ndependent of the regional native corporation. He
detailed that the organization had 21 board nenbers that
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were elected to serve 5-year terns. It was required by the
I ndian Self-Determ nation Act to have a contract with |IHS.

1:46: 51 PM

Vi ce-Chair Saddler wondered about the governance system
prior to the acknow edgenent of tribes in Alaska. He
assuned that there were 21 different tribes; 1 nenber per
tribe was elected to the board. M. Wnkel man expl ai ned
that, prior to recognition, Alaskan tribes got together and
el ected the tribal councils that existed at the tine. The
process was basically the sane as the current system in
pl ace.

Vice-Chair Saddler asked if the people had considered
t hensel ves nenbers of a tribe at the tine. M. Wnkel man
responded affirmatively.

Vice-Chair Saddler asked M. Wnkelman to explain about
previ ous financing. M. Wnkel man explained that JVCP was a
program in which IHS agreed to |ease and staff new health
care facilities that were built by regional heal th
organi zati ons. Yukon-Kuskokwim Health Center was one of 37
applicants from around the country to apply. He detailed
that the program was started in 1992 with the first pilot
project. There was a long |list of awardees, four of which
were operating in Al aska. The facilities included; Dena'ina
Wel I ness Center in Kenai, South Central Foundation in the
Mat-Su valley [Wasilla], The Tanana Chief's facility [Chief
Andrew | saac Health Care Center] in Fairbanks, and Copper
Ri ver Native Association Health Center [in Gennallen]. He
reported that the four facilities had been running
successful ly.

1: 48: 59 PM

Vi ce-Chair Saddler wanted to confirmthat if a facility was
constructed the federal governnment would fund it and staff
it. He also asked if YKHC was seeking funds to build the
facility.

M. Wnkel man responded that HB 101 only gave YKHC the
authority to apply for funding with AMBB. It was up to the
bond bank to determne YKHC s eligibility for affordable
financi ng. Yukon-Kuskokwi m Health Center was also | ooking
to diversify the state's risk by working with the United
States Departnent of Agriculture and other financers to
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diversify the project's financing structure due to its
| ar ge si ze.

Vi ce-Chair Saddl er wondered if the project would create any
obligations on the part of the state if the bill passed,
YKHC was granted funding fromthe bond bank, and a facility
was built. M. Wnkel man responded that he was not aware of
any obligations on the part of the state. He commented that
M. Mtchell would be able to better respond to Vice-Chair
Saddl er' s question.

Co- Chair Thonpson asked about YKHC s bonding through the
cities of St. Mry's and Emonak. He wanted to know the
size of the bond and the bond balance. M. Wnkel man
reported that YKHC used Emmonak's and St. Marys' bonding
ability in the late 1990s. He estimated the original
bonding at $20 mllion. The current balance, recently
refinanced at a better rate, was approxinmately $9 mllion.

1:51: 38 PM

Representative CQuttenberg stated that he represented the
cities of Enmmonak and St. Mary's and that both had bondi ng
capacity for regional health clinics. He wondered if Bethe
had the capacity for the size of bond that was needed. M.
W nkel man responded that YKHC currently had indirect access
to the bond bank through the nunicipality of Bethel. He
relayed that Bethel was adverse to debt accumul ation which
expl ai ned t he reason for YKHC  bondi ng Vi a t he
muni ci palities of Emonak and St. Mary's in the 1990s. He
believed there was a bonding cap and that the size of the
current project was beyond Bethel's bondi ng capacity.

M. Wnkel man continued to provide reasons he supported the
bill including the benefits of economc devel opnent,
i nproved access to health care, quality of care, and job
opportunities. He reported that a $30 mllion staffing
package was being considered along wth a vyearly
mai nt enance and inprovenent fund of $10 mllion. He
explained that he had been aggressive in pursuing JVCP
because he was unable to satisfy the health care needs in
Bethel. He pointed out that Bethel's current hospital was
limted by size and age. He asserted that JVCP was the only
way to inprove the services to neet the significant needs
of the region. He reiterated the success of JVCP in other
areas of Alaska. He felt that the bill provided a nmeans to
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i nprove health care for 30 thousand residents in the Yukon-
Kuskokw m del t a.

1:54: 26 PM

Representative Gutt enberg remar ked t hat Fai r banks,
Anchorage, Juneau, St. Mary's, and Emmonak all had the
ability to access nmnunicipal bonds. He suggested that Bethel
did not. He asked about Norton Sound and whether None had
potential bonding capacity. M. Wnkelman replied that he
was tal king about Nonme and Barrow and furthered that it was
not a bonding issue with either comunity. He explained
that they were already in IHS s queue for new construction
and that the Nonme Hospital was very old. The issue for
Bet hel was that it would not have the opportunity to expand
its 30-year old hospital or <construct a new facility
t hrough I HS because of Congress' backlog in the funding of
new facilities for IHS. He did not believe Bethel would
receive any funding. He clarified that Bethel had bonding
capacity but in past years had not been wlling to
accunul ate additional debt. He understood that AMBB wanted
the legislature to weigh in due to the scope of YKHC s
proj ect .

