
Hospital bond financing is a complex undertaking 
that can present a number of unique challenges. 

That is why finding an investment bank with experience 
as a financial advisor and underwriter is important. An 
investment bank with these credentials should have a clear 
understanding of the borrower, underwriter, and investor 
perspectives, and as a result, know how to negotiate with 
each party. But with the introduction of the Municipal 
Advisor Rule, selection of an investment bank may now 
also be influenced by reviewing the investment bank’s 
compliance with the rule’s legal standard for municipal 
advisors. This standard governs a municipal advisor’s 
conduct, recordkeeping, registration and qualifications. 
According to the rule, a municipal advisor has a fiduciary 
duty to act in the best interest of their client. But there 
are various aspects and options related to the Municipal 
Advisor Rule that can influence how a hospital might 
identify a suitable municipal advisor and receive advice for 
their planned bond transactions.  

Origins of the Municipal Advisor Rule 

The Municipal Advisor Rule was rooted in Section 
975 of the 2010 Dodd-Frank Wall Street Reform and 
Consumer Protection Act, which required municipal 
advisors to register with the Securities and Exchange 
Commission (SEC). In the fall of 2013, the SEC adopted 
new municipal advisor registration rules that were 
created by the Municipal Securities Rulemaking Board 
(MSRB). On July 1, 2014, the MSRB’s Municipal Advisor 
Rule went into effect, requiring municipal advisors to 
register with the MSRB and the SEC. The rule codified a 
professional qualification standard for municipal advisors, 
outlined business policies and procedures, and allowed 
for examinations by enforcement agencies and regulatory 
organizations to ensure rule compliance. The Municipal 
Advisor Rule was designed to prevent fraud and pay-to-
play practices, eliminate conflicts of interest and require 
financial advisors to place the welfare of their clients’ assets 
ahead of their own interests. If a municipal advisor is found 
to be in violation of the rule, penalties can include fines, 
restitution and suspension, or prohibition from engaging in 
municipal advisor activities or other securities business.

In short, the Municipal Advisor Rule is a regulatory action 
that oversees the practices of municipal advisors who 

counsel municipalities on financial issues such as bond 
offerings. It demands that municipal advisors have an 
explicit fiduciary responsibility to their client and ultimately 
protects municipal entities from financial advisors who may 
have a self-interest in a financial deal.

On a side note, the MSRB also issued Rule G-17 which 
focused on regulating underwriters during the issuance 
process for municipal securities. Unlike a municipal 
advisor, an underwriter is not required to act in the issuer’s 
best interests. An underwriter does, however, have a duty 
to purchase and sell securities at a fair price. Because the 
underwriter’s function is to negotiate the purchase price, 
interest rate and other terms of the bonds with the issuer, 
and then resell those bonds to investors, there is a natural 
division of financial interest between the issuer of the bonds 
and the underwriter.  

For a hospital seeking to enter into a municipal bond 
transaction, the Municipal Advisor Rule provides some 
guidance. Based on the rule, it may make sense to identify 
investment banks who are:

• SEC- and MSRB-registered municipal advisors 

• Experienced financial advisors and underwriters

• Proven negotiators in bond financing

This approach may result in finding investment banks 
that can fulfill their fiduciary obligation to bond issuers. 
Investment banks with this profile should also be equipped 
to undertake bond financing negotiations based on their 
experience in debt underwriting and their ability to 
understand borrower, underwriter and investor perspectives.

Options When Using A Municipal Advisor

If a hospital wants to receive advice from a market 
participant, they will need to hire a municipal advisor to 
represent them as an Independent Registered Municipal 
Advisor (IRMA) and satisfy the following IRMA 
exemption requirements1:

• The IRMA must be a registered municipal agent.

• The IRMA cannot have had an association for the past 
two years with the market participant(s) seeking the 

1. https://www.sec.gov/info/municipal/mun-advisors-faqs.shtml
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exemption.

• The market participant(s) seeking to rely on this 
exemption must receive a written statement from the 
hospital explaining that the hospital is represented by 
and will rely on the advice of the IRMA.

