AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

§1238.2

(b) Purpose. (1) This part implements
section 165(i)(2) of the Dodd-Frank Act,
as amended by section 401 of the
EGRRCPA, which requires all large fi-
nancial companies that have total con-
solidated assets of more than $250 bil-
lion, and are regulated by a primary
federal financial regulatory agency, to
conduct periodic stress tests.

(2) This part establishes require-
ments that apply to each Enterprise’s
performance of periodic stress tests.
The purpose of the periodic stress test
is to provide the Enterprises, FHFA,
and the FRB with additional, forward-
looking information that will help
them to assess capital adequacy at the
Enterprises under various scenarios; to
review the Enterprises’ stress test re-
sults; and to increase public disclosure
of the Enterprises’ capital condition by
requiring broad dissemination of the
stress test scenarios and results.

[85 FR 16529, Mar. 24, 2020]

§1238.2 Definitions.

For purposes of this part, the fol-
lowing definitions apply:

Planning horizcon means the period of
time over which the stress projections
must extend. The planning horizon
cannot be less than nine quarters.

Scenarios are sets of economic and fi-
nancial conditions used in the Enter-
prises’ stress tests, including baseline
and severely adverse.

Stress test is a process to assess the
potential impact on an Enterprise of
economic and financial conditions
(‘‘scenarios’’) on the consolidated earn-
ings, losses, and capital of the Enter-
prise over a set planning horizon, tak-
ing into account the current condition
of the Enterprise and the Enterprise’s
risks, exposures, strategies, and activi-
ties.

[85 FR 16530, Mar. 24, 2020]

§1238.3 Annual stress test.

(a) In general. Each Enterprise:

(1) Shall complete an annual stress
test of itself based on its data as of De-
cember 31 of the preceding calendar
year;

(2) The stress test shall be conducted
in accordance with this section and the
methodologies and practices described
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in §1238.4 and in a supplemental guid-
ance or order.

(b) Scenarios provided by FHFA. In
conducting its annual stress tests
under this section, each Enterprise
must use scenarios provided by FHFA,
which shall be generally consistent
with and comparable to those estab-
lished by the FRB, that reflect a min-
imum of two sets of economic and fi-
nancial conditions, including a base-
line and severely adverse scenario. Not
later than 30 days after the FRB pub-
lishes its scenarios, FHFA will issue to
the Enterprises a description of the
baseline and severely adverse scenarios
that each Enterprise shall use to con-
duct its annual stress tests under this
part.

[85 FR 16530, Mar. 24, 2020]

§1238.4 Methodologies and practices.

(a) Potential impact. Except as noted
in this subpart, in conducting a stress
test under §1238.3, each Enterprise
shall calculate how each of the fol-
lowing is affected during each quarter
of the stress test planning horizon, for
each scenario:

(1) Potential losses, pre-provision net
revenues, and future pro forma capital
positions over the planning horizon;
and

(2) Capital levels and capital ratios,
including regulatory capital and net
worth, and any other capital ratios
specified by FHFA.

(b) Planning horizon. Each Enterprise
must use a planning horizon of at least
nine quarters over which the impact of
specified scenarios would be assessed.

(c) Additional analytical techniques. If
FHFA determines that the stress test
methodologies and practices of an En-
terprise are deficient, FHFA may de-
termine that additional or alternative
analytical techniques and exercises are
appropriate for an Enterprise to use in
identifying, measuring, and monitoring
risks to the financial soundness of the
Enterprise, and require an Enterprise
to implement such techniques and ex-
ercises in order to fulfill the require-
ments of this part. In addition, FHFA
will issue guidance annually to de-
scribe the baseline and severely ad-
verse scenarios, and methodologies to
be used in conducting the annual stress
test.
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