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§1252.2

§1252.2 Effective duration.

This part shall be in effect for each
Enterprise so long as—

(a) This part has not been superseded
through amendment, and

(b) The Enterprise remains subject to
the terms and obligations of the re-
spective Senior Preferred Stock Pur-
chase Agreement.
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§1253.1 Purpose and authority.

The purpose of this part is to estab-
lish policies and procedures imple-
menting the prior approval authority
for Enterprise products, in accordance
with section 1321 of the Federal Hous-
ing Enterprises Financial Safety and
Soundness Act of 1992 (12 U.S.C. 4541),
as amended (Safety and Soundness
Act).

§1253.2 Definitions.

For purposes of this part:

Activity means a business line, busi-
ness practice, offering, or service, in-
cluding a guarantee, a financial instru-
ment, consulting or marketing, that
the Enterprise provides to the market
either on a standalone basis or as part
of a business line, business practice, of-
fering, or service.

Authorizing statute means the Federal
National Mortgage Association Charter
Act and the Federal Home Loan Mort-
gage Corporation Act, as applicable.

12 CFR Ch. XII (1-1-25 Edition)

Credit risk is the potential that a bor-
rower or counterparty will fail to meet
its obligations in accordance with
agreed terms. Credit risk includes the
decline in measured quality of a credit
exposure that might result in increased
capital costs, provisioning expenses, or
a reduction in economic return.

Days means calendar days.

Market risk means the risk that the
market value, or estimated fair value
if the market value is not available, of
an Enterprise’s portfolio will decline as
a result of changes in interest rates,
foreign exchange rates, or equity or
commodity prices.

New activity has the meaning pro-
vided in §1253.3.

New product has the meaning pro-
vided in §1253.4.

Operational risk means the risk of loss
resulting from inadequate or failed in-
ternal processes, people, or systems, or
from external events, including all di-
rect and indirect economic losses re-
lated to legal liability. Operational
risk includes reputational risk, which
is the potential for substantial nega-
tive publicity regarding an Enterprise’s
business practices.

Pilot means an activity that has a
limited term and scope for purposes of
evaluating the viability of the activity.
A pilot may also be referred to as a
testing initiative, test and learn, tem-
porary authorization, or by other
names.

§1253.3 New activity description and
exclusions.

(a) A new activity is any of the fol-
lowing if not engaged in by the Enter-
prise on or before February 27, 2023:

(1) An activity;

(2) An enhancement, alteration, or
modification to an activity that—

(i) Requires a new resource, type of
data, policy, modification to an exist-
ing policy, process, or infrastructure;

(ii) Expands the scope or increases
the level of credit risk, market risk, or
operational risk to the Enterprise; or

(iii) Involves a new category of bor-
rower, investor, counterparty, or col-
lateral;

(3) A pilot or a modification to the
volume or duration of a pilot, including
a modification to a pilot that com-
menced before February 27, 2023; or
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(4) An activity that results from a
pilot (including from a pilot that com-
menced before February 27, 2023) or an
enhancement, alteration, or modifica-
tion (as described by paragraphs
(a)(2)(1) through (iii) of this section) to
an activity that results from a pilot
(including from a pilot that com-
menced before February 27, 2023).

(b) A new activity excludes:

(1) An enhancement, alteration, or
modification (as described by para-
graphs (a)(2)(i) through (iii) of this sec-
tion) to the technology, operating sys-
tem, or software to operate the auto-
mated loan underwriting system of an
Enterprise that was in existence as of
July 30, 2008.

(2) An enhancement, alteration, or
modification (as described by para-
graphs (a)(2)(i) through (iii) of this sec-
tion) to the mortgage terms and condi-
tions or mortgage underwriting cri-
teria relating to the mortgages that
are purchased or guaranteed by an En-
terprise, provided that such enhance-
ment, alteration, or modification does
not alter the underlying transaction so
as to include services or financing,
other than residential mortgage fi-
nancing.

