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Overview

 � Yesterday, Kevin Brady, the Chairman of the U.S. 
House of Representatives Committee on Ways and 
Means, introduced H.R. 1, the “Tax Cuts and Jobs Act” 
(the “Bill”), which seeks the largest transformation of 
the tax code in over thirty years. 

 � Several sections of the Bill will affect the issuance of 
tax-exempt bonds that benefit not-for-profit health 
systems, including Section 3601, which states that 
interest on newly issued Private Activity Bonds – 
including qualified 501(c)(3) bonds – would be included 
in gross income and thus not exempt from tax; and 
Section 3602, which states that interest on advance 
refunding bonds will be taxable.  If the Bill passes, these 
provisions are expected to increase tax revenue by a 
total of $56.2 billion over the next ten years. 
 

 � Without the benefit of tax exemption, hospitals and 
health systems will be able to finance or refinance 
their capital requirements only through the issuance 
of taxable debt, which will likely increase the cost of 
capital.  However, on a positive note, if hospitals and 
health systems will no longer be issuing tax-exempt 
debt, they will no longer need to comply with tax 
regulations such as the use of proceeds and asset 
average lives.

 � There is still significant uncertainty as to whether the 
Tax Cuts and Jobs Act will pass the House and the 
Senate in its current form.  It would require 218 votes 
(majority) in the House and could require 60 votes 
in the Senate as the Bill is projected to increase the 
long-term deficit.
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The Tax Cuts and Jobs Act

Yesterday, Kevin Brady, the Chairman of the U.S. House 
of Representatives Committee on Ways and Means 
introduced H.R. 1, the “Tax Cuts and Jobs Act,” which 
seeks the largest transformation of the tax code in over 
thirty years.  There are a number of changes proposed 

including reductions in corporate tax rates, repealing the 
estate tax, and reducing deductions for state and local 
tax payments and mortgage interest.

Several sections of the Bill will affect the tax exemption 
of bonds issued for the benefit of not-for-profit hospitals 
and health systems. 
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Section 3601:  Termination of  
Private Activity Bonds

Interest on newly issued Private Activity Bonds 
– including qualified 501(c)(3) bonds – would be 
included in gross income and, thus, not exempt 
from tax.  The provisions would be effective for 
bonds issued after 2017.  According to the summary 
prepared by the Committee on Ways and Means, 
the Federal government should not subsidize the 
borrowing costs of private businesses, allowing 
them to pay lower interest rates while competitors 
with similar creditworthiness but who are unable to 
avail themselves of Private Activity Bonds must pay 
a higher interest rate on the debt they issue.  The 
provisions would not apply to any previously issued 
bond, nor would the provisions prevent State and local 
governments from issuing Private Activity Bonds in 
the future.  The provisions would merely remove the 
Federal tax subsidy for newly issued bonds.  According 
to the Joint Committee on Taxation, the exclusion 
of Private Activity Bonds from tax-exemption would 
increase revenues by $38.9 billion over 2018-2027.

Section 3602:  Repeal of  
Advance Refunding Bonds

Interest on advance refunding bonds will be taxable.  
Interest on current refunding bonds would continue 
to be tax-exempt (except for newly issued Private 
Activity Bonds including those issued for 501(c)(3) 
entities which would be taxable).  The provision would 
be effective for advance refunding bonds issued 
after 2017.  According to the summary prepared by 
the Committee on Ways and Means, current-law 
advance refunding bonds provide State and local 
governments with incentives to issue two sets of 
Federally subsidized debt to finance the same activity.  
The provision would not affect the taxation of interest 
on refunding bonds issued within 90 days of the 
redemption of the refunded bond.  According to the 
Joint Committee on Taxation, the provision would 
increase revenues by $17.3 billion over 2018-2027.

Without the benefit of tax 
exemption, hospitals and health 
systems will be able to finance or 
refinance their capital requirements 
only through the issuance of 
taxable debt.  This is likely to 
increase the cost of debt during a 
time when healthcare organizations 
are looking for strategies to reduce 
costs and provide greater value to 
patients.  

