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Banking Organization Capital Plans and
Stress Tests
Federal Reserve Finalizes Elimination of the Qualitative CCAR
Assessment for Smaller Firms, Reduction in the De Minimis Exception
for Additional Capital Distributions, and Other Notable Revisions to
Its Capital Plan and Stress Testing Rules
1

On January 30, 2017, the Federal Reserve published a final rule, initially proposed on September 26,
2

2016, that will modify the CCAR capital plan and stress testing rules applicable to bank holding
companies (“BHCs”) with $50 billion or more in total consolidated assets and U.S. intermediate holding
3

companies (“IHCs”) of foreign banking organizations (collectively, “CCAR firms”).

Most notably,

beginning with the 2017 CCAR and DFAST cycle, the final rule will exclude the capital plans of “large and
noncomplex” CCAR firms (those that are not global systemically important banks (“G-SIBs”), and that
have less than $250 billion of total consolidated assets and less than $75 billion of total nonbank assets)
from CCAR’s qualitative review, and the capital plans of large and noncomplex firms will no longer be
subject to potential objection on qualitative grounds. Beginning April 1, 2017, the final rule will also
reduce the de minimis exception for capital distributions above the amount reflected in a CCAR firm’s
capital plan from 1 percent of Tier 1 capital to 0.25 percent of Tier 1 capital. These and other key
elements of the final rule are summarized below, with a particular focus on changes and clarifications to
the proposed rule and elements that were adopted as proposed, notwithstanding comments
recommending changes.


4

Eliminating the qualitative CCAR assessment for large and noncomplex CCAR firms, with
modified criteria for identifying such firms. The final rule adopts the proposal’s removal of
large and noncomplex firms from CCAR’s qualitative review; however, it modifies the criteria for
identifying a large and noncomplex firm.
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Under the final rule, a firm will be considered “large and noncomplex” if (1) it is not a
G-SIB (that is, it has not been identified as a global systemically important BHC
5
based on its “Method 1” surcharge score) , (2) it has total consolidated assets of at
least $50 billion but less than $250 billion, and (3) it has nonbank assets of less than
6
$75 billion. The final rule also eliminates a requirement included in the proposal that
the CCAR firm must have on-balance sheet foreign exposure of less than $10 billion
in order to be considered large and noncomplex. The Federal Reserve noted that the
new requirement that all G-SIBs be treated as “large and complex” “mitigates the
potential that the proposed foreign exposure test may include firms that are not
complex,” while continuing to capture and apply the qualitative CCAR assessment to
7
“the most systemically important U.S. banking organizations.”




While the Federal Reserve will not object to the capital plan of a large and
noncomplex firm on qualitative grounds, it will incorporate an assessment of
the firm’s capital planning process into regular, ongoing supervisory activities
and through targeted, horizontal assessments of particular aspects of capital
planning.



The Federal Reserve did not modify the final rule in response to comments that
certain asset types—such as cash and bank-permissible assets—should be excluded
from the calculation of nonbank assets for purposes of determining whether a firm is
large and noncomplex. The Federal Reserve explained that all assets held by
nonbank entities—including assets “that present low inherent risk”—should be
included in the measure because those assets can be used in connection with
8
“complex activities,” such as prime brokerage and trading activities. In addition, the
Federal Reserve indicated that excluding specific assets from the measure could
9
undermine the measure’s transparency.



The Federal Reserve clarified that firms meeting the large and noncomplex criteria
above will be treated as large and noncomplex, and excluded from application of
CCAR’s qualitative review, even if they are CCAR firms subject to the LISCC
10
framework (“LISCC firms”).



