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1 .  A R E  T H E  D F A S T  S C E N A R I O S  T H A T  F H F A  P R O V I D E S  T O  T H E  
E N T E R P R I S E S  T H E  S A M E  A S  T H O S E  T H A T  T H E  F E D E R A L  R E S E R V E  B O A R D  
( F R B )  P R O V I D E S  T O  T H E  L A R G E  B A N K  H O L D I N G  C O M P A N I E S  ( B H C S ) ?

The Dodd-Frank Act requires financial regulators to use generally  consistent and 
comparable stress scenarios.  FHFA provides the Enterprises with  scenarios that 
generally align with the FRB’s scenarios along with minor variations to address 
the Enterprises’  business model.  For example, FHFA expanded the counterparty 
default component to include counterparties related to the  Enterprises’ single-
family and multifamily guaranty businesses.  These include mortgage insurers and 
providers of multifamily credit  enhancements.  FHFA also requires the 
Enterprises to use aligned  regional house price paths to improve comparability of 
results.

2 .  A R E  T H E  A S S U M P T I O N S  M A D E  B Y  T H E  F R B  I N  T H E  S E V E R E L Y  A D V E R S E  
S C E N A R I O  A P P R O P R I A T E  F O R  T H E  E N T E R P R I S E S ’  U N I Q U E  L I N E S  O F  
B U S I N E S S ?

The Enterprises’ two major areas of risk exposure are credit risk  from the 
guaranty books of business and market risk from the  retained portfolios.  The 
home price declines prescribed in the Severely Adverse scenario are similar to 
those actually experienced during the great recession of the late 2000s.  
Additionally, the severity of the Global Market Shock as prescribed by the FRB 
for  the BHCs has a profound negative impact on the Enterprises’  retained 
portfolios.  Together, these scenarios provide appropriate  levels of stress testing 
that are specific to the Enterprises’ unique lines of business.
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DODD-FRANK ACT STRESS TESTS (DFAST)

FEDERAL HOUSING FINANCE AGENCY •  FHFA.gov 

3 .  W H Y  D O  F H F A  A N D  T H E  E N T E R P R I S E S  P U B L I S H  T W O  S E T S  O F 
F I N A N C I A L  R E S U L T S  I N  T H E  S E V E R E L Y  A D V E R S E  S C E N A R I O ,  O N E  W I T H  A  
V A L U A T I O N  A L L O W A N C E  O N  D E F E R R E D  T A X  A S S E T S  ( D T A S )  A N D  O N E  
W I T H O U T ?

In 2008, both Enterprises established a valuation allowance on DTAs which 
significantly reduced their capital positions.  The disclosure of results with and 
without the establishment of a DTA allowance eliminates the need to assess the 
recoverability of deferred tax assets in the Severely Adverse scenario.  Financial 
results with and without the establishment of a DTA allowance are provided for 
comparative purposes and for transparency.
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4 .  W H Y  A R E  T H E  C R E D I T  L O S S E S  A S  A  P E R C E N T A G E  O F  A V E R A G E  
L O A N  B A L A N C E  A T  T H E  E N T E R P R I S E S  R E L A T I V E L Y  L O W  C O M P A R E D  
T O  T H E  A V E R A G E  C R E D I T  L O S S E S  R E P O R T E D  B Y  T H E  F R B  F O R  T H E  
L A R G E  B H C S ?

As a rule, the large BHCs charge off delinquent loans after 180 days,  which 
results in higher credit losses during the DFAST planning horizon.  The 
Enterprises typically do not charge off delinquent loans  until disposition of 
the property, which generally requires a  significantly longer time horizon 
resulting in lower credit losses during the DFAST planning horizon.

FREQUENTLY ASKED QUESTIONS: 
DODD-FRANK ACT STRESS TESTS (DFAST)
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