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Overview

 � On November 16th, the U.S. 
House of Representatives passed 
H.R. 1, the Tax Cuts and Jobs 
Act and the U.S. Senate Finance 
Committee passed JCX-51-17, 
their version of the Tax Cuts and 
Jobs Act.  It remains uncertain as 
to whether the Senate version 
of the bill will pass, as it requires 
51 votes to pass (including a 
tie breaking vote held by Vice 
President Pence) and Republicans 
currently hold only 52 seats.

 � Like the House bill, the 
full list of proposed 
changes for businesses 
and individual taxes in the 
Senate bill is extensive, 
including the elimination 
of the tax-exemption on 
interest income earned on 
advance refunding bonds 
issued after January 1, 
2018. However, unlike the 
House version of the bill, 
the Senate version would 

preserve the tax exemption on 
Private Activity Bonds, including 
qualified 501(c)(3) bonds, issued 
after 2017.

 � If the Senate version of the bill 
passes and the increase in the 
deficit is limited to $1.5 trillion 
over ten years, then the House 
and Senate versions could be 
reconciled and passed by a simple 
majority vote, in accordance 
with fiscal year 2018 budget 
resolutions passed by both the 
House and the Senate.  In its 
current form, the House version 

of the bill does not meet this 
test as the Congressional Budget 
Office has estimated that the 
bill will increase the deficit by 
$1.7 trillion. In contrast, the 
CBO has determined that the 
Senate version of the bill will 
meet the budget reconciliation 
requirements.

 � Although there is uncertainty 
about tax reform passing in the 
final days of this calendar year, 
H2C has a number of best practice 
recommendations for not-for-
profit health systems to prepare 

for potential changes, such 
as evaluating all potential 
financing opportunities 
(advance refunding, current 
refunding, new money, 
bank maturity extensions), 
reviewing bond and bank 
documents to ensure 
maximum flexibility for 
future mode conversions and 
extending bank maturities on 
Direct Placements.

The House version of the Tax Cuts and 
Jobs Act proposes two provisions that 
affect tax-exempt bonds issued for the 
benefit of not-for-profit health systems: 
elimination of tax-exempt income on 
both newly issued Private Activity Bonds 
and advance refunding bonds. 
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Current Status of the  
“Tax Cuts and Jobs Act”

On November 16th, the U.S. House 
of Representatives passed H.R. 1, 
the Tax Cuts and Jobs Act, by a vote 
of 222 to 205.  As described in H2C 
Perspectives, published on November 
3rd (link to the post here), the House 
version of the Tax Cuts and Jobs 
Act proposes two provisions that 
affect tax-exempt bonds issued for 
the benefit of not-for-profit health 
systems: Section 3601, which states 
that interest on both 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.  Both of these provisions 
would affect bonds issued on, or 
after, January 1, 2018.

On the same day the House passed 
its bill, the U.S. Senate Finance 
Committee passed JCX-51-17, the 
“Tax Cuts and Jobs Act”, by a vote of 
14-12.  Senate procedures require 
that the bill move to the Senate 
Budget Committee, followed by 
consideration of the full Senate, which 
is expected to take place this week.  It 
remains uncertain as to whether the 
Senate version of the bill will pass, as 
it requires 51 votes to pass (including 
a tie breaking vote held by Vice 
President Pence) and Republicans 
currently hold only 52 seats.

Similarities and Differences 
Between the House and 
Senate Versions of the 
“Tax Cuts and Jobs Act”

Like the House bill, the full list of 
proposed changes for businesses 
and individual taxes in the Senate 
bill is extensive.  For example, both 
the House and Senate versions 
include a permanent reduction in 
the corporate income tax rate from 
35% to 20%. However, unlike the 
2018 effective date in the House bill, 
the 20% rate in the Senate Finance 
Committee bill is not scheduled to 
become effective until 2019. Other 
differences between the House 
version and the Senate version 
include the number of individual 
tax brackets and the minimum 
thresholds and expiration dates for 
repealing the estate tax.

Also, unlike the 
House version of 
the bill, the Senate’s 
version contains 
a provision that 
would effectively 
repeal the individual 
mandate in the 
Patient Protection 
and Affordable 

Care Act by reducing the individual 
responsibility payment under 
section 5000A to $0 for individuals 
who do not purchase health 
insurance that qualifies as minimum 
essential coverage.