(3) Pursuant to the requirements of
§1253.8, any activity undertaken by an
Enterprise that is substantially similar
to—

(i) The automated loan underwriting
system of an Enterprise that was in ex-
istence as of July 30, 2008, including or
any enhancement, alteration, or modi-
fication to the technology, operating
system, or software to operate the
automated loan underwriting system;

(ii) Any enhancement, alteration, or
modification to mortgage terms and
conditions or mortgage underwriting
criteria relating to the mortgages that
are purchased or guaranteed by an En-
terprise, provided that such activity
does not alter the underlying trans-
action so as to include services or fi-
nancing, other than residential mort-
gage financing; and

(iii) A new product that the Director
has approved for either Enterprise
under §1253.6(a) through (f) or §1253.7 or
a new product that is otherwise avail-
able to either Enterprise under
§1253.6(h).

§1253.5

(4) Any Enterprise business practice,
transaction, or conduct performed sole-
ly to facilitate the administration of
an Enterprise’s internal affairs.

§1253.4 New product determination.

(a) A new product is any new activity
that the Director determines merits
public notice and comment about
whether it is in the public interest.

(b) The factors that the Director may
consider when determining whether a
new product is in the public interest
are:

(1) The degree to which the new prod-
uct might advance any of the purposes
of the Enterprise under its authorizing
statute;

(2) The degree to which the new prod-
uct serves underserved markets and
housing goals as set forth in sections
1332-1335 of the Safety and Soundness
Act (12 U.S.C. 4562-4565);

(3) The degree to which the new prod-
uct is being or could be supplied by
other market participants;

(4) The degree to which the new prod-
uct promotes competition in the mar-
ketplace or, to the contrary, would re-
sult in less competition;

(5) The degree to which the new prod-
uct overcomes natural market barriers
or inefficiencies;

(6) The degree to which the new prod-
uct might raise or mitigate risks to the
mortgage finance or financial system;

(7) The degree to which the new prod-
uct furthers fair housing and fair lend-
ing; and

(8) Such other factors as determined
appropriate by the Director.

§1253.5 Notice of new activity.

(a) Before commencing a new activ-
ity, an Enterprise must submit a no-
tice of new activity to FHFA. An En-
terprise may request prior consultation
with FHFA about whether a notice of
new activity is required.

(b) In support of its notice of new ac-
tivity, the Enterprise shall submit
thorough, complete, and specific infor-
mation as described under §1253.9(a).
FHFA will evaluate the notice of new
activity to determine if the submission
contains sufficient information to en-
able the Director to determine whether
the new activity is a new product sub-
ject to prior approval. Once FHFA

439



§1253.6

makes the determination that the sub-
mission is complete, FHFA will notify
the Enterprise that the submission is
“received” for purposes of 12 U.S.C.
4541(e)(2)(B).

(c) Nothing in this regulation limits
or restricts FHFA from reviewing a no-
tice of new activity under any other
applicable law, under the Director’s au-
thority to review for safety and sound-
ness, or to determine whether the ac-
tivity complies with the Enterprise’s
authorizing statute. FHFA may con-
duct such a review as part of its deter-
mination that the notice of new activ-
ity submission is complete.

(d) No later than 15 days after FHFA
notifies the Enterprise that the sub-
mission is received, the Director will
make a determination on the notice of
new activity and will notify the Enter-
prise accordingly. If the Director deter-
mines that the new activity is a new
product, the Enterprise must elect to
either submit a request for prior ap-
proval of the new product under §1253.6
or discontinue its plan to offer the new
product to the market.

(e) If the Director determines that
the new activity is not a new product,
or if after the passage of 15 days the Di-
rector does not make a determination
whether the new activity is a new prod-
uct, the Enterprise may commence the
new activity. The Director may estab-
lish terms, conditions, or limitations
on the Enterprise’s engagement in the
new activity as the Director deter-
mines to be appropriate and with which
the Enterprise must comply in order to
engage in the new activity.

(f) If the Director does not make a
determination within the 15-day pe-
riod, the absence of such determination
does not limit or restrict the Director’s
safety and soundness authority or the
Director’s authority to review the new
activity to confirm that the activity is
consistent with the Enterprise’s au-
thorizing statute.