Representative GQuttenberg referenced page 2, Iline 6,
Section 6 of HB 101 [many nunicipalities provide for or
partner wth nonprofit organizations to provide for
delivery of health care]. He wanted to know if Legislative
Legal Services thought |line 6 was necessary.

Representative Herron remarked that it was obvious that
muni ci palities regul arly part nered with nonpr ofi t
organi zations. He reported that Bethel was presented wth
three opportunities to go to the bond bank for funding
facilities in its comunity. The first was for an
adm nistrative building. The second opportunity canme about
when the legislature set up a mechanism to build Goose
Creek Correctional Center, rehabilitate the Fairbanks jail,
and rehabilitate the Yukon- Kuskokwi m Correctional Center in
Bethel. It was suggested that the nunicipalities be the
conduits, which Bethel opted against. The third time the
City of Bethel went to the bond bank was to fund the
construction of the court house. Eventually the stated
| eased the building enabling paynents to the bond bank.

1: 58: 19 PM
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Representati ve Kawasaki wanted clarity about how IHS JVCP
wor ked. He understood that the joint venture did not pay
for the cost of construction or inplenentation. He asked if
the venture paid for the staff followi ng construction and
for the debt.

M. Wnkelman confirmed that Representative Kawasaki was
correct. He explained that the regional health organization
woul d be responsible for building the new facility wth its
own funds. After a facility was conpleted IHS would staff
the facility based on fornmulas that considered building
size, population, and growh rates. The funds that would be
used to pay off indebtedness would be the organization's
funds or third party funds (Medicaid, Medicare, private
i nsurance, and self-pay funds) anounting to about $70
mllion per year. A portion of the noney would be used to
make nonthly paynents to the bond bank.

2:00: 12 PM

Representative Kawasaki asked if a specific type of
construction or a specific size was required under |HS

JVCP. He wondered if the regional health organizati on woul d
qualify for the project if the legislature did not support
the entire amount being requested and a smaller facility
was built. M. Wnkelman relayed that the new facility had
to be a mnimm of 400 thousand square feet. In order to
fulfill the square footage mandate the Yukon-Kuskokw m
Health Center's plan was to renovate the existing hospita

whi ch counted towards the required square footage and to
build a new 130 thousand square foot facility |ocated
adj acent to the hospital. The primary care clinics would be
noved out of the hospital and into the new adjacent
building. He furthered that the dental, optonetry, and
behavi oral health units would nove into the new facility.

The inpatient unit would be noved to the same |ocation as
the clinics and the enmergency room would be expanded. He
claimed that by renodeling the hospital expenses would
remai n reasonabl e and keep the anmount of new square footage
down.

M. W nkel man al so reported that there m ght be
opportunities to nmake the facility snmaller. However, if the
facility were smaller, so would the IHS staffing package.

Representative Kawasaki asked if [IHS also paid for
mai nt enance and operation for the |life of the loan. M.
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W nkel man responded that in addition to staffing dollars,

IHS also provided nmintenance and inprovenment funds
including contract support dollars. He reported that $30
mllion dollars was slated for the Yukon-Kuskokwi m Health

Center's proposal. He estimated upwards of $20 mllion to
$30 million in additional dollars which would al nost double
the existing contract that it had with IHS. Currently YKHC
had a contract with IHS in which it received $71 million
annually to run its program

Representati ve Kawasaki referred to the 30-page proposal
and the financing package contained in the |ast few pages.
He indicated that it stated that YKHC was trying to get
$250 mllion from the municipal bond bank. He wanted to
know the rating YKHC received was contingent on the passage

of the bill. M. Wnkel man asserted that the passage of the
bill had nothing to do with the rating. He also specified
that YKHC was not seeking $250 million from the bond bank.
The amount was considerably less. In the bill the anount

was capped at $250 mllion. Yukon-Kuskokwi m Health Center
had its own nonies to contribute and was working w th USDA
to provide a substantial amount of funding. He anticipated
that YKHC woul d be seeking less than $200 million from the
muni ci pal bond bank.

2:04:30 PM

Representative Gara placed on record that he had previously
represented YKHC about twenty vyears prior to recover
significant nmonies fromIHS. He confirmed that he no | onger
represented YKHC and did not think there was any kind of
conflict of interest.

Representative Gara believed there was a future in |owering
medi cal costs and expanding access with clinics such as
what YKHC was proposing. He surmsed that the nore that
people were served in hospitals, the nore that nedical
costs would rise. He commented that there were clinics that
were not affiliated wth regional health organizations. He
wanted to know if HB 101 could be expanded to include non-
native health clinics.

Representative Herron deferred to Deven Mtchell.

