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regulatory financial report as a com-
bined entity with its appropriate regu-
lator, to provide the combined pro 
forma financial statement for the com-
bined entity filed with the regulator 
that approved the merger or acquisi-
tion. 

§ 1263.16 Financial condition require-
ment for insurance company and 
certain CDFI applicants. 

(a) Insurance companies. An insurance 
company applicant shall be deemed to 
meet the financial condition require-
ment of § 1263.6(a)(4) if, based on the in-
formation contained in the applicant’s 
most recent regulatory financial report 
filed with its appropriate regulator, the 
applicant meets all of its minimum 
statutory and regulatory capital re-
quirements and the capital standards 
established by the National Associa-
tion of Insurance Commissioners. 

(b) CDFIs other than CDFI credit 
unions—(1) Review requirement. In order 
for a Bank to determine whether a 
CDFI applicant, other than a CDFI 
credit union, has complied with the fi-
nancial condition requirement of 
§ 1263.6(a)(4), the applicant shall sub-
mit, as a part of its membership appli-
cation, each of the following docu-
ments, and the Bank shall consider all 
such information prior to acting on the 
application for membership: 

(i) Financial statements. An inde-
pendent audit conducted within the 
prior year in accordance with generally 
accepted auditing standards by a cer-
tified public accounting firm, plus 
more recent quarterly statements, if 
available, and financial statements for 
the two years prior to the most recent 
audited financial statement. At a min-
imum, all such financial statements 
must include income and expense 
statements, statements of activities, 
statements of financial position, and 
statements of cash flows. The financial 
statement for the most recent year 
must include separate schedules or dis-
closures of the financial position of 
each of the applicant’s affiliates, de-
scriptions of their lines of business, de-
tailed financial disclosures of the rela-
tionship between the applicant and its 
affiliates (such as indebtedness or sub-
ordinate debt obligations), disclosures 
of interlocking directorships with each 

affiliate, and identification of tem-
porary and permanently restricted 
funds and the requirements of these re-
strictions; 

(ii) CDFI Fund certification. The cer-
tification that the applicant has re-
ceived from the CDFI Fund. If the cer-
tification is more than three years old, 
the applicant must also submit a writ-
ten statement attesting that there 
have been no material events or occur-
rences since the date of certification 
that would adversely affect its stra-
tegic direction, mission, or business op-
erations; and 

(iii) Additional information. Any other 
relevant document or information a 
Bank requests concerning the appli-
cant’s financial condition that is not 
contained in the applicant’s financial 
statements, as well as any other infor-
mation that the applicant believes 
demonstrates that it satisfies the fi-
nancial condition requirement of 
§ 1263.6(a)(4), notwithstanding its fail-
ure to meet any of the financial condi-
tion standards of paragraph (b)(2) of 
this section. 

(2) Standards. A CDFI applicant, 
other than a CDFI credit union, shall 
be deemed to be in compliance with the 
financial condition requirement of 
§ 1263.6(a)(4) if it meets all of the fol-
lowing minimum financial standards— 

(i) Net asset ratio. The applicant’s 
ratio of net assets to total assets is at 
least 20 percent, with net and total as-
sets including restricted assets, where 
net assets is calculated as the residual 
value of assets over liabilities and is 
based on information derived from the 
applicant’s most recent financial state-
ments; 

(ii) Earnings. The applicant has 
shown positive net income, where net 
income is calculated as gross revenues 
less total expenses, is based on infor-
mation derived from the applicant’s 
most recent financial statements, and 
is measured as a rolling three-year av-
erage; 

(iii) Loan loss reserves. The appli-
cant’s ratio of loan loss reserves to 
loans and leases 90 days or more delin-
quent (including loans sold with full re-
course) is at least 30 percent, where 
loan loss reserves are a specified bal-
ance sheet account that reflects the 
amount reserved for loans expected to 
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be uncollectible and are based on infor-
mation derived from the applicant’s 
most recent financial statements; 

(iv) Liquidity. The applicant has an 
operating liquidity ratio of at least 1.0 
for the four most recent quarters, and 
for one or both of the two preceding 
years, where the numerator of the 
ratio includes unrestricted cash and 
cash equivalents and the denominator 
of the ratio is the average quarterly 
operating expense. 