§1253.6 Request for prior approval of
a new product; public notice; stand-
ards for approval.

(a) An Enterprise must submit a re-
quest for prior approval of a new prod-
uct to FHFA before offering a new
product to the market.

12 CFR Ch. XII (1-1-25 Edition)

(1) An Enterprise may submit a re-
quest for prior approval of a new prod-
uct if the Director determines that a
new activity is a new product under
§1253.5(d) or, following consultation
with FHFA, if the Director authorizes
the Enterprise to submit such a re-
quest without first submitting a notice
of new activity. An Enterprise must
submit a request for prior approval of a
new product to FHFA before offering a
new product to the market.

(2) In support of its request for prior
approval of a new product, the Enter-
prise shall submit thorough, complete,
and specific information as described
under §1253.9(b).

(3) FHF A will evaluate the request to
determine if the submission contains
sufficient information for FHFA to pre-
pare a public notice such that the pub-
lic will be able to provide fully in-
formed comments on the new product.
Once FHFA makes the determination
that the submission is complete, FHFA
will notify the Enterprise that the sub-
mission is ‘‘received’ for purposes of 12
U.S.C. 4541(c)(2).

(b) Following FHFA’s determination
that a submission is complete, FHFA
will publish a public notice soliciting
comments on the new product on
FHFA’s website and in the FEDERAL
REGISTER without delay.

(1) The public notice will describe the
new product and will include such in-
formation from the request for prior
approval of a new product as necessary
to provide the public with sufficient
notice and opportunity to comment on
the new product. The public notice will
provide instructions for the submission
of public comments.

(2) The public will have 30 days from
the date that the public notice is pub-
lished in the FEDERAL REGISTER to pro-
vide comments on the new product.

(3) The Director will consider all pub-
lic comments received by the closing
date of the comment period.

(c) No later than 30 days after the
end of the public comment period, the
Director will provide the Enterprise
with a written determination on
whether it may proceed with the new
product. The written determination
will specify the grounds for the Direc-
tor’s determination.
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(d) The Director may approve the
new product if the Director determines
that the new product:

(1) In the case of Fannie Mae, is au-
thorized under 12 U.S.C. 1717(b)(2), (3),
(4), or () or 12 U.S.C. 1719; or

(2) In the case of Freddie Mac, is au-
thorized under 12 U.S.C. 1454(a)(1), (4),
or (5); and

(3) Is in the public interest; and

(4) Is consistent with the safety and
soundness of the Enterprise or the
mortgage finance system.

(e) The Director may consider the
factors provided in §1253.4(b) when de-
termining whether a new product is in
the public interest.

(f) The Director may establish terms,
conditions, or limitations on the En-
terprise’s offering of the new product
with which the Enterprise must com-
ply in order to offer the new product.

(g) If the Director disapproves the
new product, the Enterprise may not
offer the new product.

(h) If the Director does not make a
determination within 30 days after the
end of the public comment period, the
Enterprise may offer the new product.
The absence of such a determination
within 30 days does not limit or re-
strict the Director’s safety and sound-
ness authority or the Director’s au-
thority to review the new product to
confirm that the product is consistent
with the Enterprise’s authorizing stat-
ute.

(i) The Director may request any in-
formation in addition to that supplied
in the completed request for prior ap-
proval of a new product if, as a result
of public comment or otherwise in the
course of considering the request, the
Director believes that the information
is necessary for the Director’s decision.
The Director may disapprove a new
product if the Director does not receive
the information requested from the En-
terprise in sufficient time to permit
adequate evaluation of the information
within the time periods set forth in
this section.

§1253.7 Temporary approval of a new
product.

(a) The Director may approve a new
product without first seeking public
comment as described in §1253.6 if:

§1253.8

(1) In addition to the information re-
quired by §1253.9(b), the Enterprise sub-
mits a specific request for temporary
approval that describes the exigent cir-
cumstances that make the delay asso-
ciated with a 30-day public comment
period contrary to the public interest
and the Director determines that exi-
gent circumstances exist and that
delay associated with first seeking pub-
lic comment would be contrary to the
public interest; or

(2) Notwithstanding the absence of a
request by the Enterprise for tem-
porary approval, the Director deter-
mines on the Director’s own initiative
that there are exigent circumstances
that make the delay associated with
first seeking public comment contrary
to the public interest.