2:07: 08 PM
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DEVEN M TCHELL, EXECUTIVE DI RECTOR, ALASKA MJN Cl PAL BOND
BANK  AUTHORI TY, DEPARTMENT OF REVENUE, informed the
commttee that it would be an additional policy decision
whether to allow other nonprofits to have access to the
bond bank. He divulged that if Bethel were to apply on a
conduit basis to AMBB for the size of |oan being suggested
it would be very difficult to approve due to the nagnitude
and nature of the project. He suggested that if AMBB was
nore know edgeable about the non-native health care
i ndustry he would be nore than willing to have further
di scussi ons about an addition to AVMBB' s nmission. He rel ayed
that currently the bond bank had a significant footprint in
the health care industry in comunities that owned their
own hospitals. He provided sone exanples such as Bartlett
Regi onal Hospital in Juneau, Ketchikan's Hospital, Valdez's
hospital, Central Kenai Peninsula Hospital in Kenai, South
Peni nsul a Hospital in Homer, the care facility in Seward,
and a facility in Kodiak. He pointed out that the bond bank
had funded a variety of facilities in the state that were
owned by the community and often operated by a nonprofit.

2:09: 04 PM

Representative Gara asked if nonprofit clinics were
currently eligible for bond bank assistance. M. Mtchell
confirmed that nonprofit clinics were eligible for AMBB
assistance. He relayed that Juneau's WIdflower Court, a
nonprofit long-term care facility, obtained a |oan through
t he bond bank. The facility shared a | ocation and a m ssion
with Bartlett Regional Hospital. Mny of the hospital's
maj or surgery patients were released to WIdflower Court
for conval escence. He explained that the facility sat on
| and owned by the Gty and Borough of Juneau (CBJ) and was
previously bonded on a conduit basis by CBJ. He detailed
that when a nonprofit applied for financing with AMBB on a
conduit basis the credit that was evaluated was that of
only the nonprofit. In the instance of WIdflower Court,
before refinancing through AMBB, its credit was a non-
investnment grade credit with an interest rate of close to 7
percent. He furthered that by refinancing through the bond
bank W/ dflower Court saw a present value savings of $5
mllion. However, in order for WIdflower Court to secure
AMBB s financing, CBJ had to incur a $12 nillion contingent
l[iability. The bond bank did not have to stress as nuch
with CBJ behind the loan on a noral obligation basis. He
continued that in a simlar instance noral obligation was
nore than acceptable froma bond bank perspecti ve.
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Representative Gara asked about potential financial risks
to AMBB or to YKHC if the legislation was expanded to
i nclude nonprofit health clinics. M. Mtchell responded
that broadening the issue could jeopardize the expansion
proposed in the current form of the bill. He stated that
health care was not generally viewed favorably by capita
markets due to a variety of health care options available
in the continental United States. He suggested that if a
patient was not confortable with one health care facility
he or she could drive down the road to the next facility.
He pointed out that it was possible to do the sanme thing in
Al aska, only with a little |less ease (particularly off the
road systen). He stated that what Representative Gara was
suggesting was sonething the bond bank might be able to
manage but would have to exercise care. He relayed that
AMBB had not had any defaults since inception. He wanted to
maintain a clear record and opined that expansion would
make that nore difficult.

2:13: 23 PM

Co- Chair Thonpson relayed that the bond bank was intended
for municipalities. He understood that nunicipalities had
used their authority for other health clinics but had al so
assumed the responsibility for the loan application and
paynent. He acknowl edged that in the previous year the
| egi sl ature had expanded the authority to include the
uni versity. He wondered if including other nonprofit
consortiums would result in any unintended consequences.
M. Mtchell replied that AMBB' s board of directors had
di scussed the potential outcones of HB 101 and supported
the undertaking. He reiterated asking the question, "Is
this a good policy decision to have these partnerships that
we are discussing?' He referred to Section 2 of the bill
requiring the conm ssioner of DHSS to provide an opinion on
behal f of the state about its financial interest in a
proposed project and to weigh in about whether a specific
project would be beneficial to regional health care. He
believed that, from a policy prospective, the bill was a
good idea. He conveyed that it was his job to nmake sure it
was a good idea froma credit perspective.

Co-Chair Thonpson asked if there would be any potential
financial effects on nmunicipalities if the bonding capacity
for regional health care facilities were expanded up to
$250 mllion.
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M. Mtchell surm sed that there would not be any financi al
inpacts to nmunicipalities. He reiterated that the intent of
AMBB's board was to ensure that the program was
adm ni stered properly. He reported that there were sone
costs the bond bank subsidized for nunicipalities and
conversely, other costs were not. He suggested that when
the program was 100 percent supported by fees collected by
users, participating nunicipalities experienced additional
savings and the bank's ability to conplete its work was not
i mpact ed.

