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Disclaimer 
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This document is being provided to you for your information only as a client or potential client of Goldman Sachs and 
should not be forwarded outside of your organization.  This document may not be reproduced, distributed, published or 
quoted from without the prior written consent of Goldman Sachs.  Portions of this document have been prepared by the 
Investment Banking Division. This document is not a product of the research department of Goldman Sachs.  It should not 
be used as a basis for trading in the securities or loans of the companies named herein or for any other investment decision. 
This document does not constitute an offer to sell the securities or loans of the companies named herein or a solicitation of 
proxies or votes and should not be construed as consisting of investment advice. Any materials contained herein, including 
any proposed terms and conditions, are indicative and for discussion purposes only with finalized terms and conditions 
being subject to further discussion and negotiation.  Any opinions expressed herein are our present opinions only.  In 
addition, certain transactions, including those involving swaps and options, give rise to substantial risk and are not suitable 
for all investors. 

This document is not a full analysis of the matters presented and should not be relied upon as legal or regulatory guidance. 
Goldman Sachs does not provide regulatory, accounting, tax, or legal advice.  Goldman Sachs makes no warranty 
whatsoever, express or implied, including but not limited to, warranties as to correctness, quality, accuracy, timeliness, 
pricing, reliability, performance, continued availability, or completeness of the information presented, nor are there any 
implied warranties of merchantability or fitness for a particular purpose in respect of this presentation.  Goldman Sachs 
shall have no responsibility to provide any corrections, updates, or releases in connection herewith.  Goldman Sachs shall 
have no liability, contingent or otherwise, to the user or to third parties, or any responsibility whatsoever, for the 
correctness, quality, accuracy, timeliness, pricing, reliability, performance or completeness of the information provided 
herein.  In no event will Goldman Sachs be liable for any special, indirect, incidental or consequential damages which may 
be incurred or experienced on account of the user using the information provided herein, even if Goldman Sachs has been 
advised of the possibility of such damages. 

This publication, which we believe may be of interest to our clients and friends of Davis Polk & Wardwell LLP, is for general 
information only.  It is not a full analysis of the matters presented and should not be relied upon as legal advice. 
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Overview of Dodd-Frank Stress Tests for Mid-sized Firms 
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What is a stress test? 
 A stress test is a forward-looking process to quantitatively assess the potential impact of 

hypothetical, economic stress scenarios on the consolidated earnings, losses and regulatory 
capital ratios of a banking organization over a nine-quarter planning horizon. 
 Regulatory capital projections for a mid-sized firm’s 2014 Dodd-Frank stress test do not 

need to incorporate the recently adopted U.S. Basel III standards. 

Who must conduct a stress test? 
 The Dodd-Frank Act requires mid-sized firms to conduct annual company-run stress tests. 
 “Mid-sized firms” refers to national banks, state member and non-member banks, 

savings associations, bank holding companies and savings and loan holding companies 
with total consolidated assets of > $10 billion and < $50 billion. 
 “Company-run” means the stress test is conducted by the mid-sized firm pursuant to 

regulatory guidelines and not conducted by its regulators. 
 Stress test regulations impose specific obligations on senior management and boards of 

directors. 
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Overview of Dodd-Frank Stress Tests for Mid-sized Firms 
(cont.) 
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What is a stress test used for? 
 Primary federal banking regulator will analyze the quality of a mid-sized firm’s stress test 

processes and results. 
 While there is no formal mechanism for a regulator to “pass” or “fail” a mid-sized firm’s 

Dodd-Frank stress test, regulators will likely consider a firm’s stress test processes and 
results when evaluating proposed actions that impact the firm’s capital, including but not 
limited to: 
 M&A transactions; 
 Dividend payments; and 
 Redemptions of regulatory capital instruments. 

 Board of directors and senior management must consider Dodd-Frank stress test results in 
the normal course of business, including capital planning, assessment of capital adequacy 
and risk management practices. 
 A mid-sized firm must publicly disclose summary results of its Dodd-Frank stress tests 

beginning in June 2015. 
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Compliance Timeline for Mid-sized Firms 

4 

2014 stress testing  
cycle begins 

Federal banking 
regulators to publish 
stress scenarios for 
2014 stress testing 

cycle by November 15 

A mid-sized firm must 
submit its first 

company-run stress 
test results to its 

primary federal bank 
regulator by March 31 

2015 stress testing  
cycle begins 

Federal banking 
regulators to publish 
stress scenarios for 
2015 stress testing 

cycle by November 15 

A mid-sized firm must 
submit its company-run 
stress test results to its 
primary federal bank 

regulator by March 31 

A mid-sized firm must 
publicly disclose 

summary results of its 
2015 company-run 
stress test between 

June 15 and June 30 

2016 stress testing  
cycle begins 

Jul 2013 Oct 2013 Jan 2014 Apr 2014 Jul 2014 Oct 2014 Jan 2015 Apr 2015 Jul 2015 Oct 2015 Jan 2016