• The market participant(s) seeking the exemption will 
provide written disclosures to the hospital and the 
IRMA that they are not a municipal advisor and are 
not subject to the fiduciary obligations of a municipal 
advisor.

The IRMA exemption allows the IRMA to help the hospital 
evaluate financial advice from other market participants 
and identify potential conflicts of interest. Before hiring an 
IRMA, hospitals should:

• Make sure the IRMA meets all licensing and regulatory 
requirements.

• Confirm that the IRMA is listed as a broker-dealer on 
FINRA.org.

• Check the IRMA’s references.

If a hospital wants a broker-dealer to serve as the bond 
underwriter, the following conditions should be fulfilled to 
meet the Municipal Advisor Rule’s underwriter exclusion:

• The broker-dealer is engaged to provide advice for a 
specific issuance of municipal securities.

• An engagement letter is executed and approved of by 
the hospital requesting the broker-dealer’s underwriting 
services for a specific issuance of municipal securities.

Because this exclusion is limited to servicing a specific 
transaction, it is not an option for hospitals that haven’t 
decided on their financing plan. Also, hospitals can 
only receive advice from broker-dealers retained for a 
specific transaction who meet the underwriter exclusion 
requirements. It’s important to note that a broker-dealer that 
is acting as a municipal advisor for a hospital is prohibited 
from switching to the role of underwriter for the same 
issuance of municipal securities by MSRB Rule G-23.

A hospital can also obtain advice from a municipal advisor 
by writing a request for proposal (RFP) seeking input on 
specific objectives. The RFP exemption requirements are:

• The RFP is sent to at least three firms or is publicly 
posted on the hospital’s website.

• The RFP is open for a specified amount of time (six 
months is considered reasonable).

If the hospital is interested in soliciting ideas from pre-
screened or pre-qualified market participants, “mini RFPs” 
can target those participants. Mini RFP requirements 
include that:  

• The RFP be open for a specified amount of time (three 

months is considered reasonable).

• The RFP be sent to either the entire pool or at least 
three of the pre-qualified market participants.

A Municipal Advisor Case Study

The Loma Linda University Medical Center (LLUMC) 
located in Loma Linda, California provides an example 
of the role a municipal advisor can play in hospital bond 
financing. LLUMC operates six hospitals and began a 
campus transformation plan for 2016 by targeting debt 
consolidation with a focus on long-term sustainability. 
Serving as their municipal advisor, Lancaster Pollard 
worked with LLUMC’s executive team to identify the best 
financial strategy. The firm strategized with LLUMC on 
their 2014 bonds to support the optimization of the existing 
debt structure. The refunding leveraged favorable market 
conditions to secure long-term capital ahead of LLUMC’s 
scheduled campus redevelopment plans.

The project resulted in the placement of $683.3 million in 
Series 2014 refunding revenue bonds, qualifying it as one 
of the largest “BBB” rated health care transactions in the 
history of the municipal bond market. Acting in its fiduciary 
role as the municipal advisor, Lancaster Pollard coordinated 
and handled negotiations with various third parties to create 
efficiencies resulting in cost savings for the hospital. In a 
final review of the project:

• LLUMC’s debt was refunded

• Funding was provided for additional capital 
expenditures

• New permanent debt structure included a long-term, 
low fixed-interest rate

• A lower debt service resulted in substantial savings for 
LLUMC

The Bottom Line

The regulatory changes of the Municipal Advisor Rule have 
the potential to safeguard hospitals that are planning bond 
transactions. Hospital leadership should consider educating 
themselves on these new regulations and using them to 
their benefit as appropriate. Identifying investment banks 
with a record of success in bond financing negotiations 
is a necessary first step. Experience in debt underwriting 
and an ability to understand borrower, underwriter and 
investor perspectives gives an investment bank serving 
as a municipal advisor the ability to fulfill their fiduciary 
obligation to the hospital, align their fees to the transaction, 
and focus on a mutually beneficial outcome.
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