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other documentation provided to the 
Bank, in the case of a CDFI applicant 
that does not file such reports, the ap-
plicant originates or purchases long- 
term home mortgage loans. 

§ 1263.10 Ten percent requirement for 
certain insured depository institu-
tion applicants. 

An insured depository institution ap-
plicant that is subject to the 10 percent 
requirement of section 4(a)(2)(A) of the 
Bank Act (12 U.S.C. 1424(a)(2)(A)) and 
§ 1263.6(b) shall be deemed to be in com-
pliance with such requirement if, based 
on the applicant’s most recent regu-
latory financial report filed with its 
appropriate regulator, the applicant 
has at least 10 percent of its total as-
sets in residential mortgage loans, ex-
cept that any assets used to secure 
mortgage debt securities as described 
in paragraph (6) of the definition of 
‘‘residential mortgage loan’’ set forth in 
§ 1263.1 shall not be used to meet this 
requirement. 

§ 1263.11 Financial condition require-
ment for depository institutions 
and CDFI credit unions. 

(a) Review requirement. In deter-
mining whether a building and loan as-
sociation, savings and loan association, 
cooperative bank, homestead associa-
tion, savings bank, insured depository 
institution, or CDFI credit union has 
complied with the financial condition 
requirements of section 4(a)(2)(B) of 
the Bank Act (12 U.S.C. 1424(a)(2)(B)) 
and § 1263.6(a)(4), the Bank shall obtain 
as a part of the membership applica-
tion and review each of the following 
documents: 

(1) Regulatory financial reports. The 
regulatory financial reports filed by 
the applicant with its appropriate reg-
ulator for the last six calendar quar-
ters and three year-ends preceding the 
date the Bank receives the application; 

(2) Financial statement. In order of 
preference— 

(i) The most recent independent 
audit of the applicant conducted in ac-
cordance with generally accepted au-
diting standards by a certified public 
accounting firm which submits a re-
port on the applicant; 

(ii) The most recent independent 
audit of the applicant’s parent holding 

company conducted in accordance with 
generally accepted auditing standards 
by a certified public accounting firm 
which submits a report on the consoli-
dated holding company but not on the 
applicant separately; 

(iii) The most recent directors’ exam-
ination of the applicant conducted in 
accordance with generally accepted au-
diting standards by a certified public 
accounting firm; 

(iv) The most recent directors’ exam-
ination of the applicant performed by 
other external auditors; 

(v) The most recent review of the ap-
plicant’s financial statements by exter-
nal auditors; 

(vi) The most recent compilation of 
the applicant’s financial statements by 
external auditors; or 

(vii) The most recent audit of other 
procedures of the applicant. 

(3) Regulatory examination report. The 
applicant’s most recent available regu-
latory examination report prepared by 
its appropriate regulator, a summary 
prepared by the Bank of the applicant’s 
strengths and weaknesses as cited in 
the regulatory examination report, and 
a summary prepared by the Bank or 
applicant of actions taken by the appli-
cant to respond to examination weak-
nesses; 

(4) Enforcement actions. A description 
prepared by the Bank or applicant of 
any outstanding enforcement actions 
against the applicant, responses by the 
applicant, reports as required by the 
enforcement action, and verbal or writ-
ten indications, if available, from the 
appropriate regulator of how the appli-
cant is complying with the terms of 
the enforcement action; and 

(5) Additional information. Any other 
relevant document or information con-
cerning the applicant that comes to 
the Bank’s attention in reviewing the 
applicant’s financial condition. 