(b) The Director may impose terms,
conditions, or limitations on the tem-
porary approval to ensure that the new
product offering is consistent with the
factors in §1253.6(d).

(c) If the Director grants temporary
approval, the Director will notify the
Enterprise in writing of the Director’s
decision and include the period for
which it is effective and any terms,
conditions or limitations. Upon grant-
ing of temporary approval, FHFA will
also publish the request for public com-
ment to begin the process for perma-
nent approval in accordance with
§1253.6.

(d) If the Director denies a request
for temporary approval, the Director
will notify the Enterprise in writing of
the Director’s decision and will evalu-
ate the new product in accordance with
this section.

§1253.8 Substantially similar activi-

ties.

(a) An Enterprise shall notify FHFA
of its intent to commence an activity
that is substantially similar to any of
the following activities at least 15 days
prior to offering the activity:

(1) The automated loan underwriting
system of an Enterprise that was in ex-
istence as of July 30, 2008, including
any enhancement, alteration, or modi-
fication to the technology, operating
system, or software to operate the
automated loan underwriting system;

(2) Any enhancement, alteration, or
modification to mortgage terms and
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conditions or underwriting criteria re-
lating to mortgages that are purchased
or guaranteed by an Enterprise, pro-
vided that such activity does not alter
the underlying transaction so as to in-
clude services or financing, other than
residential mortgage financing; or

(3) A new product that the Director
has approved for either Enterprise
under §1253.6(a) through (f) or §1253.7 or
a new product that is otherwise avail-
able to either Enterprise under
§1253.6(h).

(b) The Director may determine that
an activity is substantially similar to
an activity described in paragraph
(a)(1) or (2) of this section, if the activ-
ity is:

(1) A technology system that applies
mortgage terms and conditions or un-
derwriting criteria to residential mort-
gages that are purchased or guaranteed
by an Enterprise; or

(2) An enhancement, alteration, or
modification to the technology, oper-
ating system, or software to operate a
technology system described in para-
graph (b)(1) of this section.

(c) The Director may determine that
an activity is substantially similar to
an activity described in paragraph
(a)(3) of this section, if the activity:

(1) Requires the same or a similar re-
source, type of data, policy, process,
and infrastructure;

(2) Entails the same or similar levels
of credit risk, market risk, and oper-
ational risk to the Enterprise; and

(3) Involves the same or a similar
category of borrower, investor,
counterparty, and collateral.

(d) The notification is not required to
be a notice of new activity. The notifi-
cation shall include the name and a
complete and specific description of
the activity, as well as an explanation
of why the Enterprise believes the ac-
tivity qualifies as a substantially simi-
lar activity under paragraph (a) of this
section.

(e) Public notice and comment is not
required in connection with offering
substantially similar activities.

(f) If the Director determines an ac-
tivity is not a substantially similar ac-
tivity, the Enterprise must submit a
notice of new activity under §1253.5 or
a request for prior approval of a new
product under §1253.6 and may not pro-

12 CFR Ch. XII (1-1-25 Edition)

ceed or continue with the activity ex-
cept pursuant to the requirements in
this part.

§1253.9 New activity and new product
submission requirements.

(a) A notice of new activity must pro-
vide the following items of information
and appropriate supporting documenta-
tion. The corresponding paragraph
number should be listed with the rel-
evant information provided:

(1) Provide the name of the new ac-
tivity and a complete and specific de-
scription of the new activity that iden-
tifies under which paragraph(s) of
§1253.3(a) the activity is described.

(2) Describe the business rationale,
the intended market, the business line,
and what products are currently being
offered or are proposed to be offered
under such business line. Also, include
a description of any market research
performed relating to the new activity.

