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Stress Testing and Capital
Planning: Federal Reserve Issues
Guidance for 2013 Cycle

Today the Federal Reserve Board (the “Board”) issued instructions and guidelines for two 2013 stress testing and capital
planning programs, each of which builds on similar programs from last year. The Comprehensive Capital Analysis and
Review 2013 (“CCAR”)1 describes the testing process and resulting capital plans that are required for the 19 bank
holding companies (“BHCs”) that participated in the CCAR for 2011 and 2012. The Capital Plan Review 2013
(“CapPR”)2 sets forth the testing and capital planning requirements for the 11 BHCs with $50 billion or more in
consolidated assets that undertook a similar exercise last year. The instructions and guidelines for both programs
implement the capital plan rule, 12 C.F.R. § 225.8, and reflect the supervisory concerns underlying the earlier testing
and planning programs.

The CCARs in 2011 and 2012 and the CapPR in 2012, as well as section 225.8, should be familiar to many. Nevertheless,
a few observations specific to today’s releases are in order:

e The capital plan that results from the stress testing under either program must demonstrate that the BHC can
achieve “readily and without difficulty” the capital ratios that are part of the Basel III framework. The Basel III
ratios phase in over several years; presumably a BHC need only demonstrate compliance with the ratios as they
take effect in the coming years. These ratios are currently in proposed form and not yet final. Indeed, the Board
announced today that the proposed ratios (and other capital requirements) will not take effect on January 1,
2013, as had been the original intent.3 The lesson for the CCAR and CapPR banks, however, appears to be that
the final Basel III-based capital ratios in the United States will change little from the pending proposals.

e The assumptions that are essential to the stress tests—the Board’s baseline, adverse, and severely adverse
scenarios—have not been included in today’s materials but should be provided to the participating banks on
November 15, 2012.

e The tests will require very substantial amounts of data, some of which the BHCs do not keep in the
ordinary course of business but must extrapolate or otherwise generate from existing data. Since the
testing must yield results in time to submit a capital plan that has been approved by a BHC’s board of
directors to the Board on or before January 7, 2013, very little time is available to collect the necessary
data.

1 Available at http://www.federalreserve.gov/newsevents/press/bereg/bereg2o121109b1.pdf.
2 Available at http://www.federalreserve.gov/newsevents/press/bcreg/bereg20121109b2.pdf.
3 We discussed the announcement in a news bulletin earlier today, Regulatory Capital: January 1, 2013 Deadline Eased, available at

http://www.mofo.com/files/Uploads/Images/121109-New-Capital-Rules.pdf.
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e The instructions offer little if any guidance on the methodology of a stress test. While each BHC may (and
indeed must) develop its own techniques, these techniques will be the subject of careful scrutiny as part of the
Board’s review of the stress test results and the capital plan. The standards of review that the Board will apply
are unknown, apart from general requirements regarding the robustness of the testing process. Moreover, the
Board must conduct its own stress tests of these banks, and the Board’s own methodology remains a “black

box.”

Author

Dwight C. Smith, IIT
Washington, D.C.
(202) 887-1562
dsmith@mofo.com

Contacts

Henry Fields

Los Angeles

(213) 892-5275
hfields@mofo.com

Charles Horn
Washington, D.C.

(202) 887-1555
charleshorn@mofo.com

Jeremy C. Jennings-Mares
London

4420 7920 4072
jjenningsmares@mofo.com

Anna Pinedo

New York

(212) 468-8179
apinedo@mofo.com

About Morrison & Foerster

Peter J. Green
London

4420 7920 4013
pgreen@mofo.com

Oliver I. Ireland
Washington, D.C.
(202) 778-1614
oireland @mofo.com

Barbara Mendelson
New York

(212) 468-8118
bmendelson@mofo.com

We are Morrison & Foerster—a global firm of exceptional credentials. Our clients include some of the largest financial institutions,
investment banks, Fortune 100, technology and life sciences companies. We’ve been included on The American Lawyer’s A-List for
nine straight years, and Fortune named us one of the “100 Best Companies to Work For.” Our lawyers are committed to achieving
innovative and business-minded results for our clients, while preserving the differences that make us stronger. This is MoFo. Visit us
at www.mofo.com. © 2012 Morrison & Foerster LLP. All rights reserved.

For more updates, follow Thinkingcapmarkets, our Twitter feed: www.twitter.com/thinkingcapmkts.

Because of the generality of this update, the information provided herein may not be applicable in all situations and should not be

acted upon without specific legal advice based on particular situations.
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