M. Mtchell relayed that AVBB had a strategy for its
capital reserve requirenent. He reported that the bond bank
was statutorily required to fund a debt service reserve
when it sold bonds. He detailed that funding a debt service
reserve was expensive in the current financial environnment
given that the vyield curve went up. He explained that
financial investors were at the short end of the yield
curve, which, on the taxable side, was not where it had
been in the past. He elaborated that treasuries could only
yield 1 percent in a two-year time frame. Therefore, with a
tax exenpt borrowing cost of 3.75 or 4 percent for a 20-
year period, it wuld cost AVBB to have the security
feature. He noted that AMBB was considering various
strategies to deal with the issue; there was no intention
that it would take away from the bank's ability to fulfil
its core m ssion.

Co- Chair Thonpson wondered if public financing conpeted
with any private sector financing.

He relayed that there had been discussion about the tribe
using a nunicipal conduit to access the bond bank program
however, the tribe had ultimately chosen to obtain
financing from a commercial bank. He surmsed that if the
program had been nodified it would have been easier for the
tribe to access the bond bank, which would have nost |ikely
resulted in a lower cost of capital. He noted that if a
bank such as Wells Fargo was going to provide a comerci al
loan, it would be just as easy for AMBB to issue its bonds
using Wells Fargo as an underwiter. He stated that there
were other ways businesses benefitted from financia
activity; there were different avenues.

2:18: 53 PM
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Vice-Chair Saddler asked M. Mtchell if the legislation
woul d inpose any inplicit hierarchy on the bond bank. He
further asked if the legislation would detract from AMBB' s
primary mssion. M. Mtchell indicated that the board
woul d have to make a decision about hierarchy. He clarified
that his statenments reflected his understanding of how the
current board would pursue the new activity. He stated that
there was no explicit hierarchy of priority.

Vice-Chair Saddler referred to Section 2 of the bill
requiring feedback from the comm ssioner of DHSS. He
wondered about the form of state financial benefit and the
form of f eedback that would be provided by the
comm ssioner. M. Mtchell responded that he did not have
answers to Vice-Chair Saddler's questions.

Vice-Chair Saddler suggested further clarification be
provi ded by the sponsor of the bill. He al so wondered about
whet her expandi ng the m ssion of the bond bank would dilute
its ability to carry out its other mssion. Additionally,
he asked M. Mtchell if he was aware of any other regional
health corporations nmaking application to the bond bank.
M. Mtchell conveyed that Norton Sound Health Corporation
had expressed interest. He offered that although the bill
woul d provide a potential opportunity for other entities to
apply to the bond bank, every entity would be subject to
provi di ng docunent ati on such as audi t ed fi nanci al
statenents to denonstrate eligibility.

Co-Chair Thonpson nentioned that in the previous year the
| egi sl ature expanded the nunicipal bond bank's authority
from $1 billion to $1.5 billion. He wondered if |ending
$250 mllion for the YKHC project would interfere wth
servicing municipalities. M. Mtchell answered that the
| egislation created a separate allocation. In addition to
the $1.5 billion there would be $87.5 nmillion allocation
specific to the university and $250 mllion allocated to
YKHC s proj ect.

Co- Chair Thonpson clarified that it would be in addition to
the $1.5 billion. M. Mtchell answered affirmatively.

2:22:44 PM

Vi ce-Chair Saddler asked if the approval of the |egislation
and the execution of the financing agreenent created any
state funding obligation other than through the nunici pal
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bond bank authority. M. Mtchell responded that in the
event YKHC failed and defaulted on its loan the state would
be asked to replenish the reserve to the extent that it was
drawn upon. If there was a failure to replenish the reserve
the State of Alaska's credit would likely be downgraded.

Vice-Chair Saddler wondered if the State of Al aska was
ultimately responsible for YKHC s |l oan from the bond bank

M. Mtchell stressed that the state would not be held
liable to repay the |oan; however, the state's credit would
be downgr aded.

Vice-Chair Saddler asked if YKHC would be building the
facilities if JVCP was not available. M. Wnkel man stated
that YKHC would not be able to pursue the project wthout
JVCP. The |[IHS dollars for staffing, nmaintenance and
contract costs were necessary for the project to nove
forward

Vi ce-Chair Saddler understood YKHC s needs. He expressed
concerns that the state would be approached to help if the
federal governnent was not able to provide the |[ease
paynents and to pay for staff.

2:25: 04 PM

Representative Pruitt asked M. Mtchell what the bond bank
would be looking for from YKHC in terms of security to
proceed with the bondi ng.

M. Mtchell responded that it would be determned in the
future based on an interactive process. In general, the
bond bank would approach it as it would approach any
revenue bond loan. In a revenue bond situation an entity
was required to covenant or promse to cover itself in a
certain fashion. The bond bank expected a borrower to fund
at debt service reserve level. In the event there were
operational deficiencies the bank would access those funds
first, prior to a draw on the bond bank's reserve fund. A
rate covenant that required the borrower to over-collect
net revenue to debt service was included in the |oan terns.
He cited the exanple of 1.25 tinmes. If the entity failed to
over-collect they would be required to notify the bond bank
of the failure and to take actions to rectify the situation
and neet the collection requirement in the future year.
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M. Mtchell explained that on a historical basis the
borrower provided financial statenents confirmng its
ability to pay debt service. If the entity failed, the bond
bank would have the perspective analysis undertaken to
ensure that in the future, given the operational changes,
there would be sufficient revenue. It was normal to have a
revenue system developing a new infrastructure. The bond
bank discussed requiring certain paynents go directly to a
trustee rather than the general fund of the health
consortium the source of disbursenents to pay the debt
service. He offered that the details concerning paynents
woul d be reviewed to ensure debt repaynent.

