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amended, implementing regulations, 
and HUD directives. 

Service area means that geographical 
area, identified by zip codes, from 
which a substantial majority of a hos-
pital’s patients derive. 

State includes the several states, 
Puerto Rico, the District of Columbia, 
Guam, the Trust Territory of the Pa-
cific Islands, American Samoa, and the 
United States Virgin Islands. 

Substantial rehabilitation means addi-
tions, expansion, remodeling, renova-
tion, modernization, repair, and alter-
ation of existing buildings, including 
acquisition of new or replacement 
equipment. 

Surplus Cash means any cash earned 
in the applicable fiscal period, includ-
ing accounts receivable and equity bal-
ance, remaining after all of the fol-
lowing conditions have been met: 

(1) Final endorsement of the HUD-in-
sured note has occurred; 

(2) Mortgage payments for the pre-
ceding 12 months have been made when 
due, including any grace period; 

(3) The Debt Service Coverage Ratio 
is greater than or equal to 1.50 in the 
most recent audited financial state-
ments and as of the date of distribu-
tion; 

(4) Days in Accounts Receivable are 
less than or equal to 80 in the most re-
cent audited financial statements and 
as of the date of distribution; 

(5) The average payment period is 
less than or equal to 80 in the most re-
cent audited financial statements and 
as of the date of distribution; 

(6) The Mortgage Reserve Fund 
(MRF) is fully funded as of the date of 
the distribution in conformity with the 
MRF schedule; 

(7) All income, property, and statu-
tory employer payroll taxes and em-
ployee payroll withholding contribu-
tions (including penalties and interest, 
if applicable) have been deposited as of 
the date of the distribution, as re-
quired; 

(8) The Current Ratio is greater than 
or equal to 1.50 in the most recent au-
dited financial statements and imme-
diately after the distribution; 

(9) Days of cash on hand are greater 
than or equal to 21 days in the most re-
cent audited financial statements and 
immediately after the distribution; 

(10) The distribution may not be 
more than 50 percent of Net Income as 
reflected in the most recent audited fi-
nancial statements, unless the Mort-
gagor has an equity financing ratio 
equal to or greater than 20 percent in 
the most recent audited financial 
statements and immediately after the 
distribution; and 

(11) The Equity less any assets ex-
cluded from the mortgaged property is 
greater than 0.00 in the most recent au-
dited financial statements and imme-
diately after the distribution is made. 
As used in this definition: 

‘‘Most recent audited financial state-
ments’’ refers to the audited financial 
statement required under section 242.58 
for the prior fiscal year; 

‘‘Net Income’’ means Net Income for 
for-profit entities; Excess of Revenues 
over Expenses for not-for-profit enti-
ties; and Excess of Revenues over Ex-
penses before Capital Grants, Contribu-
tions, and Additions to Permanent En-
dowment for governmental entities; 
and 

‘‘Equity financing ratio’’ means (Eq-
uity less any assets excluded from the 
mortgaged property)/(total assets less 
any assets excluded from the mort-
gaged property). Equity is defined as 
Equity for a for-profit entity, Total 
Net Assets for not-for-profit entities, 
and Total Net Assets for governmental 
entities. 

§ 242.2 Program financial self-suffi-
ciency. 

The Commissioner shall administer 
the Section 242 program in such a way 
as to encourage financial self-suffi-
ciency and actuarial soundness; i.e., to 
avoid mortgage defaults and claims for 
insurance benefits in order to protect 
the mortgage insurance fund. 

§ 242.3 Encouragement of certain pro-
grams. 

The activities and functions provided 
for in this part shall be carried out so 
as to encourage provision of com-
prehensive health care, including out-
patient and preventive care as well as 
hospitalization, to a defined popu-
lation, and in the case of public and 
certain not-for-profit hospitals, to en-
courage programs that are undertaken 
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to provide essential health care serv-
ices to all residents of a community re-
gardless of ability to pay. 

§ 242.4 Eligibility for insurance and 
transition provision. 

(a) The hospital to be financed with a 
mortgage insured under this part shall 
involve the construction of a new hos-
pital or the substantial rehabilitation 
(or replacement) of an existing hos-
pital. 

(b) This part applies only to applica-
tions for FHA mortgage insurance sub-
mitted after a pre-application meeting 
(as defined in § 242.1) with HUD that oc-
curred on and after January 28, 2008. 
HUD’s regulations and practices prior 
to January 28, 2008 apply to applica-
tions for FHA mortgage insurance sub-
mitted after a pre-application meeting 
that occurred before January 28, 2008. 

§ 242.5 Eligible mortgagees/lenders. 

The lender requirements set forth in 
24 CFR part 202 regarding approval, re-
certification, withdrawal of approval, 
approval for servicing, report require-
ments, and conditions for supervised 
mortgagees, nonsupervised mortgagees, 
investing mortgagees, and govern-
mental and similar institutions, apply 
to these programs. 

§ 242.6 Property requirements. 

The mortgage, to be eligible for in-
surance, shall be on property located in 
a state, as defined in § 242.1. The mort-
gage shall cover real estate in which 
the mortgagor has one of the following 
interests: 

(a) A fee simple title; 
(b) A lease for not less than 99 years 

that is renewable; or 
(c) A lease having a term of not less 

than 50 years to run from the date the 
mortgage is executed. 

§ 242.7 Maximum mortgage amounts. 

The mortgage shall involve a prin-
cipal obligation not in excess of 90 per-
cent of HUD’s estimate of the replace-
ment cost of the hospital, including the 
equipment to be used in its operation 
when the proposed improvements are 
completed and the equipment is in-
stalled. 

§ 242.8 Standards for licensure and 
methods of operation. 

The Secretary shall require satisfac-
tory evidence that the hospital will be 
located in a state or political subdivi-
sion of a state with reasonable min-
imum standards of licensure and meth-
ods of operation for hospitals, and sat-
isfactory assurance that such stand-
ards will be applied and enforced with 
respect to the hospital. 

§ 242.9 Physician ownership. 

Ownership of an interest in the mort-
gagor by physicians or other profes-
sionals practicing in the hospital is 
permitted within limits determined by 
HUD to avoid insurance risks that may 
be associated with such ownership. The 
Commissioner shall determine if the 
proposed mortgagor will be at low risk 
for violation of regulations of the U.S. 
Department of Health and Human 
Services, other federal regulations, and 
state regulations governing kickbacks, 
self-referrals, and other issues that 
could increase the risk of eventual de-
fault. The Commissioner’s determina-
tion shall be based on an unqualified 
legal opinion as to compliance with ap-
plicable federal law, among other con-
siderations. 

§ 242.10 Eligible mortgagors. 

The mortgagor shall be a public 
mortgagor (i.e., an owner of a public fa-
cility), a private nonprofit corporation 
or association, or a profit-motivated 
mortgagor meeting the definition of 
‘‘hospital’’ in § 242.1. The mortgagor 
shall be approved by HUD and shall 
possess the powers necessary and inci-
dental to operating a hospital. Eligible 
proprietary or profit-motivated mort-
gagors may include for-profit corpora-
tions, limited partnerships, and limited 
liability corporations and companies, 
but may not include natural persons, 
joint ventures, and general partner-
ships. Any proposed mortgagor must 
demonstrate that it has a continuity of 
organization commensurate with the 
term of the mortgage loan being in-
sured. For new organizations, or those 
whose continuity is necessarily depend-
ent upon an individual or individuals, 
broad community participation is re-
quired. 
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