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EU's McCreevy says rating agencies must resolve conflict of interest
April 18, 2008: 03:33 AM EST

FRANKFURT, Apr. 18, 2008 (Thomson Financial delivered by Newstex) -- EU internal
markets commissioner Charlie McCreevy said turmoil in the global credit markets proves
that rating agencies must solve a conflict of interest between rating and advising on
structured products. (NYSE:HZK)

"The rating agencies cannot continue as hitherto and therefore | do not rule out regulatory
measures,’ McCreevy said in an interview with German daily Boersen-Zeitung.

The option of establishing an independent external supervisor needs to be looked into, he
said, and added that an international rather than a European solution is to be preferred in
this regard.

Asked about demands that credit institutes increase their capital reserves, McCreevy said
these are unlikely to be incorporated in the proposed changes to Basel 11, which will be
submitted in October.

'‘But I have no doubt that credit institutes will have to have higher capital reserves in two
to three years at the latest. That is one of the core lessons of the crisis," he said.

McCreevy stressed that, despite recent criticism that the mark-to-market system for
valuing assets may have intensified the crisis, he does not see a better alternative.

Copyright Thomson Financial News Limited 2008. All rights reserved.
The copying, republication or redistribution of Thomson Financial News Content,

including by framing or similar means, is expressly prohibited without the prior written
consent of Thomson Financial News.
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CAPITOL REPORT

Credit-rating agencies return to crosshairs
By Robert Schroeder, MarketWatch
Last update: 4:06 p.m. EST Nov. 26, 2007

WASHINGTON (MarketWatch) -- It's tough to be a credit-rating agency these days. And it may
just get tougher.

Under fire for underestimating the danger of bonds backed by subprime mortgages, big companies like
Moody's, Fitch and Standard & Poor's have weathered congressional scrutiny of their industry, seen a
law passed in 2006 that clarifies how they're officially recognized by regulators and are now the
subject of a Securities and Exchange Commission probe into whether they followed proper procedures
for rating mortgage-backed securities. See earlier story.

And if that wasn't enough, observers are debating how much further the ratings-industry needs to be
changed.

Add it up and it's looking increasingly like the folks who pass judgment on debt and securities are
awaiting some kind of judgment themselves.

The verdict for now, though? Uncertain. What is certain is that few appear to be satisfied with the way
things are going.

The ratings agency model is "now broken," says Kyle Bass, a managing partner at Hayman Capital
Partners.

He was answering a question posed at a recent event at the American Enterprise Institute titled "Is the
rating agency system broken or fine?"

Having to ask the question in the first place probably means it's at least shaky if not broken. What to
do about it is more difficult, but there is no shortage of ideas.

Bass and others say the companies should get rid of the "issuer-pays" system, for one thing. It strikes
many as a big conflict of interest that Moody's and others are paid by the companies they rate. But the
companies argue the current system saves investors money.

"What we feel is important is the steps you take to mitigate any potential conflicts of interest," says
Anthony Mirenda, director of corporate communications at Moody's. He says the company uses a
number of safeguards including assigning ratings by committee. Analysts also aren't involved in fee
discussions with issuers, he says.

Vickie Tillman, executive vice president of Standard & Poor's Credit Market Services, told a Senate
panel in September that without payment for ratings by companies, the public ratings issued would be
subscription-based instead of free of charge to investors. Standard & Poor's is a unit of the McGraw-
Hill Cos.
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Moreover, S&P says it's tightening its criteria and boosting the frequency of its reviews as well as
modifying analytical models. It's also doing a survey of originators and their practices concerning data
integrity, says a company spokesperson.

Alex Pollock of AEI has another idea: let those who buy decide.

"Why couldn't a group of major institutional investors set up their own rating agency?" Pollock asked
the other day. Under Pollock's proposal, the agency would be capitalized by and paid for by the
investors and work from their point of view.

Ask Frank Raiter of Luminent Mortgage Capital and Clayton Holdings and he'll say the answer is
having ratings agencies update their models at least once a year, use the same loan level data and
publish their surveillance criteria. Raiter agreed that S&P, Moody's and the like are "severely
disconnected," if not broken, but stressed that the blame for the subprime fallout has to be shared with
issuers and investors. Read more subprime coverage.

Those same issuers and investors, of course, are going to keep relying on the agencies for what
Pollock characterizes as opinions about the future.