Note:  A mid-sized firm that conducts its first Dodd-Frank stress test in the 2014 stress testing cycle is not 
required to publicly disclose summary results of its first stress test. 
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Crossing the $10 Billion Applicability Threshold 
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 A banking organization that crosses the $10 billion total consolidated assets threshold must 
conduct its first annual company-run Dodd-Frank stress test in the calendar year after the year 
in which it crossed the applicability threshold. 
 E.g., a mid-sized firm that crossed the applicability threshold in Q3 2013 must begin 

conducting its first Dodd-Frank stress test in fall 2014 and submit results to its primary federal 
banking regulator by March 31, 2015.   

 The $10 billion applicability threshold is calculated using the average of the total consolidated 
assets as reported on a bank organization’s four most recent regulatory reports. 
 Average total consolidated assets are measured on the as-of date of the relevant regulatory 

report. 
 Each mid-sized firm within a banking group must conduct a separate Dodd-Frank stress test. 
 E.g., both a mid-sized BHC and its mid-sized bank subsidiary must conduct a separate stress 

test. 
 If, however, a mid-sized BHC’s bank subsidiary has ≤ $10 billion in total consolidated assets, 

then the subsidiary bank does not need to conduct a Dodd-Frank stress test. 
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Crossing the $10 Billion Applicability Threshold: 
M&A Example 
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 Bank A has $6 billion in total consolidated assets 
 Bank B has $5 billion in total consolidated assets 
 Bank B merges into Bank A 
 As a result of the merger, Bank A (the surviving entity) has $11 billion in total consolidated assets 

As-of date of Bank A’s 
first regulatory report filed 
after completion of M&A 
transaction (showing total 
consolidated assets of $11 
billion) 

First time Bank A 
exceeds $10 billion in 
average total 
consolidated assets 
based on four most 
recent regulatory reports 

Submission deadline for 
Bank A’s first Dodd-
Frank stress test 

Bank A’s first public 
disclosure of Dodd-
Frank stress test results 

March 31, 2013 December 31, 2013 March 31, 2015 June 15-30, 2015 

June 30, 2013 March 31, 2014 March 31, 2016 June 15-30, 2016 

September 30, 2013 June 30, 2014 March 31, 2016 June 15-30, 2016 

December 31, 2013 September 30, 2014 March 31, 2016 June 15-30, 2016 

March 31, 2014 December 31, 2014 March 31, 2016 June 15-30, 2016 

June 30, 2014 March 31, 2015 March 31, 2017 June 15-30, 2017 



 Goldman Sachs does not provide regulatory, accounting, tax, or legal advice. 

Senior Management Responsibilities 
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Controls, oversight and documentation of stress testing processes 
 Senior management of a mid-sized firm must establish and maintain a system of controls, 

oversight, and documentation, including policies and procedures, that are designed to ensure that 
its stress testing processes are effective in meeting regulatory requirements.  
 These policies and procedures must, at a minimum: 
 Describe the mid-sized firm’s stress testing practices and methodologies as well as its 

processes for validating and updating those practices and methodologies consistent with 
applicable laws, regulations and supervisory guidance;  

 Be comprehensive, ensure a consistent and repeatable process and provide transparency 
regarding the firm’s stress testing processes and practices for third parties; 

 Provide a clear articulation of the manner in which Dodd-Frank stress tests should be 
conducted, roles and responsibilities of parties involved (including any external resources); 

 Describe how stress test results are to be used by the firm; and 
 Be integrated into the firm’s other policies and procedures. 

 Senior management should ensure compliance with its stress testing policies and procedures, 
assign competent staff, oversee stress test development and implementation, evaluate stress test 
results and review any findings related to the functioning of stress testing processes. 
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Senior Management Responsibilities (cont.) 
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Understanding of stress testing processes and results 
 Senior management should ensure that weaknesses as well as key assumptions, 

limitations, and uncertainties in Dodd-Frank stress testing processes and results are 
identified, communicated appropriately within the organization and evaluated for the 
magnitude of impact, taking prompt remedial action where necessary. 
 If a mid-sized firm is using vendor models, senior management is expected to 

demonstrate knowledge of the model’s design, intended use, applications, limitations 
and assumptions. 
 Senior management, directly and through relevant committees, should be responsible 

for regularly reporting to the board regarding Dodd-Frank stress test developments, 
including the process to design tests and augment or map supervisory scenarios, 
stress test results and compliance with a mid-sized firm’s stress testing policy. 
 Senior management should have an appropriate understanding of stress test models to 