The Federal Reserve also clarified that all LISCC firms (regardless of whether or not
they are large and noncomplex) and all large and complex firms remain subject to the
Federal Reserve’s “highest expectations for capital planning as set forth in SR Letter
11
15-18.”
The Federal Reserve also stated that it will amend the applicability
12
thresholds in both SR Letter 15-18 and SR Letter 15-19 to reflect the definition of a
13
large and noncomplex firm set forth in the final rule.
As of the publication of this
memorandum, the Federal Reserve has not posted the amended versions of these
SR Letters. If the Federal Reserve revises the applicability criteria for SR Letter 1518 to add a $75 billion nonbank asset threshold and to remove the foreign exposure
threshold, the amendments will be of most significance for CCAR firms that are not
LISCC firms and that either (i) will not be treated as large and noncomplex firms (and
therefore will become subject to SR Letter 15-18) because they have $75 billion or
more in nonbank assets or (ii) will be treated as large and noncomplex firms because
of the elimination of the foreign exposure threshold (and therefore will no longer be
subject to SR Letter 15-18).

Reducing the de minimis exception and imposing a “blackout period.” The Federal
Reserve is adopting without modification the proposed changes to the rules applicable to capital
14
distributions not reflected in a CCAR firm’s capital plan.


Beginning April 1, 2017, the de minimis threshold below which CCAR firms may
provide prior notice (rather than obtain prior approval) for capital distributions not
reflected in the CCAR firm’s capital plan will be reduced from 1 percent to 0.25
15
percent of Tier 1 capital.
Consistent with the proposal, the Federal Reserve
explained that this reduction is a response to an observed pattern of certain firms
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using the de minimis exception as an “add-on” to “increase their common stock
repurchases by the maximum amount allowed under the exception,” rather than to
address unanticipated events that improve capital levels, which the Federal Reserve
16
identified as the exception’s intended purpose. The Federal Reserve also indicated
that use of the exception as an “add-on” instead of for its intended purpose could
17
“call into question the strength of a firm’s capital planning processes.” Consistent
with the proposal, the Federal Reserve did not, however, add requirements to its
capital plan rule that would seek to tie use of the de minimis exception to
unanticipated events.





Effective for CCAR 2017, the Federal Reserve will impose a “blackout period” during
the second calendar quarter (the period in which the Federal Reserve conducts the
CCAR exercise) on the ability of a CCAR firm to submit prior notice of its intention to
use the de minimis exception or to submit a request for prior approval for a capital
distribution that is not reflected in the firm’s capital plan to which it has received a
18
non-objection. The Federal Reserve explained that this blackout period will ensure
that its CCAR assessment is a comprehensive assessment of the BHC’s capital
19
adequacy “based on information that is as accurate and complete as possible.”
Noting that “firms should be able to plan the capital distributions for the [second
quarter] and include those planned distributions in their CCAR exercise,” the Federal
Reserve suggested that, should an exigent circumstance arise, a firm may resubmit
its capital plan and, depending on the circumstances, the Federal Reserve may
20
expedite its review of the resubmitted plan.



The Federal Reserve clarified that, in making a determination on a CCAR firm’s
capital distribution request, it will take into account the size and complexity of the
21
requesting firm.
Thus, a capital distribution request from a LISCC or a large and
complex firm will likely require stronger justification and more supporting evidence
(such as updated stress test results) than a request from a large and noncomplex
22
firm.

Modest changes to reporting requirements for large and noncomplex CCAR firms. The
Federal Reserve is adopting, generally as proposed, modifications to the Capital Assessments
and Stress Testing Report (the Form FR Y-14 series of reports) intended to reduce burdens for
large and noncomplex firms.


The Federal Reserve is adopting, as proposed, an increased materiality threshold
used to identify material portfolios for purposes of submitting data schedules to FR Y23
14Q and FR Y-14M.
Under the final rule, a “material portfolio” is a portfolio with
asset balances greater than either $5 billion or 10 percent of Tier 1 capital (increased
from 5 percent of Tier 1 capital), applicable beginning with the first “as of” date
24
following the final rule’s becoming effective.



