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the previous December 31, the end of its most
recent reporting period. 12 CFR 741.4(b)(5),
(c). The NCUSIF would return one-percent of
$20 million, or $200,000 to Anytown Credit
Union immediately following the effective
date of its conversion. Note that, if Anytown
Credit Union had reported $50 million or
more in assets on June 30, then June 30
would have been the end of its most recent
reporting period. Now further assume that,
on July 15 of that same year, the NCUSIF
had announced an expense that reduced the
equity ratio from 1.3 to .75, which would
have included a write-off (depletion) of 25%,
or 25 basis points, of the one-percent deposit.
The amount of the deposit returned to
Anytown would be reduced by 25%, from
$200,000 to $150,000. If the NCUSIF had an-
nounced expenses reducing the equity ratio
to .75 after the November 15 conversion date,
this announcement would have no effect on
Anytown and it would still receive the full
$200,000 from the NCUSIF.

2. Paragraph (j)(1)(ii) provides that a feder-
ally insured credit union whose insurance
coverage with the NCUSIF terminates, in-
cluding through a conversion to, or merger
into, a nonfederally insured credit union or a
noncredit union entity, will, if the NCUSIF
declares a distribution at the end of the cal-
endar year of conversion, receive a distribu-
tion based on the institution’s insured shares
as of the last day of the most recently ended
reporting period preceding the date of con-
version times the institution’s modified pre-
mium/distribution ratio.

i. To illustrate the application of this para-
graph (j)(1)(ii), again assume Anytown Credit
Union converts to nonfederal insurance on
November 15, and in January of the following
year, the NCUSIF declares a distribution
based on the NCUSIF’s equity ratio as of De-
cember 31. Anytown would receive a pro rata
distribution calculated as its $20 million in
insured shares multiplied by the modified
premium/distribution ratio. Anytown’s modi-
fied premium/distribution ratio, from the
definition in §741.4(b)(5), is one minus
Anytown’s premium/distribution ratio,
which is one minus the ratio of the full num-
ber of months remaining in the year divided
by twelve, which is one minus (one divided
by twelve), which is eleven divided by
twelve. So Anytown would receive a pro rata
distribution based on $20 million of insured
shares times eleven-twelfths, or based on
about $18.33 million in shares.3

3. Paragraph (j)(1)(iii) provides that a fed-
erally insured credit union whose insurance
coverage with the NCUSIF terminates, in-

3Anytown’s actual distribution would be
$18.33 million times the aggregate amount of
the distribution divided by the aggregate
amount of all insured shares at all federally
insured credit unions.
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cluding through a conversion to, or merger
into, a nonfederally insured credit union or a
noncredit union entity, will, if the NCUSIF
assesses a premium in the calendar year of
conversion or merger on or before the day in
which the conversion or merger is com-
pleted, pay a premium based on the institu-
tion’s insured shares as of the last day of the
most recently ended reporting period pre-
ceding the conversion or merger date times
the institution’s modified premium/distribu-
tion ratio. If the institution has previously
paid a premium based on this same assess-
ment that exceeds this amount, the institu-
tion will receive a refund of the difference
following completion of the conversion or
merger.

i. To illustrate these premium provisions,
again assume Anytown Credit Union is a
credit union with $30 million in assets that
converts from federal to nonfederal insur-
ance on November 15 of Year One, and that
Anytown Credit Union had $20 million in in-
sured shares as of the previous December 31
(of Year Zero), the end of its most recent re-
porting period. Further assume that NCUA
declares a premium on February 12 of Year
One and invoices the premium on November
15. Since the premium was declared ‘‘on or
before the day in which [Anytown’s] conver-
sion [was] completed,” §741.4(j)(1)(iii) ap-
plies. Anytown would then pay a premium
based on $20 million (its ‘‘insured shares as
of the last day of the most recently ended re-
porting period preceding the conversion or
merger date’”) times eleven-twelfths (its
“modified premium/distribution ratio’), or
based on about $18.33 million. Note that
NCUA might have already have invoiced
Anytown for the premium sometime between
February 12 and Anytown’s merger on No-
vember 15. If so, Anytown will likely receive
a refund of some of this earlier premium, as
provided in the last sentence of
§741.1(j)(1)(ii), since it may have overpaid
the earlier premium.

[74 FR 63281, Dec. 3, 2009]
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§742.1

§742.1 Regulatory Flexibility Program.

NCUA’s Regulatory Flexibility Pro-
gram (RegFlex) exempts from all or
part of the NCUA regulatory restric-
tions identified elsewhere in this part
credit unions that demonstrate sus-
tained superior performance as meas-
ured by CAMEL rating and net worth
classification. RegFlex credit unions
also are authorized to purchase and
hold an expanded range of obligations.

§742.2 Criteria to qualify for RegFlex
designation.

(a) Automatic qualification. A credit
union automatically qualifies for
RegFlex designation, without formal
notification, when it has:

(1) CAMEL. Received a composite
CAMEL rating of “1” or ‘“2” for the
two (2) preceding examinations; and

(2) Net worth. Maintained a net worth
classification of ‘‘well capitalized”
under part 702 of this chapter for six (6)
consecutive preceding quarters or, if
subject to a risk-based net worth
(RBNW) requirement under part 702 of
this chapter, has remained ‘‘well cap-
italized” for six (6) consecutive pre-
ceding quarters after applying the ap-
plicable RBNW requirement.