2:28: 43 PM

Representative Pruitt asked if the joint venture would be
part of the conversation. M. Mtchell replied, "Yes."

Representative Pruitt wanted to better understand why YKHC
could not work with the Cty of Bethel to secure bonding.
He was unsure of the anmount of bonding avail able to Bet hel
or Bethel's bonding limtations. He wondered if the bond
bank | ooked at the corporation's ability to pay or solely
at Bethel's ability to pay the bond. M. Mtchell replied
that the loan anmpbunt far exceeded Bethel's debt capacity.
He relayed that the bond bank had recently exan ned
Bethel's debt capacity for a pool project. The bank
concluded that Bethel's revenue situation wth an
anticipated sales tax increase only supported about $20
mllion in general obligation bonds. He did not ascribe to
making $250 mllion available to Bethel, a lower-rated
community, wthout a policy decision that determ ned the
appropri ateness of the partnership.

Representative Pruitt asked whether the corporation's
ability to pay would be considered in the case of a bond
being issued to the City of Bethel or if it would only be
based on the city's revenue. M. Mtchell commented that
underlying credit would be taken into account. He relayed
that the bond bank's largest borrower was the Cty and
Borough of Sitka. He reported that Sitka had about $150
mllion outstanding through the bond bank program nade up
of a variety of credits. Sitka's full debt portfolio was
owned by the bond bank. He suggested that it would be
challenging for AVBB to issue a $250 mllion loan for a
heal th care business w thout additional direction from the
| egislature. He reiterated that he would be unconfortable

House Fi nance Committee 17 03/26/15 1:33 P. M



maki ng a nagnitude change without the direction of policy
makers.

Representative Pruitt surmsed that the |egislation before
the commttee included a policy change. He asked about
YKHC s ability to pay down debt. He wanted to know if the
funds supplied by IHS would be used to repay the bond
obl i gati on.

2:34:13 PM

M. Wnkel man responded in the negative. He relayed that
|HS made it explicitly clear that staffing dollars were not
to be used for debt repaynents. Yukon-Kuskokwi m Health
Corporation planned to use funds from revenues paid for
t hrough Medicaid, Medicare, private insurance, and self-pay
funds totaling $70 million annually.

Representative Pruitt wanted to fully understand how IHS
staffing dollars were to be spent. He asked if the funds
could be used to pay for the facility |lease or if they were
to be used strictly for staffing expenses. M. Wnkel man
confirmed that the IHS staffing dollars only paid for
staffing needs. He offered that IHS provided the staffing
package and the contract support cost dollars including the
mai nt enance and i nprovenent funds.

Representative Pruitt nentioned a letter received from DHSS
indicating that the staffing package was based on
appropriations. He wondered what would happen iif the
federal governnent decided not to appropriate funds. He
wanted to know how that would inpact YKHC and how it woul d
i npact the corporation's ability to pay its bond
obligation. M. Wnkelmn explained that if the federal
government did not appropriate funds, YHKC s ability to pay
woul d be inpacted. He offered that since 1992 there had
never been a problem with appropriations. He also noted
that YKHC had over 2 years' worth of reserves for the
project in case there were issues. He did not perceive a
fundi ng i ssue.

Co- Chair Thonpson nentioned that Renee Gayhart from DHSS
was avail abl e on the phone for questions.

Representative WIson suggested that the |egislation was
not limted to YKHC but was applicable to other simlar
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organi zations. M. Mtchell replied that Representative
W son was correct.

Representative Wl son asked if the change that included the
university was the first change to increase the m ssion of
t he bond bank.

2:37:40 PM

M. Mtchell responded that the bond bank statute had been
changed a nunber of tines over the years. Initially, the
bond bank was only a general obligation program then
revenue bonds and the ability to lend to joint insurance
associ ations were added. Mre recently, he reported seeing
expanded authority to borrow for the bond bank. The program
was relatively successf ul W th fi nanci ng comunity
projects, and saving noney. The current |egislation was an
addi ti onal step.

Representati ve W | son asked if t here wer e ot her
organi zations or groups that had approached M. Mtchell
about bond obligations. |If not, she wondered if he

anticipated being called upon. M. Mtchell answered that
he had been approached by a joint action agency. He also
stated that the statutes had changed so that the bank coul d
lend to port authorities. The joint action agency was |ike
a port authority in which a nunber of conmunities cane
together for a common goal. He continued that there was a
joint action comrittee that administered the remants of
t he Four Damm Pool that was tal king about participating in
AMBB' s program which he felt would nore likely fit into the
bond bank programcriteria.