provide summary information to the board of directors that allows directors to assess 
and question methodologies and results. 
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Senior Management Responsibilities (cont.) 
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Use of stress test results 
 Senior management must receive a summary of the results of the Dodd-Frank 

stress test. 
 Senior management must consider the results of the Dodd-Frank stress test in 

the normal course of business, including but not limited to, the mid-sized firm’s 
capital planning, assessment of capital adequacy and risk management 
practices. 
 If stress test results are not aligned with the mid-sized firm’s internal capital 

goals, senior management should provide options that it and the board of 
directors would consider to bring them into alignment. 
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Board of Directors Responsibilities 
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Controls, oversight and documentation of stress testing processes 
 A mid-sized firm’s board of directors is ultimately responsible for the mid-sized firm’s Dodd-Frank 

stress tests. 
 The board of directors, or a committee thereof, must approve and review the policies and 

procedures of the stress testing processes as frequently as economic conditions or the condition 
of the mid-sized firm may warrant, but no less than annually. 

Understanding of stress testing processes and results 
 The board of directors must receive a summary of information about Dodd-Frank stress testing 

and results.   
 The board of directors or its designee should actively evaluate and discuss the summary 

information, ensuring that the stress tests appropriately reflect the mid-sized firm’s risk appetite, 
overall strategy and business plans, overall stress testing practices and contingency plans, 
directing changes where appropriate.   
 The board of directors should ensure it remains informed about critical reviews of elements of 

Dodd-Frank stress tests conducted by senior management or others (such as internal audit), 
especially regarding key assumptions, uncertainties and limitations. 
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Board of Directors Responsibilities (cont.) 
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Use of stress test results 
 The board of directors must consider the results of the Dodd-Frank stress test in the 

normal course of business, including but not limited to, the firm’s capital planning, 
assessment of capital adequacy and risk management practices. 
 A mid-sized firm should document the manner in which stress tests are used for key 

decisions about capital adequacy, including capital actions and capital contingency 
plans.   
 A mid-sized firm should indicate the extent to which Dodd-Frank stress tests are 

used in conjunction with other capital assessment tools, especially if the stress tests 
may not necessarily capture the firm’s full range of risks, exposures, activities and 
vulnerabilities that have the potential to affect capital adequacy.  

 If stress test results are not aligned with the mid-sized firm’s internal capital goals, the 
board of directors should consider options presented by senior management to bring 
them into alignment. 
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Dodd-Frank Stress Test Reporting Forms for Mid-Sized 
Firms 
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The federal banking regulators have published reporting forms and instructions for mid-sized firms to submit the results of 
their Dodd-Frank stress tests.   

 Federal Reserve Form FR Y-16 (final) 
 Proposed in March 2013 and finalized on September 30, 2013.   
 The final version reflects the Federal Reserve’s September 2013 interim final rule, which clarified that regulatory 

capital projections for a mid-sized firm’s 2014 Dodd-Frank stress test do not need to incorporate the recently 
adopted U.S. Basel III standards. 

 Form OCC DFAST 10-50 (proposed) 
 Proposed in March 2013, not yet finalized. 
 However, the instructions were revised in September 2013 to clarify that “[c]hanges from the recently revised [U.S. 

Basel III] capital rule should not be incorporated into [a mid-sized firm’s Dodd-Frank] stress test until the stress test 
cycle that begins on October 1, 2014.”  

 Form FDIC DFAST 10-50 (proposed) 
 Proposed in March 2013, not yet finalized. 
 Instructions continue to state that “projections of risk-weighted assets (line item 63) must be based on the FDIC’s 

capital rules in effect in a given quarter,” which is not consistent with recent clarifications about the incorporation of 
U.S. Basel III standards in a mid-sized firm’s capital projections. 

 Confidentiality:  According to the reporting form instructions, data collected by the federal banking regulators in 
connection with Dodd-Frank stress tests are subject to confidential treatment under exemption 8 of the Freedom of 
Information Act (confidential supervisory information).   
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Contents of a Mid-Sized Firm’s Dodd-Frank Stress Test 
Submission 

13 

A.  Scenario Variables Schedule 
 Schedule must be provided if a mid-sized 

firm uses additional economic and 
financial variables beyond the supervisory 
scenarios 

 
B.  Results Schedule 
 Summary Schedule 

 Baseline Scenario 
 Income Statement 
 Balance Sheet & Capital Statement 

 Adverse Scenario 
 Income Statement 
 Balance Sheet & Capital Statement 

 Severely Adverse Scenario 
 Income Statement 
 Balance Sheet & Capital Statement 

C.  Qualitative Supporting Information 
 Summary of the qualitative information supporting stress test 

projections addressing the following items: 
 Summary and governance 
 Scenarios 
 Capital 
 Loans 
 Securities 
 Pre-provision Net Revenue (PPNR) 
 Balance Sheet 