(b) Standards. An applicant of the 
type described in paragraph (a) of this 
section shall be deemed to be in com-
pliance with the financial condition re-
quirement of section 4(a)(2)(B) of the 
Bank Act (12 U.S.C. 1424(a)(2)(B)) and 
§ 1263.6(a)(4), if: 
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(1) Recent composite regulatory exam-
ination rating. The applicant has re-
ceived a composite regulatory exam-
ination rating from its appropriate reg-
ulator within two years preceding the 
date the Bank receives the application; 

(2) Capital requirement. The applicant 
meets all of its minimum statutory 
and regulatory capital requirements as 
reported in its most recent quarter-end 
regulatory financial report filed with 
its appropriate regulator; and 

(3) Minimum performance standard—(i) 
Except as provided in paragraph 
(b)(3)(iii) of this section, the appli-
cant’s most recent composite regu-
latory examination rating from its ap-
propriate regulator within the past two 
years was ‘‘1’’, or the most recent rating 
was ‘‘2’’ or ‘‘3’’ and, based on the appli-
cant’s most recent regulatory financial 
report filed with its appropriate regu-
lator, the applicant satisfied all of the 
following performance trend criteria— 

(A) Earnings. The applicant’s ad-
justed net income was positive in four 
of the six most recent calendar quar-
ters; 

(B) Nonperforming assets. The appli-
cant’s nonperforming loans and leases 
plus other real estate owned, did not 
exceed 10 percent of its total loans and 
leases plus other real estate owned, in 
the most recent calendar quarter; and 

(C) Allowance for loan and lease losses. 
The applicant’s ratio of its allowance 
for loan and lease losses plus the allo-
cated transfer risk reserve to nonper-
forming loans and leases was 60 percent 
or greater during four of the six most 
recent calendar quarters. 

(ii) For applicants that are not re-
quired to report financial data to their 
appropriate regulator on a quarterly 
basis, the information required in para-
graph (b)(3)(i) of this section may be 
reported on a semi-annual basis. 

(iii) A CDFI credit union applicant 
must meet the performance trend cri-
teria in paragraph (b)(3)(i) of this sec-
tion irrespective of its composite regu-
latory examination rating. 

(c) Eligible collateral not considered. 
The availability of sufficient eligible 
collateral to secure advances to the ap-
plicant is presumed and shall not be 
considered in determining whether an 
applicant is in the financial condition 
required by section 4(a)(2)(B) of the 

Bank Act (12 U.S.C. 1424(a)(2)(B)) and 
§ 1263.6(a)(4). 

§ 1263.12 Character of management re-
quirement. 

(a) General. A building and loan asso-
ciation, savings and loan association, 
cooperative bank, homestead associa-
tion, savings bank, insured depository 
institution, insurance company, and 
CDFI credit union shall be deemed to 
be in compliance with the character of 
management requirements of section 
4(a)(2)(C) of the Bank Act (12 U.S.C. 
1424(a)(2)(C)) and § 1263.6(a)(5) if the ap-
plicant provides to the Bank an un-
qualified written certification duly 
adopted by the applicant’s board of di-
rectors, or by an individual with au-
thority to act on behalf of the appli-
cant’s board of directors, that: 

(1) Enforcement actions. Neither the 
applicant nor any of its directors or 
senior officers is subject to, or oper-
ating under, any enforcement action 
instituted by its appropriate regulator; 

(2) Criminal, civil or administrative pro-
ceedings. Neither the applicant nor any 
of its directors or senior officers has 
been the subject of any criminal, civil 
or administrative proceedings reflect-
ing upon creditworthiness, business 
judgment, or moral turpitude since the 
most recent regulatory examination 
report; and 

(3) Criminal, civil or administrative 
monetary liabilities, lawsuits or judg-
ments. There are no known potential 
criminal, civil or administrative mone-
tary liabilities, material pending law-
suits, or unsatisfied judgments against 
the applicant or any of its directors or 
senior officers since the most recent 
regulatory examination report, that 
are significant to the applicant’s oper-
ations. 

(b) CDFIs other than CDFI credit 
unions. A CDFI applicant, other than a 
CDFI credit union, shall be deemed to 
be in compliance with the character of 
management requirement of 
§ 1263.6(a)(5), if the applicant provides 
an unqualified written certification 
duly adopted by the applicant’s board 
of directors, or by an individual with 
authority to act on behalf of the appli-
cant’s board of directors, that: 

(1) Criminal, civil or administrative pro-
ceedings. Neither the applicant nor any 
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