Representative WIson asked why the legislature did not
give the AMBB the authority to |end noney based on narket
know edge and other expertise. She wondered why it was
necessary for the legislature to decide. M. Mtchel

responded that he liked the ceiling currently in place. He
i ked that soneone was verifying what the bank was doing
rather than confirmng activities in the field. He believed
that the process of legislation was valid and that neking a
determnation as a group was inportant for discussion
purposes. He felt that the opportunity to explore options
was positive. He believed that the core policy question was
whether the state should partner wth regional health
corporations to nake a project nore affordable. He saw the
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opportunity for efficiencies wth the bond bank and
muni ci palities.

Representative WIson asked why YKHC did not apply through
Al aska Industrial Devel opnent and Export Authority (Al DEA)
for funding. M. Mtchell understood that YKHC was worKking
wi th Al DEA He nentioned that there were certain
l[imtations to AIDEA and that there were tines that AlDEA
requested changes in Ilegislation for <certain types of
fi nanci ng.

Representative W I1son expressed her concern wth opening
the door to other organizations to access AMBB. She
enphasi zed the success of the bank and was apprehensive
about it being conprom sed. She comented that she would
ask additional questions as she better understood the
pr ogram

2:43: 29 PM

Representati ve Kawasaki asked about the paynent in place
and about over collection. He wondered if YKHC had the
ability to pay and could neet revenue requirenents. M.
W nkel man expressed confidence in YKHC s ability to neet
its debt obligation with the bond bank. He reported the
success of approximately twenty simlar IHS joint venture
projects contending that the reason for their success was
due to the federal staffing dollars.

Representative Kawasaki asked for clarity regarding the
term "over collection.” M. Mtchell explained that the
termwas in reference to a coverage covenant. He specified
that net revenue should not equal debt service and was
considered risky. He suggested that if anything went wong
the organization would be deficient. Borrowers were
required to over collect as a condition of the loan as a
buf fer for debt service.

Represent ati ve Kawasaki asked for reconfirmation that the
health corporation had the necessary funds. He conmented
that the corporation had been doing very well wth its
margins. M. Wnkelman stated that YKHC s financials were
very strong. He reported that he was new to his position.

2:46: 21 PM
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M. Mtchell had one point of clarification. He stated that
depreci ati on was taken after coverage.

Representative Kawasaki asked about the rmunicipal bond
bank. He referred to Alaska Statute 44. He stated that the
| egi slature had added a couple of things including the
power plant in Section 5 of the bill. He also referred to
Section 4 dealing with the retirenent system He wondered
if the statute was dealing with the Public Enployees
Retirement System (PERS) change in 2008. M. Mtchel
responded that Representative Kawasaki was correct. He
el aborated that it was at the sane tine that Al aska Housi ng
Finance Corporation (AHFC) received authority to issue
pensi on obligation bonds and created the pension obligation
bond corporation. The bond bank was intended to be
avai l able for nunicipalities that wanted to issue pension
obligation bonds. However, no nunicipalities expressed
i nterest.

Representati ve Kawasaki stated that he had reviewed AMBB' s
40- year hi story of providing financing for capi tal
i nprovenents in comunities. Projects included schools,
wat er sewers, public buildings, and docks. He relayed that
smal ler communities were at a disadvantage financially. He
suggested that the bond bank be allowed to operate freely
rat her than being confined to doing very specific things as
identified in statute. He relayed that there were only 5
sections in the legislative finding. M. Mtchell responded
that he preferred the boundaries set in statute. He
i ndi cated that there was sone confusion within the statutes
because of references to nunicipalities, the Al aska
Muni ci pal League (AML), and political subdivisions. He
suggested including nmunicipalities and AM. wthin the
category of political subdivisions to alleviate confusion

He reiterated that he was not in favor of allow ng the bond
bank to act w thout paraneters.

Representati ve Kawasaki referenced the University of Al aska
conbi ned heat and power bond which added $87.5 nmillion to
the previous year's budget. He conmented that the total
limt of the outstanding bonds was increased by $600
mllion. At the time it appeared that the outstanding notes

were approximately $924 mllion requiring the addition of
$600 mllion to the limt. He wanted to know if the
increased limt was necessary in order to nmaintain a

specific credit rating. M. Mtchell responded in the
negative. He explained that it was due to the University's
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ability to issue debt based on its current credit rating.
The University's ability to leverage its revenues was

perceived to be limted to a certain anount. |In other
words, the University had a certain anount it believed it
could obtain in the capital budget and needed a backfill of

funds. It turned to the bond bank.