 The following items under the baseline, adverse and severely 
adverse scenarios:  
 A description of the types of risks included in the stress test 
 A summary description of the methodologies used in the 

stress test 
 An explanation of the most significant causes for the 

changes in regulatory capital ratios 
 Use of the stress test results 
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Supervisory Scenarios for Dodd-Frank Stress Tests 
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As part of its Dodd-Frank stress test, a mid-sized firm must assess the potential impact of three 
supervisory macroeconomic scenarios - baseline, adverse, and severely adverse (based on 2013 
supervisory scenario definitions) - on its consolidated losses, revenues, balance sheet and capital. 
 Baseline:  The baseline scenario follows a contour very similar to the average projections from 

surveys of economic forecasters. 
 Adverse:  The adverse scenario is characterized by a weakening in economic activity across all 

of the economies included in the scenario combined with a sudden rise in domestic inflation that 
brings about a rapid increase in short- and long-term interest rates.  
 Severely Adverse:  The severely adverse scenario is characterized by a substantial weakening 

in economic activity across all of the economies included in the scenario.  In addition, the 
scenario features a significant further weakening in the U.S. housing market. 

 

Additional Variables:  Mid-sized firms may, but are not required to, include additional variables or 
additional quarters to improve their Dodd-Frank company-run stress tests. 
 However, the paths of any additional regional or local variables that a firm uses are expected to 

be consistent with the path of the national variables in the supervisory scenarios. 
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Supervisory Scenarios for Dodd-Frank Stress Tests (cont.) 
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Supervisory Scenarios: Domestic Variables  

 Real GDP growth 

 Nominal GDP growth 

 Real disposable income growth 

 Nominal disposable income growth 

 Unemployment rate 

 CPI inflation rate 

 3-month Treasury yield 

 10-year Treasury yield 

 BBB corporate yield 

 Mortgage rate 

 Dow Jones Total Stock Market Index 

 House Price Index 

 Commercial Real Estate Price Index 

 Market Volatility Index (VIX) 

Additional variables could include but not limited to… 

Rates 
 Term structure of swap rates 
 Mortgage rates and term structure 

C&I 
 Retail sales index 
 Industrial production index 
 State level unemployment 

Real 
Estate 

 Foot-print specific HPI / PPI, 
unemployment 
 Vacancy rates, rental income 
 NOI 

Consumer 

 University of Michigan Consumer 
Sentiment Index 
 Bankruptcy filings, divorce rates 
 Foot-print specific unemployment, 

disposable income growth 

The three supervisory scenarios are defined over 26 variables (based on 2013 supervisory scenario definitions) : For 
the international variables, each scenario includes three variables in four countries/country blocks. In the description of 
domestic economic conditions, each scenario includes the following variables: 
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Data Source Considerations 
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Bank Snapshot Data 

 Mid-sized firms are expected to have appropriate management information systems and 
data processes that enable them to collect, sort, aggregate, and update data and other 
information efficiently and reliably within business lines and across the firm for use in 
Dodd-Frank stress tests. 

 Data used for Dodd-Frank stress tests should be reliable and generally consistent across 
time. 
 Data reconciliation with call reports, credit risk model inputs and FR Y-16 forms 

  
Model Calibration Data  

Availability 

 If bank historical data is not available, an alternative data source may be used: 

 Such as a data history drawn from other organizations of demonstrably comparable 
market presence, concentrations, and risk profile as a proxy 

  

Model Calibration Data 
 Suitability 

 Mid-sized firms should ensure that: 

 Historical loss experience contains at least one period when losses were 
substantially elevated and revenues substantially reduced, such as the 
downturn of a credit cycle. 

 Any historical loss data used are consistent with the company’s current 
exposures and condition. 

 A mid-sized firm should challenge conventional assumptions to ensure that its stress test 
is not constrained by its own past experience. 

Source: Federal Reserve, OCC & FDIC, Proposed Supervisory Guidance on Implementing Dodd-Frank Company-Run Stress Tests for Mid-sized Firms (July 2013) 
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Data Segmentation Considerations 
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Loans (Excluding FDIC Loss Sharing Agreements) 

Residential Real 
Estate 

First Lien 
Mortgages 

Closed-end Junior 
Liens 

HELOCs 

C&I Construction 

1-4 Family 
Construction 

Other 
Construction 

CRE 

Multifamily 

Non-farm,  Non- 
Residential Owner 

Occupied 

Non-farm, Non-
Residential Other 

Consumer 

Credit Cards 

Automobile Loans 

Other Consumer 

All Other Loans and 
Leases 

 To account for differences in risk profiles across various exposures and activities, mid-sized firms should segment their 
portfolios and business activities into categories based on common or related risk characteristics.  