(3) State the anticipated commence-
ment date for the new activity. Provide
analysis, including assumptions, devel-
opment expenses, any applicable fees,
expectations for the impact of and pro-
jections for the quarterly size (for ex-
ample, in terms of cost, personnel, vol-
ume of activity, or risk metrics) of the
new activity for at least the first 12
months of deployment, as well as the
impact of the new activity on the risk
profile of the Enterprise and the key
controls for the following risks: credit,
market, and operational.

(4) If the new activity is a pilot, in-
clude the parameters, such as duration,
volume of activity, and performance. If
the new activity is the result of a pilot,
include an analysis on the effectiveness
of the pilot that describes the pilot ob-
jectives and success criteria; volume of
activity; performance; risk metrics and
controls; and the modifications made
for a broader offering and rationale.

(5) Provide a fair housing and fair
lending self-evaluation of the new ac-
tivity. The self-evaluation should, at a
minimum, include data on the pre-
dicted impact of the new activity for
protected class categories; a summary
of reasonable alternatives considered;
if disparities are identified, the busi-
ness justification for the new activity;
and the extent to which the activity
furthers fair housing and fair lending.
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(b) A request for prior approval of a
new product must provide the fol-
lowing items of information with ap-
propriate supporting documentation.
The corresponding paragraph number
should be listed with the relevant in-
formation provided:

(1) Provide the information required
for a notice of new activity as identi-
fied in paragraph (a) of this section.

(2) Describe the business require-
ments for the new product including
technology requirements. Describe the
Enterprise business units involved in
conducting the new product, including
any affiliation or subsidiary relation-
ships, any third-party relationships,
and the roles of each. Describe the re-
porting lines and planned oversight of
the new product.

(3) Provide a legal analysis as to
whether the new product is—

(i) In the case of Fannie Mae, author-
ized under 12 U.S.C. 1717(b)(2), (3), (4),
or (5) or 12 U.S.C. 1719; or

(ii) In the case of Freddie Mac, au-
thorized under 12 U.S.C. 1454(a)(1), (4),
or (5).

(4) Provide copies of all notice and
application documents, including any
application for patents or trademarks,
the Enterprise has submitted to other
Federal, State or local government
regulators relating to the new product.

(5) Describe the impact of the new
product on the public interest and pro-
vide information to address the factors
listed in §1253.4(b).

(6) Describe how the new product is
consistent with the safety and sound-
ness of the Enterprise or the mortgage
finance system.

(7T) Explain any accounting treatment
proposed for the new product.

(c) FHFA may require an Enterprise
to submit such further information as
the Director deems necessary to make
a determination on a notice of new ac-
tivity or a request for prior approval of
a new product, at the time of the origi-
nal submission or any time thereafter.

(d) An Enterprise shall certify,
through an executive officer, that a no-
tice of new activity or a request for
prior approval of a new product and
any supporting material submitted to
FHFA pursuant to this part contain no
material misrepresentations or omis-
sions. FHFA may review and verify any

Pt.1254

information filed in connection with a
notice of new activity or request for
prior approval of a new product.

§1253.10 Public disclosure.

In addition to information disclosed
in the public notice on a new product,
FHFA will make public information re-
lated to the Director’s determinations
on new activity and new product sub-
missions within a reasonable time pe-
riod after the end of the calendar year
during which either Enterprise filed
such a submission. Any disclosure
under this paragraph will omit any
confidential and proprietary informa-
tion not previously disclosed as part of
a public notice on a new product.

§1253.11 Preservation of authority.

The Director’s exercise of the Direc-
tor’s authority pursuant to the prior
approval authority for products under
12 U.S.C. 4541, and this regulation, in
no way restricts:

(a) The safety and soundness author-
ity of the Director over all new and ex-
isting products or activities; or

(b) The authority of the Director to
review all new and existing products or
activities to determine that such prod-
ucts or activities are consistent with
the authorizing statute of an Enter-
prise.

PART 1254—VALIDATION AND AP-

PROVAL OF CREDIT SCORE
MODELS

Sec.
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AUTHORITY: 12 U.S.C. 4511, 4513, 4526 and
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SOURCE: 84 FR 41904, Aug. 16, 2019, unless
otherwise noted.
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