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§1254.1

§1254.1 Purpose and scope.

(a) The purpose of this part is to set
forth standards and criteria for the
process an Enterprise must establish to
validate and approve any credit score
model that produces any credit score
that the Enterprise requires in its
mortgage purchase procedures and sys-
tems.

(b) The validation and approval proc-
ess for a credit score model includes
the following phases: Solicitation of
Applications, Submission of Applica-
tions and Initial Review, Credit Score
Assessment, and Enterprise Business
Assessment.

§1254.2 Definitions.

For purposes of this part, the fol-
lowing definitions apply. Definitions of
other terms may be found in 12 CFR
part 1201, General Definitions Applying
to All Federal Housing Finance Agency
Regulations.

Credit score means a numerical value
or a categorization created by a third
party derived from a statistical tool or
modeling system used by a person who
makes or arranges a loan to predict the
likelihood of certain credit behaviors,
including default.

Credit score model means a statistical
tool or algorithm created by a third
party used to produce a numerical
value or categorization to predict the
likelihood of certain credit behaviors.

Credit score model developer means any
person with ownership rights in the in-
tellectual property of a credit score
model.

Days means calendar days.

Mortgage means a residential mort-
gage as that term is defined at 12
U.S.C. 1451(h).

Person means an individual, sole pro-
prietor, partnership, corporation, unin-
corporated association, trust, joint
venture, pool, syndicate, organization,
or other legal entity.

§1254.3 Computation of time.

For purposes of this part, each time
period begins on the day after the rel-
evant event occurs (e.g., the day after a
submission is made) and continues
through the last day of the relevant pe-
riod. When the last day is a Saturday,
Sunday, or Federal holiday, the period
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runs until the end of the next business
day.

§1254.4 Requirements for use of a
credit score.

(a) Enterprise use of a credit score. An
Enterprise is not required to use a
credit score for any business purpose.
However, if an Enterprise conditions
its purchase of a mortgage on the pro-
vision of a credit score for the bor-
rower:

(1) The credit score must be derived
from a credit score model that has been
approved by the Enterprise in accord-
ance with this part; and

(2) The Enterprise must provide for
the use of the credit score by any auto-
mated underwriting system that uses a
credit score and any other procedures
and systems used by the Enterprise
that use a credit score for mortgage
purchases.

(b) Replacement of credit score model.
An Enterprise may replace any credit
score model then in use after a new
credit score model has been approved
in accordance with this part.

(¢c) No right to continuing use. Enter-
prise use of a particular credit score
model does not create any right to or
expectation of continuing, future, or
permanent use of that credit score
model by an Enterprise.

§1254.5 Solicitation of applications.

(a) Required solicitations. FHFA peri-
odically will require the Enterprises to
solicit applications from credit score
model developers. FHFA will deter-
mine whether a solicitation should be
initiated. FHFA will establish the so-
licitation requirement by notice to the
Enterprises, which will include:

(1) The requirement to submit a
Credit Score Solicitation to FHFA for
review;

(2) A deadline for submission of the
Credit Score Solicitation; and

(3) A timeframe for the solicitation
period.

(b) Credit Score Solicitation. In connec-
tion with each required solicitation, an
Enterprise must submit to FHFA a
Credit Score Solicitation including:

(1) The opening and closing dates of
the solicitation time period during
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which the Enterprise will accept appli-
cations from credit score model devel-
opers;

(2) A description of the information
that must be submitted with an appli-
cation;

(3) A description of the process by
which the Enterprise will obtain data
for the assessment of the credit score
model;

(4) A description of the process for
the Credit Score Assessment and the
Enterprise Business Assessment; and

(5) Any other requirements as deter-
mined by the Enterprise.

(c) Review by FHFA. Within 45 days of
an Enterprise submission of its Credit
Score Solicitation to FHFA, FHFA will
either approve or disapprove the Enter-
prise’s Credit Score Solicitation. FHFA
may extend the time period for its re-
view as needed. FHFA may impose
such terms, conditions, or limitations
on the approval of a Credit Score Solic-
itation as FHFA determines to be ap-
propriate.

(d) Publication. Upon approval by
FHFA, the Enterprise must publish the
Credit Score Solicitation on its website
for at least 90 days prior to the start of
the solicitation time period.

(e) Initial solicitation. Each Enterprise
must submit its initial Credit Score
Solicitation to FHFA within 60 days of
the effective date of this regulation.
The initial solicitation time period will
begin on a date determined by FHFA
and will extend for 120 days.

§1254.6 Submission and initial review
of applications.

(a) Application requirements. Each ap-
plication submitted in response to a
Credit Score Solicitation must meet
the requirements set forth in the Cred-
it Score Solicitation to which it re-
sponds. Each application must include
the following elements, and any addi-
tional requirements that may be set
forth in the Credit Score Solicitation:

(1) Application fee. Each application
must include an application fee estab-
lished by the Enterprise. An Enterprise
may address conditions for refunding a
portion of a fee in the Credit Score So-
licitation. The application fee is in-
tended to cover the direct costs to the
Enterprise of conducting the Credit
Score Assessment.

§1254.6

(2) Fair lending certification and com-
pliance. Bach application must address
compliance of the credit score model
and credit scores produced by it with
federal fair lending requirements, in-
cluding information on any fair lending
testing and evaluation of the model
conducted. Each application must in-
clude a certification that no char-
acteristic that is based directly on or is
highly correlated solely with a classi-
fication prohibited under the Equal
Credit Opportunity Act (15 U.S.C.
1691(a)(1)), the Fair Housing Act (42
U.S.C. 3605(a)), or the Safety and
Soundness Act (12 U.S.C. 4545(1)) was
used in the development of the credit
score model or is used as a factor in the
credit score model to produce credit
scores.

(3) Use of model by industry. Each ap-
plication must demonstrate use of the
credit score by creditors to make a de-
cision whether to extend credit to a
prospective borrower. An Enterprise
may address criteria for such dem-
onstration in the Credit Score Solicita-
tion. An Enterprise may permit such
demonstration of use to include sub-
mission of testimonials by creditors
(mortgage or non-mortgage) who use
the applicant’s credit score when mak-
ing a determination to approve the ex-
tension of credit.

(4) Qualification of credit score model
developer. Each application must in-
clude any information that an Enter-
prise may require to evaluate the cred-
it score model developer (i.e., relevant
experience and financial capacity).
Such information must include a de-
tailed description of the credit score
model developer’s:

(i) Corporate structure, including any
business relationship to any other per-
son through any degree of common
ownership or control;

(i1) Governance structure; and

(iii) Past financial performance.

(6) Other requirements. Each applica-
tion must include any other informa-
tion an Enterprise may require.

(b) Historical consumer credit data. An
Enterprise may obtain any historical
consumer credit data necessary for the
Enterprise to test a credit score mod-
el’s historical record of measuring and
predicting default rates and other cred-
it behaviors. An Enterprise may assess
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