 A mid-sized firm should select the appropriate level of segmentation based on the size, materiality and risk of a given 
portfolio, provided there are sufficiently granular historical data available to allow for the desired segmentation.  

 The minimum supervisory expectation is that mid-sized firms will segment their portfolios and business activities using the 
categories listed in the Dodd-Frank stress test reporting forms for mid-sized firms. 
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Data Segmentation Considerations (cont.) 

18 

What are possible 
more advanced 
approaches? 

 More advanced portfolio segmentation can take several forms, such as: 

 Product: construction versus 
income-producing real estate 

 Industry 
 Loan size 
 Credit quality 
 Collateral type 
 Geography 

 Vintage 
 Maturity 
 Debt service coverage 
 Loan-to-value (LTV) ratio 
 Loans to businesses related to 

automobile production 

Potential Other 
Considerations? 

Is segmentation by geography necessary if the model is developed to capture 
the key risk drivers (such as LTV, DSCR or other footprint specific variables) 
and/or if historical relationships may no longer determine future performance? 

 
Instead of asset class level, what if borrower’s liquidity (e.g., measured by 
debt-to-income ratio) and collateral quality are the key characteristics by which 
the portfolio is segmented? 

 A mid-sized firm may use more granular segmentation than the categories listed in the Dodd-Frank stress test 
reporting forms for mid-sized firms, particularly for more material, concentrated or relatively riskier portfolios. 

 For any type of segmentation that is more granular than the categories listed in the Dodd-Frank stress test 
reporting forms, a mid-sized firm should maintain a map of internally defined segments to the reporting form 
categories for accurate reporting. 
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Loss Estimation Considerations 
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 Loss estimation practices should be commensurate with the materiality of the risks 
measured and well supported by sound, empirical analysis 
 Larger or more sophisticated mid-sized firms should: 
 Consider more advanced loss estimation practices that identify the key drivers of 

losses for a given portfolio, segment or loan 
 Determine how those drivers would be affected in supervisory scenarios 
 Estimate resulting losses 

 
“A [mid-sized firm] may use its budgeting process for its baseline loss projections, if appropriate, but it should 
use a different process for the adverse and severely adverse scenarios if its budgeting process does not capture 
the potential for sharply elevated losses during stressful conditions.”  
 
Source: Federal Reserve, OCC & FDIC, Proposed Supervisory Guidance on Implementing Dodd-Frank Company-Run Stress Tests 
for Mid-sized Firms (July 2013) 

 
Whatever processes a company chooses should be conditioned on each of the three macroeconomic 
scenarios provided by supervisors, and capture the convexity in the loss function…. 



 Goldman Sachs does not provide regulatory, accounting, tax, or legal advice. 

Loss Estimation Considerations (cont.) 
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ALLL / PLLL 
 The Dodd-Frank stress test regulations require mid-sized firms to project quarterly PLLL.   
 Mid-sized firms are expected to project PLLL based on projections of quarterly loan and 

lease losses and the appropriate ALLL balance at each quarter-end for each supervisory 
scenario.  
 In projecting PLLL, mid-sized firms are expected to maintain an adequate loan-loss reserve 

through the planning horizon, consistent with supervisory guidance, accounting standards, 
and a firm’s internal practice. 
 Estimated provisions should recognize the potential need for higher reserve levels in the 

adverse and severely adverse scenarios, since economic stress leads to poor loan 
performance. 
 In addition, a mid-sized firm may choose to project the paths of variables beyond the 

timeframe of the supervisory scenarios, if a longer horizon is necessary for the firm’s stress 
testing methodology. 
 E.g., a mid-sized firm may project the unemployment rate for additional quarters in order 

to calculate inputs to its end-of-horizon ALLL. 
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PPNR vs. Balance Sheet and RWA Projections 

 

 Mid-sized firms should estimate PPNR at a level at least 
as granular as the components outlined in the $10-50 
billion reporting form 
 Net interest income 
 Non-interest income 
 Non-interest expense 

 Mid-sized firms that are more complex or more 
sophisticated should consider methods that more fully 
capture potential risks to their business and strategy by:  
 Collecting internal revenue data 
 Estimating revenues within specific business lines 
 Exploring more advanced techniques that identify the 

specific drivers of revenue 
 Analyzing how the supervisory scenarios affect those 

revenue drivers 

 

 

 

 

 

 A mid-sized firm is expected to project its balance sheet 
and risk-weighted assets (RWAs) for each of the 
supervisory scenarios 

 In doing so, these projections should be consistent with 
scenario conditions and the mid-sized firm’s prior history 
of managing through the different business environments, 
especially stressful ones 

 Key line items include: 
 Loans (14 different categories) 
 Securities (4 different categories for AFS and for 

HTM) 
 Other assets (4 different categories) 
 Liabilities (4 different categories) 
 Risk-weighted assets and total assets (for leverage 

purposes) 

 

 

PPNR Balance Sheet and RWA 

How to ensure Interest Income = Balances * Coupon? 