2:50: 42 PM

Representative Quttenberg wanted to confirm that the bonds
for the YKHC project would not be issued until all of the
requirenents were nmet, even with a policy change. M.
Mtchell confirmed Representative Guttenberg' s assunption.
He el aborated that the bond bank had a nulti-tiered process
for evaluating an applicant's credit. The bar was | owered
for municipalities that had voter approval through the
initiative process to issue general obligation debt. He
detailed the evaluation process. He explained that once he
reviewed the application he turned it over to an externa

financi al advisor for review. The external fi nanci al

advi sor conpleted a witten evaluation that was submtted
to the board of directors. The board of directors eval uated
the report and the credit. Under certain circunstances
board menbers encouraged himto take additional neasures of
protection on specific |loans. He asserted that the review
process was thorough.

2:53: 31 PM

Vi ce-Chair Saddl er referenced page 4, line 10. He suggested
omtting the word, "regional." He assunmed that by doing so
it would open up a larger pool of entities that could
potentially borrow from the bond bank. He appreciated M.
Mtchell's assurance that the board nmade m ndful decisions
and woul d choose anpbng the different borrowing capacities
rightly. He wanted to know if IHS inposed any limtations
on providing services to non-tribal nmenbers. M. Wnkel man
responded that because YKHC was the |argest service
provider within the region it served everyone that cane
through its doors. He believed that nobst regional health
organi zations in rural Al aska had an open door policy.

Vice-Chair Saddler renmarked that all |IHS beneficiaries
received services paid at 100 percent. He asked about how
non- beneficiaries paid for services and wondered if it was
t hrough Medicaid, Medicare, private insurance, and self-
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pay. M. Wnkelman stated that Vice-Chair Saddler was
correct.

Representative Herron enphasized that anyone could use the
facility. He inforned the conmttee that when he served on
the board of directors for the Lower Kuskokw m School
District, the district took the position that it did not
have to pay for insurance clains for its native enployees.
However, it was disputed in court and the school district
| ost.

Co- Chair Thonmpson asked about whether YKHC woul d receive an
unfair advantage in the narketplace over other conmunity
health clinics due to having a low interest |oan. M.
W nkel man answered in the negative. He nentioned that there
was one other comunity health clinic located in Bethel,
Bethel Famly dinic. He did not feel that YKHC would be
given an unfair advantage. He was not aware of Bethel
Famly Cdinic wanting or having the ability to expand. He
knew of only one other provider in Bethel, a dentist who
practiced part-tine. He reiterated that YKHC was the only
health care provider for the 30 thousand residents in the
Yukon- Kuskokwi m del ta especially in the villages.

2:57:59 PM

Co- Chair Thonpson expressed concerns about finding nedica

staff. He alleged that previously Fairbanks, Anchorage, and
other large population centers had problens finding
necessary nedical staff. He wanted to understand how YKHC
intended to attract providers. M. Wnkel man acknow edged
that finding nedical staff was extrenmely difficult. He
indicated that he was wusing over ten recruiting firns
currently, in addition to in-house recruiting, to find
physi cians. He relayed that the hospital was rebuilding its
physi cian base. He reported that it took about one year on
average to recruit one physician. Yukon-Kuskokwi m Health
Corporation searched the nation with the help of the ten
recruitnment firmse offering incentives such as |oan
repaynent. He relayed that the corporation's plan included
phasing in services based on being able to recruit staff.

Once YKHC obtained financing it would begin recruiting for
addi ti onal positions.

Representative Mnoz referred to the bonding authority

extended to the university and how it related to a specific
project. She wondered if M. Mtchell had an opinion about

House Fi nance Conmmittee 23 03/26/15 1:33 P. M



tailoring the bill to a certain project. She asked if it
woul d be beneficial and whether he |iked the general idea.

M. Mtchell responded that the university's authorization
was for and limted to power and/or heat projects for the
university. He clained that it would be sinpler to have the
bill specific to YKHC s project. However, it would
potentially cause concerns about creating a slippery slope.
He believed there were legal reasons that the bill would
have to be carefully crafted identifying sone sort of
criteria enbedded in the legislation. It could not be
[imted to YKHC

3:01: 20 PM

Representative Gattis asked M. Wnkel man about attracting
physicians. She admtted that the Wshington, Wom ng,
Al aska, Mntana, and I|daho Regional Medical Education
Program (WMM) had received a significant anmount of
attention in recent tinmes. She wondered if Alaska was
better off keeping the WMM program and possi bly expandi ng
it to attract physicians. She relayed that recruitnent was
a national problem M. Wnkelnman opined that the W\MM
program was a great and needed program He clained that
there was a national shortage of physicians. He fully
supported the WMM program and a great benefit to the
State of Alaska. The issue was not limted to rural Al aska
but was a probl emthroughout the state.

Representative Gattis asked if it was specifically an
Al aska issue or if the problem was a nation-wi de concern.
M. Wnkelman indicated that the issue was felt nation-
wi de, but nore acutely in Alaska particularly in rural
ar eas.