However, on a positive note, if 
hospitals and health systems will no 
longer be issuing tax-exempt debt, 
they will no longer need to comply 
with tax regulations such as the use 
of proceeds and asset average lives. 
Additionally, by issuing taxable debt, 
hospitals and health systems will 
likely reduce their costs of issuance 
by eliminating the need for a tax 
counsel and an issuing authority.

What does this imply for Not-for-Profit Hospitals and Health Systems?
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Uncertainty About Approval

This is the first attempt at a tax reform bill for which the 
House Republicans have released specific details where 
actual dollar amounts can be debated or analyzed.  The 
largest tax code overhaul that the country has seen in 
a generation will likely require more than one draft in 
order for any material changes to successfully become 
a law.  In order for not-for-profit healthcare entities 
and other 501(c)(3) organizations to no longer qualify 
for tax-exempt financing, as 
the Tax Cuts and Jobs Act 
currently stipulates, the Bill 
must navigate a gauntlet 
of voting and legislative 
procedures, yet remain 
virtually unchanged. 

After being released by 
the Ways and Means 
Committee in the House 
of Representatives, the proposed Bill goes to “the 
floor”.  The House of Representatives must then vote 
and pass the Bill.  A minimum of 218 voting members 
must be present and required for a final vote to occur 
(majority) and currently the House is comprised of 239 
Republicans and 194 Democrats.   
A simple majority will pass the Bill to the Senate.

In the Senate, the House Bill will be assigned to a 
Senate Committee, which must decide to release the 

Bill to the Senate floor where it will be debated.  After 
debate, the Senate may choose to vote on the Bill. 

For a bill to be eligible for Senate passage via a simple 
majority (51 votes), it cannot increase the long-term 
deficit.  Early estimates indicate the Bill will increase the 
deficit by $1.5 trillion over the next 10 years.  Therefore, 
if the Tax Cut and Jobs Act remains unchanged in its 
current form, the Senate must pass it with a minimum 
of 60 votes.  As the Senate is currently comprised of 52 

Republicans and 48 Democrats, 
eight Democrats and all of the 
Republicans would have to 
vote in favor of the Bill for it 
to pass Congress and end up 
on the President’s desk to be 
signed.

Throughout the legislative 
process, the House and/or the 
Senate can change the Bill, 
which means the provision 

eliminating tax-exempt financing for not-for-profits 
could still be removed.  Potential exists that other 
changes are made to the Bill, but that the elimination of 
501(c)(3) tax-exempt financing remains.

In all likelihood, the objective of this first draft is to 
open the floor to a more productive discussion on tax 
reform.  Even if it passes the House, it is unlikely that it 
will make it through the Senate without being scaled 
down and worked over considerably. 

In order for not-for-profit healthcare 
entities to no longer qualify for 
tax-exempt financing, the Bill must 
navigate a gauntlet of voting and 
legislative procedures.
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About Hammond Hanlon Camp LLC

HAMMOND HANLON CAMP LLC (“H2C”) is an independent strategic 
advisory and investment banking firm with a primary focus on healthcare 
services companies and related organizations.  Our commitment to exceed 
our clients’ expectations begins with senior leadership on every engagement 
and continues with independent and objective advice.  Our belief in the 
markets and in the power of competition has resulted in loyal clients and 
long-term relationships.  

The experienced professionals at H2C are well positioned to serve as 
trusted advisors to healthcare providers.  We have the expertise to 
understand the unique complexities of the healthcare industry and an 
in-depth knowledge of the range of potential alternatives essential to 
designing and implementing highly successful business strategies.  We 
bring in-depth knowledge and experience across the full continuum of  
care and cross those businesses that support healthcare providers.

H2C offers services in the following areas:

 � Strategic capital planning and management
 � Financial advisory on capital markets, private placements and hedging 

transactions
 � Strategic options assessments and strategic growth assessments
 � Mergers, acquisitions, partnerships, joint ventures and divestitures
 � Real estate
 � Bankruptcy and restructuring

Contact Us

With offices in New York, Atlanta, Chicago and San Diego, the professionals 
at H2C are committed to providing superior strategic and financial advice as 
a trusted advisor to the healthcare community.

If you would like to know more about any information in this report, or wish 
to better understand how H2C’s healthcare advisory services can benefit your 
organization or project, please contact inquiries@h2c.com or visit our website 
at h2c.com. 
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