Capital ratios under baseline vs. stress scenarios; operational risk impact? 

21 
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Model Risk Management Considerations 

Model Risk Management 

 Mid-sized firms should have in place effective model risk management practices, including validation, for all models 
used in Dodd-Frank stress tests, consistent with existing supervisory guidance 

 OCC 2011-12 and FRB SR Letter 11-7, Supervisory Guidance on Model Risk Management (Apr. 2011) 
 

Model Validation 

 Key elements of comprehensive validation include: 

 Evaluation of conceptual soundness, including developmental evidence  

 Ongoing monitoring, including process verification and benchmarking  

 Outcomes analysis, including back-testing  

 Mid-sized firms should ensure an effective challenge process by unbiased, 
competent, and qualified parties is in place for all models 

 Staff doing validation should have the requisite knowledge, skills, and 
expertise… [and] …should have explicit authority to challenge developers 
and users and to elevate their findings, including issues and deficiencies 

 Mid-sized firms should ensure that their model risk management policies 
and practices generally apply to the use of vendor and third-party products 
as well 

Governance, Policies & Controls 

 Senior management should 
have appropriate 
understanding of Dodd-Frank 
stress test models to provide 
summary information to the 
mid-sized firm’s board of 
directors that allows directors 
to assess and question 
methodologies and results 

 What are the principles and the appropriate framework for assessment and application of model risk buffers? 
 Model selection policy: main methodology vs. challenger model vs. third-party models 

22 
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Use of Third-Party Vendors for Dodd-Frank Stress Tests 
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 Stress Test Scenario—Additional Variables:  Mid-sized firms may use third-party vendors to assist in the 
development of additional variables based on the scenarios provided by the federal banking regulators.  Mid-
sized firms should: 
 Understand the third-party analysis used to develop additional variables, including the potential limitations of 

such analysis as it relates to stress tests, and be able to challenge key assumptions; and  
 Ensure that vendor-supplied variables they use are relevant for and relate to their specific characteristics.  

 
 Model Risk Management:  A mid-sized firm’s model risk management policies and practices should generally 

apply to the use of vendor and third-party products.   
 Senior management is expected to demonstrate knowledge of a third-party vendor model’s design, intended 

use, applications, limitations and assumptions.   
 Where knowledge about a third-party vendor model is limited for proprietary or other reasons, mid-sized 

firms should take additional steps (e.g., conduct more sensitivity analysis and benchmarking) to ensure that 
they have an understanding of the model and can confirm it is functioning as intended. 

 A firm should have as much in-house knowledge as possible in the event of vendor contract termination and 
should have contingency plans in cases where a vendor model is no longer available. 
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Capital Actions Used for Dodd-Frank Stress Tests 
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Mid-sized bank holding companies and  
savings and loan holding companies Mid-sized banks and thrifts 

 Required to use capital action assumptions based on historical 
distributions, contracted payments, and a general assumption of no 
redemptions, repurchases, or issuances of capital instruments.   

 For the first quarter of the planning horizon, the firm must take into 
account its actual capital actions as of the end of the calendar quarter. 

 For each of the second through ninth quarters of the planning horizon, 
the firm must assume:  
 Common stock dividends equal to the quarterly average dollar 

amount of common stock dividends that the firm paid in the 
previous year (i.e., the first quarter of the planning horizon and 
the preceding three calendar quarters) 

 Payments on any other instrument that is eligible for inclusion in 
the numerator of a regulatory capital ratio equal to the stated 
dividend, interest or principal due on such instrument during the 
quarter 

 No redemption or repurchase of any capital instrument that is 
eligible for inclusion in the numerator of a regulatory capital ratio 

 Not required to make specific capital 
action assumptions.  

 Should use capital actions that are 
consistent with the stress test scenarios 
and its internal practices. 

 Projections of dividends that represent 
a significant change from practice in 
recent quarters, e.g., to conserve 
capital in a stress scenario, should be 
evaluated in the context of corporate 
restrictions and board decisions in 
historical stress periods.  

 If the stress test submissions for a bank or thrift and its holding company differ in terms of projected capital actions 
(e.g., different dividend payout assumptions during the stress test horizon) as a result of different capital action 
assumptions, a mid-sized firm should address such differences in the narrative portion of its Dodd-Frank stress test 
submission. 
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Disclosure Requirements:  Time and Location 
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 Time:  A mid-sized firm must disclose summary results of its Dodd-Frank stress test 
between June 15 and June 30 of each year, beginning in 2015.   
 Location:  The summary must be disclosed on a mid-sized firm’s website or in any 

other forum that is reasonably accessible to the public.  
 In the 2013 Dodd-Frank stress testing cycle, large bank holding companies 

generally made stand-alone disclosure documents publicly available on their 
websites. 
 Some large bank holding companies also furnished a Form 8-K to the SEC. 