Representative Pruitt asked M. Mtchell if he thought the
name of the bank, the Al aska Minicipal Bond Bank, should
remain the sane if the bill were to pass. He wondered if
requests had been received from other entities besides
muni cipalities to join in the lending pool. He referenced
the university that was added to the bond bank's authority
the previous year, and the potential to add regional health
corporations. He wondered about the interest of other
entities seeking opportunities. He wanted to  Dbetter
understand the future discussion about expansion beyond the
m ssion of the bond bank. M. Mtchell believed that an
entity could have a nanme and conduct business beyond | ust
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the nane's inplication. However, there were a nunber of
other pooled progranms in the United States that called
t hensel ves infrastructure banks or had other less specific
titles.

Representative Pruitt wanted to understand what t he
| egi sl ature could, would, and mght expect in the future.
He wanted to know who had approached the bond bank. He
wanted to know the ramfications and discussions that he
shoul d expect to hear in respect to the utilization of the
bond bank. M. Mtchell indicated that he was not only the
executive director of the bond bank but he was also the
debt manager for the State of Alaska. He discussed
different types of financing on and off throughout the
year. He reported that he had not had any other group cone
forward asking for access to the program He supposed that
based on the bond bank's tax-exenpt financing, other
nonprofit organizations currently borrowing noney on a
conduit basis through a nunicipality would be attracted to
the program 1In Alaska a nonprofit had to borrow noney
through a nmunicipality in order to access the capital
mar ket on a tax-exenpt basis. He surm sed that there could
be sone interested group but he was not aware of one.

3:06:48 PM

Representative Pruitt wanted to confirm that there were
other entities that could potentially becone interested in
the bond bank program He used Providence Hospital as an
exanple of an entity that mght approach the bond bank for
funding. He wondered if it would be a policy call to nake
in the future. M. Mtchell thought Representative Pruitt
answered his own question.

Represent ati ve Kawasaki asked M. W nkel man about the | ast
page of the proposal [page 29, Yukon-Kuskokwim Health
Corporation 2014 JVCP Application]. He noted a specific
timeline to get from point "A" to point "B" and that there
were many unknowns at present dealing with financing. He
wanted himto review the tineline in terns of financing and
coormented that he thought it was a worthy project. M.
W nkel man explained that the tineline was contingent on
avai l able financing. He remarked that YKHC was slated to
sign the joint venture agreenent by sumertinme. He was
putting together a neeting with IHS wthin a nonth to
confirm a tinme. He stressed that if YKHC was unable to
secure affordable financing the tineline would be pushed
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back. It was his goal to keep searching for affordable
financing and to do everything he could to ensure the
success of the project for YKHC and its financers. He
believed that if YKHC was neking progress |HS would be
flexible with the tineline. The tineline on the |ast page
was included in YKHC s application contingent on financing.
He reiterated that he thought the tineline was sonmewhat
fl exible.

3:10:13 PM

Representati ve Kawasaki referred to the second to the |ast
page [Page 28, Yukon-Kuskokwi m Health Corporation 2014 JVCP
Application] that discussed the private financing options
and opportunities available. He was curious if the bond
bank used the information to determne the viability of the
project. He also asked if comrercial |enders |ooked at the
ability to borrow from AMBB as an indication of a project's
credibility. M. Mtchell asked Representative Kawasaki to
restate his question.

Representative Kawasaki pointed out that there were a
couple of loans noted in the financial plan with the USDA
and Bureau of Indian Affairs as well as commercial |oans
with Wells Fargo and CoBank. He wanted to know if the bond
bank's involvenment in the process hel ped the other |enders
view the project as viable. He also wondered conversely if
the viability of the project would be viewed negatively if
any of the lenders were not involved. M. Mtchell saw it
as a benefit if there were nultiple lenders for a |arge
scale project. Certain | oans, such as USDA's rural
devel opment authority |oans, offered fixed rates for very
long term (bel ow market at the back end, and over market at
the front end because of the yield curve). He continued
that just one rate applied to every Vyear. If an
organi zation borrowed from USDA and placed the principle
anortization at the back end of the |loan and borrowed from
a bond bank program on the front end of the l|oan, the
borrower could reduce the total cost of capital. He also
suggested that a commercial bank's interest in partnering
in a portion of the financing of a facility was an
additional confirmation of credibility.

3:13:36 PM
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Co- Chair Thonpson indicated that the comrittee was out of
time, thanked the individuals who testified, and invited
Representative Herron to make any final coments.

Representative Herron expressed his appreciation for the
questions asked by commttee nenbers and the interest in
the project. He reiterated the creditwrthiness of the
project. He stressed the inportance of inproving the health
care delivery systemin his region. He al so enphasized the
potential for creating over 200 permanent jobs wth the
pr oj ect . He stated that he would seek out t he
commi ssioner's approval directly.

HB 101 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Thonpson reviewed the agenda for the follow ng
Monday.

#
ADJ OURNIVENT

3:15:14 PM

The neeting was adjourned at 3:15 p. m
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