§ 1263.17 Rebuttable presumptions. 
(a) Rebutting presumptive compliance. 

The presumption that an applicant 
meeting the requirements of §§ 1263.7 to 
1263.16 is in compliance with section 
4(a) of the Bank Act (12 U.S.C. 1424(a)) 
and § 1263.6(a) and (b), may be rebutted, 
and the Bank may deny membership to 
the applicant, if the Bank obtains sub-
stantial evidence to overcome the pre-
sumption of compliance. 

(b) Rebutting presumptive noncompli-
ance. The presumption that an appli-
cant not meeting a particular require-
ment of §§ 1263.8, 1263.11, 1263.12, 1263.13, 
or 1263.16, is in noncompliance with 
section 4(a) of the Bank Act (12 U.S.C. 
1424(a)), and § 1263.6(a)(2), (4), (5), or (6) 
may be rebutted. The applicant shall 
be deemed to meet such requirement, if 
the applicable requirements in this sec-
tion are satisfied. 

(c) Presumptive noncompliance by in-
surance company applicant with ‘‘subject 
to inspection and regulation’’ requirement 
of § 1263.8. If an insurance company ap-
plicant is not subject to inspection and 
regulation by an appropriate State reg-
ulator accredited by the National Asso-
ciation of Insurance Commissioners 
(NAIC), as required by § 1263.8, the ap-
plicant or the Bank shall prepare a 
written justification that provides sub-
stantial evidence acceptable to the 
Bank that the applicant is subject to 
inspection and regulation as required 
by § 1263.6(a)(2), notwithstanding the 
lack of NAIC accreditation. 

(d) Presumptive noncompliance with fi-
nancial condition requirements of 
§§ 1263.11 and 1263.16—(1) Applicants sub-
ject to § 1263.11. For applicants subject 
to § 1263.11, in the case of an applicant’s 
lack of a composite regulatory exam-
ination rating within the two-year pe-
riod required by § 1263.11(b)(1), a vari-

ance from the rating required by 
§ 1263.11(b)(3)(i), or a variance from a 
performance trend criterion required 
by § 1263.11(b)(3)(i), the applicant or the 
Bank shall prepare a written justifica-
tion pertaining to such requirement 
that provides substantial evidence ac-
ceptable to the Bank that the appli-
cant is in the financial condition re-
quired by § 1263.6(a)(4), notwithstanding 
the lack of rating or variance. 

(2) Applicants subject to § 1263.16. For 
applicants subject to § 1263.16, in the 
case of an insurance company appli-
cant’s variance from a capital require-
ment or standard of § 1263.16(a) or, in 
the case of a CDFI applicant’s variance 
from the standards of § 1263.16(b), the 
applicant or the Bank shall prepare a 
written justification pertaining to such 
requirement or standard that provides 
substantial evidence acceptable to the 
Bank that the applicant is in the finan-
cial condition required by § 1263.6(a)(4), 
notwithstanding the variance. 

(e) Presumptive noncompliance with 
character of management requirement of 
§ 1263.12—(1) Enforcement actions. If an 
applicant or any of its directors or sen-
ior officers is subject to, or operating 
under, any enforcement action insti-
tuted by its appropriate regulator, the 
applicant shall provide or the Bank 
shall obtain: 

(i) Regulator confirmation. Written or 
verbal confirmation from the appli-
cant’s appropriate regulator that the 
applicant or its directors or senior offi-
cers are in substantial compliance with 
all aspects of the enforcement action; 
or 

(ii) Written analysis. A written anal-
ysis acceptable to the Bank indicating 
that the applicant or its directors or 
senior officers are in substantial com-
pliance with all aspects of the enforce-
ment action. The written analysis shall 
state each action the applicant or its 
directors or senior officers are required 
to take by the enforcement action, the 
actions actually taken by the applicant 
or its directors or senior officers, and 
whether the applicant regards this as 
substantial compliance with all aspects 
of the enforcement action. 

(2) Criminal, civil or administrative pro-
ceedings. If an applicant or any of its 
directors or senior officers has been the 
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