 Banking Group Disclosure:  Generally, disclosure by a bank holding company of its 
and its subsidiary depository institution’s Dodd-Frank stress test results will satisfy the 
disclosure requirements applicable to its subsidiary depository institution. 
 Disclosure by the bank holding company must describe changes in regulatory 

capital ratios of its subsidiary depository institution over the planning horizon, 
including an explanation of the most significant causes for such changes.  
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Disclosure Requirements:  Content 
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 The disclosure must include, at a minimum, the following information under the severely adverse 
scenario—projections under baseline and adverse scenarios do not need to be disclosed:  
 A description of the types of risks included in the stress test; 
 A summary description of the methodologies used in the stress test; 
 Estimates of: 
 Aggregate losses; 
 PPNR; 
 Provision for loan and lease losses; 
 Net income; and 
 Pro forma regulatory capital ratios and any other capital ratios specified by the mid-sized 

firm’s primary federal banking regulator; and 
 An explanation of the most significant causes for the changes in regulatory capital ratios 

 Disclosure of projected aggregate losses, PPNR, provision for loan and lease losses and net 
income must be on a cumulative basis over the planning horizon.   
 Disclosure of pro forma regulatory capital ratios must include the beginning value, ending value 

and lowest value of each ratio over the planning horizon. 
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Disclosure Requirements:  Interaction with Securities Laws 
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 Stress Test Results:  A mid-sized firm will know its stress test results 
(including stressed projections of earnings, loss and capital ratios) by the 
March 31 submission deadline.   
 The disclosure period for stress test results is not until June 15-30. 
 What disclosures should be made if the mid-sized firm plans a securities 

offering between March 31 and June 15-30? 
 Quiet Periods:  June 15-30 disclosure period may overlap with “quiet periods” 

practiced by publicly traded companies prior to their earnings announcement. 
 This could impede the ability of publicly traded mid-sized firms to explain to 

and answer questions from analysts and investors regarding their stress 
test disclosures. 
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Statute and Regulations 

 Section 165(i) of the Dodd-Frank Act (Stress Testing Requirements) 

 Federal Reserve, Final Rule to Implement Dodd-Frank Stress Testing Requirements for Mid-sized Firms (Oct. 2012) 

 OCC, Final Rule to Implement Dodd-Frank Stress Testing Requirements for Mid-sized Firms (Oct. 2012) 

 FDIC, Final Rule to Implement Dodd-Frank Stress Testing Requirements for Mid-sized Firms (Oct. 2012) 

 Federal Reserve, Interim Final Rule to Clarify Incorporation of Basel III Standards in Dodd-Frank Stress Tests for Mid-
sized Firms (Sept. 2013) 
 

Supervisory Guidance and Related Resources 

 Federal Reserve, OCC & FDIC, Proposed Supervisory Guidance on Implementing Dodd-Frank Company-Run Stress 
Tests for Mid-sized Firms (July 2013) 

 Federal Reserve, OCC & FDIC, Supervisory Guidance on Stress Testing for Banking Organizations With More Than 
$10 Billion in Total Consolidated Assets (May 2012) 

 Federal Reserve & OCC, Supervisory Guidance on Model Risk Management (Apr. 2011) 

 Chairman Ben S. Bernanke, Federal Reserve, Stress Testing Banks: What Have We Learned? (Apr. 2013) 

 

http://www.davispolk.com/sites/default/files/Text.of_.Section.165(i)_Dodd.Frank_.Act_Stress.Testing.Requirements.pdf
http://www.davispolk.com/sites/default/files/Federal Reserve.Final_.Rule_.Implement.Dodd_.Frank_.Stress.Testing.Requirements.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/OCC.Final_.Rule_.to_.Implement.Dodd_.Frank_.Stress.Testing.Requirements.for_.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/FDIC.Final_.Rule_.Implement.Dodd_.Frank_.Stress.Testing.Requirements.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.Interim.Final_.Rule_.Clarify.Incorporation.Basel_.III_.Standards.Dodd_.Frank_.Stress.Tests_Mid.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.Interim.Final_.Rule_.Clarify.Incorporation.Basel_.III_.Standards.Dodd_.Frank_.Stress.Tests_Mid.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.OCC_.FDIC_.Proposed.Supervisory.Guidance.Implementing.Dodd_.Frank_.Company.Run_.Stress.Tests_.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.OCC_.FDIC_.Proposed.Supervisory.Guidance.Implementing.Dodd_.Frank_.Company.Run_.Stress.Tests_.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.OCC_.FDIC_.Supervisory.Guidance.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.OCC_.FDIC_.Supervisory.Guidance.pdf
http://www.davispolk.com/sites/default/files/Supervisory_Guidance_Model_Risk_Management.pdf
http://www.davispolk.com/sites/default/files/Chairman.Ben_.Bernanke.Federal.Reserve.Stress.Testing.Banks_.What_.Have_.We_.Learned.pdf
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Supervisory Stress Scenarios 