In modeling losses on immaterial portfolios, the Federal Reserve will apply the
th
median loss rate, rather than the loss rate equal to the 75 percentile, among firms
that report data to the Federal Reserve to all firms subject to the supervisory stress
25
test. Under the proposal, the Federal Reserve would have applied the median loss
26
rate only to large and noncomplex firms. The Federal Reserve expanded the use of
the median loss rate to avoid discouraging firms from reporting a portfolio as
27
immaterial.



As in the proposal, large and noncomplex CCAR firms will not be required to include
in their capital plan submissions certain supporting documentation regarding their
models (although they must produce such supporting materials upon request) and
will no longer be required to complete certain sub-schedules of the FR Y-14A
28
Schedule A (Summary).
The Federal Reserve did not modify the final rule in
response to comments requesting that it also exempt some or all CCAR firms from
other FR Y-14A requirements, stating that it will continue to use the information
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provided in response to those requirements in connection with the CCAR qualitative
assessment for large and complex firms and the supervisory reviews of capital
29
planning of large and noncomplex firms.


The Federal Reserve similarly did not modify the final rule in response to requests
that it remove the requirement that firms perform a stress test in the adverse scenario
and/or that it reduce the FR Y-14A reporting requirements related to the adverse
30
scenario. The Federal Reserve explained that the adverse scenario stress test is a
statutory requirement of the Dodd-Frank Act and that it uses the information on the
adverse scenario to inform its qualitative capital plan review and to assess, on a
macroeconomic level, the ability of firms to withstand a variety of economic
31
conditions.

Other important elements of the proposal that will be adopted without further modification include:


Expansion of period for market shock “as-of” date. The Federal Reserve may require CCAR
firms with significant trading activity to include a trading and counterparty component (or “global
32
market shock”) in their company-run stress tests.
Starting with the 2018 CCAR cycle the
beginning of the window for the as-of date for this market shock will be changed from January 1
33
of the year of the relevant stress test cycle to October 1 of the prior year.
As a result, the
34
window for the 2018 CCAR cycle will be October 1, 2017 to March 1, 2018.
The Federal
Reserve clarified that it will not change its practice of allowing firms to use data from weekly
internal risk reporting for the week of the chosen as-of date, and that the reporting deadlines for
35
FR Y-14 schedules that are related to the global market shock will also remain the same.



Expansion of transition period for new CCAR BHCs. Consistent with the proposal, the final
rule modifies the timeline within which a BHC that crosses the $50 billion asset threshold ( a “new
CCAR BHC”) must submit capital plans and comply with reporting requirements and the Federal
36
Reserve’s DFAST rules.





Most notably, the final rule moves from December 31 to September 30 the cutoff date
after which a new CCAR BHC must submit a capital plan by April 5 of the second
year after it crosses the threshold (for example, April 5, 2019 if it crosses the asset
37
threshold after September 30, 2017). A new CCAR BHC that crosses the threshold
on or before September 30 of a given year must submit its capital plan by April 5 of
the following year (for example, April 5, 2018, if it crosses the asset threshold on or
before September 30, 2017).



In addition, a new CCAR BHC will become subject to Subparts E and F of the
Federal Reserve’s DFAST rules, dealing with supervisory and company-run stress
tests, in the year following the first year in which it submits a capital plan (for
38
example, 2020, if it crosses the asset threshold after September 30, 2017).
The
final rule also extends the onboarding period for regulatory reporting requirements for
39
new CCAR BHCs.

Confirmation that SR Letter 11-7 applies to all firms. In response to comments requesting
clarification, the Federal Reserve confirmed that SR Letter 11-7’s guidance on model risk
40
management continues to apply to all firms and explained that SR Letter 15-19 is intended to
describe a particular application of SR Letter 11-7 for capital planning to large and noncomplex
41
firms.

In its release accompanying the final rule, the Federal Reserve indicated that the scenarios and
instructions for the 2017 CCAR cycle will be released by the end of this week
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