(b) Application for designation. A cred-
it union that does not automatically
qualify under paragraph (a) of this sec-
tion may apply for a RegFlex designa-
tion, which may be granted in whole or
in part upon notification by the appro-
priate Regional Director, provided the
credit union has either:

(1) CAMEL. Received a composite
CAMEL rating of ‘3" or better for the
preceding examination; or

(2) Net worth. Maintained a net worth
classification of ‘well capitalized”
under part 702 of this chapter for less
than six (6) consecutive quarters or, if
subject to an RBNW requirement under
part 702 of this chapter, has remained
“well capitalized” for less than six (6)
consecutive preceding quarters after
applying the applicable RBNW require-
ment.

§742.3 Loss and revocation of RegFlex
designation.

(a) Loss of authority. RegFlex author-
ity is lost when a credit union that
qualified automatically under the
CAMEL and net worth criteria in

12 CFR Ch. VII (1-1-12 Edition)

§742.2(a) no longer meets either of
those criteria. Once the authority is
lost, the credit union may no longer
claim the exemptions and authority set
forth in §742.4.

(b) Revocation of authority. The Re-
gional Director may revoke a credit
union’s RegFlex authority under §742.2,
in whole or in part, for substantive,
documented safety and soundness rea-
sons. When revoking RegFlex author-
ity, the regional director must give
written notice to the credit union stat-
ing the reasons for the revocation. The
revocation is effective upon the credit
union’s receipt of notice from the Re-
gional Director.

(c) Appeal of revocation. A credit
union has 60 days from the date of the
regional director’s determination to re-
voke RegFlex authority to appeal the
action, in whole or in part, to NCUA’s
Supervisory Review Committee. The
Regional Director’s determination will
remain in effect unless and until the
Supervisory Review Committee issues
a different determination. If the credit
union is dissatisfied with the decision
of the Supervisory Review Committee,
the credit union has 60 days from the
date of the Committee’s decision to ap-
peal to the NCUA Board.

(d) Grandfathering of past actions. Any
action duly taken in reliance upon
RegFlex authority will not be affected
or undone by subsequent loss or rev-
ocation of that authority. Any actions
exercised after RegFlex authority is
lost or revoked must comply with all
applicable regulatory requirements and
restrictions. Nothing in this part shall
affect NCUA’s authority to require a
credit union to divest its investments
or assets for substantive safety and
soundness reasons.

§742.4 RegFlex relief.

(a) Exemptions. RegFlex credit unions
are exempt from the following regu-
latory restrictions:

(1) Charitable contributions. Section
701.25 of this chapter concerning chari-
table contributions;

(2) Nonmember  deposits. Section
701.32(b) and (c) of this chapter con-
cerning the maximum amount of non-
member deposits a credit union can ac-
cept; and
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(3) Fizred assets. Section 701.36(b)(2) of
this chapter concerning the three-year
partial occupancy requirement when
acquiring unimproved land for future
expansion; RegFlex credit unions are
instead subject to a six-year partial oc-
cupancy requirement when acquiring
unimproved land but remain subject to
all other provisions of that section in-
cluding the waiver provision;

(4) Zero-coupon securities. Section
703.16(b) of this chapter concerning the
maximum maturity length of zero-cou-
pon securities;

(5) Borrowing repurchase transactions.
Section 703.13(d)(3) of this chapter, con-
cerning the maturity of investments a
credit union purchases with the pro-
ceeds received in a borrowing repur-
chase transaction, provided the value
of the investments that mature later
than the borrowing repurchase trans-
action does not exceed 100 percent of
the federal credit union’s net worth;

(6) Commercial mortgage related secu-
rity. Section 703.16(d) of this chapter
prohibiting the purchase of a commer-
cial mortgage related security of an
issuer other than a government-spon-
sored enterprise enumerated in 12
U.S.C. 1757(7)(E), provided:

(i) The security is rated in one of the
two highest rating categories by at
least one nationally-recognized statis-
tical rating organization;

(ii) The security meets the definition
of mortgage related security as defined
in 15 U.S.C. 78c(a)(41) and the definition
of commercial mortgage related secu-
rity as defined in §703.2 of this chapter;

(iii) The security’s underlying pool of
loans contains more than 50 loans with
no one loan representing more than 10
percent of the pool; and

(iv) The aggregate total of commer-
cial mortgage related securities pur-
chased by the Federal credit union does
not exceed 50 percent of its net worth.

(b) Purchase of obligations from a
FICU. A RegFlex credit union is au-
thorized to purchase and hold the fol-
lowing obligations, provided that it
would be empowered to grant them:

(1) Eligible obligations. Eligible obliga-
tions pursuant to §701.23(b)(1)(i) of this
chapter without regard to whether
they are obligations of its members,
provided they are purchased from a fed-
erally-insured credit union only;
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(2) Student loans. Student loans pur-
suant to §701.23(b)(1)(iii) of this chap-
ter, provided they are purchased from a
federally-insured credit union only;

(3) Mortgage loans. Real-state secured
loans pursuant to 701.23(b)(1)(iv) of this
chapter, provided they are purchased
from a federally-insured credit union
only;

(4) Eligible obligations of a liquidating
credit union. Eligible obligations of a
liquidating credit union pursuant to
§701.23(b)(1)(ii) of this chapter without
regard to whether they are obligations
of the liquidating credit union’s mem-
bers, provided that such purchases do
not exceed 5 percent (56%) of the
unimpaired capital and surplus of the
purchasing credit union.

[71 FR 4039, Jan. 25, 2006, as amended at 72
FR 30247, May 31, 2007; 74 FR 13083, Mar. 26,
2009; 75 FR 34622, June 18, 2010; 75 FR 66298,
Oct. 28, 2010]
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