 Federal Reserve, 2013 Supervisory Scenarios for Annual Stress Tests (Nov. 2012) 

 OCC, Policy Statement on the Principles for Development and Distribution of Annual Stress Test Scenario (Nov. 2012) 

 FDIC, Policy Statement on the Principles for Development and Distribution of Annual Stress Test Scenarios (Nov. 2012) 

Reporting Forms and Instructions  

 Federal Reserve, Annual Company-Run Stress Test Report for Mid-sized Firms (Form FR Y–16) 

 Federal Reserve, Annual Company-Run Stress Test Report for Mid-sized Firms (Form FR Y–16) – Instructions 

 OCC, Company-Run Annual Stress Test Reporting Template and Documentation for Mid-sized Firms (Proposed Form 
OCC DFAST 10-50) – Results Template  

 OCC, Company-Run Annual Stress Test Reporting Template and Documentation for Mid-sized Firms (Proposed Form 
OCC DFAST 10-50) – Scenario Variables Schedules 

 OCC, Company-Run Annual Stress Test Reporting Template and Documentation for Mid-sized Firms (Proposed Form 
OCC DFAST 10-50) – Instructions 

 FDIC, Stress Test Reporting Template and Documentation for Mid-sized Firms (Proposed Form FDIC DFAST 10-50) 

 FDIC, Stress Test Reporting Template and Documentation for Mid-sized Firms (Proposed Form FDIC DFAST 10-50) – 
Instructions 

  

  

 

http://www.davispolk.com/sites/default/files/2013.Supervisory.Scenarios.for_.Annual.Stress.Tests_.pdf
http://www.davispolk.com/sites/default/files/OCC.Policy.Statement.on_.the_.Principles.for_.Development.and_.Distribution.of_.Annual.Stress.Test .Scenario.pdf
http://www.davispolk.com/sites/default/files/FDIC.Policy.Statement.Principles.Development.Distribution.Annual.Stress.Test_.Scenarios.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.Annual.Company.Run_.Stress.Test_.Report.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Federal.Reserve.Annual.Company.Run_.Stress.Test_.Report.Mid_.sized_.Firms_.Instructions.pdf
http://www.davispolk.com/sites/default/files/OCC.DFAST1050.Results.Template.20130916.xlsx
http://www.davispolk.com/sites/default/files/OCC.DFAST1050.Results.Template.20130916.xlsx
http://prod.davispolk.com/sites/default/files/OCC.DFAST1050.Scenario.Variables.Template.20130916.xlsx
http://prod.davispolk.com/sites/default/files/OCC.DFAST1050.Scenario.Variables.Template.20130916.xlsx
http://www.davispolk.com/sites/default/files/Company.Run_.Annual.Stress.Test_.Reporting.Template.and_.Documentation.pdf
http://www.davispolk.com/sites/default/files/Company.Run_.Annual.Stress.Test_.Reporting.Template.and_.Documentation.pdf
http://prod.davispolk.com/sites/default/files/FDIC.Annual.Stress.Test_.Reporting.Template.Documentation.Mid_.sized_.Firms_.xlsx
http://www.davispolk.com/sites/default/files/Annual.Stress.Test_.Reporting.Template.Documentation.Mid_.sized_.Firms_.pdf
http://www.davispolk.com/sites/default/files/Annual.Stress.Test_.Reporting.Template.Documentation.Mid_.sized_.Firms_.pdf
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CONTACTS PHONE EMAIL 

Goldman, Sachs & Co. 

Joseph A. Jiampietro 212 902 5772 joseph.jiampietro@gs.com  

Hafize Gaye Erkan 212 902 8227 hafize.erkan@gs.com  

Scott A. Romanoff 212 902 4016 scott.romanoff@gs.com  

Davis Polk & Wardwell LLP 

Luigi L. De Ghenghi 212 450 4296 luigi.deghenghi@davispolk.com  

Andrew S. Fei 212 450 4063 andrew.fei@davispolk.com  

Randall D. Guynn 212 450 4239 randall.guynn@davispolk.com  

Margaret E. Tahyar 212 450 4379 margaret.tahyar@davispolk.com  

mailto:joseph.jiampietro@gs.com
mailto:hafize.erkan@gs.com
mailto:scott.romanoff@gs.com
mailto:luigi.deghenghi@davispolk.com
mailto:andrew.fei@davispolk.com
mailto:randall.guynn@davispolk.com
mailto:margaret.tahyar@davispolk.com
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