Both the House and Senate 
versions propose eliminating the 
tax-exemption on interest income 
earned on advance refunding 
bonds issued after January 1, 2018.  
However, only the Senate version 
would preserve the tax-exemption 
on Private Activity Bonds, including 

qualified 501(c)(3) bonds, issued 
after 2017.

Uncertainty Created by 
Budget Reconciliation 
Requirements

If the Senate version of the bill 
passes, the House and Senate 
versions would undergo a process 
known as budget reconciliation, 
in which spending and revenue 
legislation (including tax measures) 
can avoid a potential Senate 
filibuster and be passed by a simple 
majority vote in the Senate if the 
increase in the deficit is limited to 
$1.5 trillion over a 10-year budget 
window, in accordance with fiscal 
year 2018 budget resolutions passed 
by both the House and the Senate.  
One requirement under budget 
reconciliation rules: if the Senate 
bill raises federal deficits for any 
fiscal year beyond a 10-year window 
(after 2027 in this case), any Senator 
may raise a point of order against 
the legislation, which would require 
part of the legislation to be struck 
or 60 Senate votes to waive the 
reconciliation rules. 

In its current form, the House version 
of the bill does not meet this test 
as the Congressional Budget Office 
has estimated that the bill will 
increase the deficit by $1.7 trillion.  
In contrast, the CBO estimates that 
the Senate version of the bill will 
meet the budget reconciliation 
requirements, stating that the 
legislation will lead to a deficit 
increase of $1.4 trillion and will not 
increase budget deficits by more 
than $5 billion beyond the 10-year 
window beginning in 2028.

Unlike the House version of the bill, 
the Senate version would preserve the 
tax-exemption on Private Activity Bonds, 
including qualified 501(c)(3) bonds.

http://www.h2c.com/november-3-2017-tax-cuts-and-jobs-act


3 HAMMOND HANLON CAMP LLC                                     H2C PERSPECTIVES • UPDATE ON TAX REFORM

How Can Not-For-Profit 
Health Systems Prepare in 
this Uncertain Situation?

Since the initial provisions of the 
House version of the Tax Cut and 
Jobs Act were revealed, H2C has 
been working with a number of 
not-for-profit health systems on 
strategies to prepare for tax-reform. 
Our recommendations include (but 
are not limited to):

1.  Evaluate all potential 
financing opportunities 
(advance refunding, current 
refunding, new money, and bank 
maturity extensions) and determine 
if a TEFRA notice will be required to 
complete a financing. If a TEFRA is 
necessary, and your organization has 
not already commenced the TEFRA 
process, it will be very challenging to 
complete a financing in 2017.

2.  Review the Bond 
Indenture to determine if it 
includes a multi-modal bond 

indenture that allows the Borrower 
to convert bonds from one mode 
to another mode such as Fixed 
Rate, Index Rate, Long Term Rate, 
or Short Term Rate. If the Bond 
Indenture does not allow conversion 
to any other 
mode, consider 
converting to 
a multi-modal 
indenture to 
preserve future 
flexibility.

3.  Ensure that 
the multi-
modal indenture Fixed Rate 
mode contemplates the 
issuance of Premium and 
Discount Bonds, specific call 
features and the flexibility to issue 
Serial and Term Bonds.

4.  Review the Continuing 
Covenant Agreement (or 
similar credit agreement) to make 
sure the elimination of the LIBOR 

index, which is expected to take 
place in 2022, has been considered 
and will not trigger a reissuance 
for tax-purposes. Many CCAs 
contemplate an alternative index if 
LIBOR is eliminated as an index. 

5.  Extend the bank 
commitment term on Direct 
Placements out to an appropriate 
point in time (if possible). While 
only the House version of the bill 
eliminates the ability of not-for-
profit health systems to issue tax-
exempt debt, preserving the tax-
exemption for as long as possible is 
a best practice for maintaining a low 
cost of capital.

If a TEFRA is necessary and your 
organization has not already commenced 
the TEFRA process, it will be very 
challenging to complete a financing in 2017.
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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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