And, as The Wall Street Journal reported earlier this month, some banks and hedge funds rely on
credit ratings even when they know the ratings could be flawed, because many mortgage instruments
are so difficult to value. On Nov. 9, The Journal reported that the ratings agencies looked poised over
the next few weeks to downgrade hundreds of mortgage-related investments worth tens of billions of
dollars, creating the potential for more market unrest.

Investors and credit-raters still need each other. But with casualties mounting in Wall Street CEO
suites over unexpected losses and the SEC still investigating the industry, expect lawmakers and
regulators to keep trying to get the credit-raters into the repair shop.

Robert Schroeder is a reporter for MarketWatch in Washington.
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SEC seeks funds to oversee rating firms, Wall Street

By Judith Burns
Last update: 9:06 a.m. EDT April 17, 2008

(Updates with further comment from SEC and lawmakers and background information, starting in
seventh paragraph.)

WASHINGTON (MarketWatch) -- Wall Street's top cop wants Congress to provide additional funding
for federal oversight of investment banks and credit rating agencies, saying it is "vitally important” to do
Sso.

Securities and Exchange Commission Chairman Christopher Cox raised the issue Wednesday at a
House Appropriations subcommittee hearing on the SEC's proposed $913 million budget for fiscal
2009.

The collapse last month of Bear Stearns Cos. (BSC) revealed a regulatory gap in oversight of
investment banks on a consolidated basis, Cox told the House panel. While commercial banks are
subject to such supervision by federal bank regulators, there is no counterpart for investment banks,
only a voluntary program created by the SEC covering five of Wall Street's largest banks, including
Bear Stearns.

Cox said he thinks it is "vitally important” to have consolidated oversight of investment bank companies
and urged Congress to consider mandating and funding such a program.

"It doesn't exist now in law, | believe it should,” Cox told lawmakers.

In contrast, Congress gave the SEC new authority in 2006 to inspect and regulate credit rating
agencies. Cox said the SEC is being very aggressive in using its new authority over rating firms and
suggested that if it had gotten it a year earlier, "that would have made a difference.”

Rating firms, under fire for giving high ratings initially to securities backed by home mortgage loans to
risky "subprime" borrowers, are getting more scrutiny from the SEC. Cox said he expects the agency
will issue a proposal by late June to tighten rules for rating firms and provide more data on their track
record, which he said should help enhance competition in an industry dominated by Standard &
Poor's, a division of McGraw-Hill Cos. and Moody's Investors Service, a subsidiary of Moody's Corp.
While the SEC didn't seek additional funding for credit-rating oversight in the past, Cox endorsed the
idea of a dedicated funding stream for that effort and for the consolidated supervisory program.

Cox told reporters after the hearing that although the SEC is shifting more funds and resources to both
areas using its current budget, he hopes to reach agreement with Congress on a funding stream that
would provide "the right amount” of new funds for such efforts.

"How Congress chooses to do this is up to Congress," Cox added.
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For its part, Cox said the SEC's consolidated supervisory program for Wall Street investment banks
was "created out of thin air" using exemptions from SEC net-capital rules. Banks in the program - Bear
Stearns, Goldman Sachs Group Inc., Lehman Brothers Holdings Inc., Morgan Stanley and Merrill
Lynch & Co. - are able to reduce capital reserves in exchange for giving the SEC access to their entire
operations, not just their registered brokerage and advisory units. Cox said the SEC offered the plan
because "Europe was going to," and U.S. regulators wanted to prevent Wall Street's biggest banks
from relocating to Europe.

Without the voluntary program in place, regulators, including the Federal Reserve, would not have had
any consolidated information available when Bear began its downward spiral in mid-March, Cox
testified. He told reporters that he now wants to "formalize" the program and secure funding to run it.
House lawmakers seemed open to the idea.

"l want to be sure that you have the resources," said Rep. Mark Kirk, R-Ill. Rep. Jose Serrano, D-N.Y.,
who chairs the appropriations subcommittee responsible for the SEC's budget, worried that the SEC's
proposed budget for fiscal 2009, which begins Oct. 1, won't be sufficient to the keep the best
employees at the agency.

Cox defended the plan to provide SEC employees with a 4.5% pay raise, including merit pay and cost-
of-living increases, and said the agency itself is doing its job "better than ever before."

Asked about a recent U.S. Treasury Department blueprint for financial regulatory reform, Cox said
although the SEC did not take part in producing it, he agrees with the goal of modernizing oversight of
U.S. financial markets and market participants.

Nearly all of the blueprint's recommendations, including a call to merge the SEC with the Commaodity
Futures Trading Commission, would require congressional approval, Cox noted.

Pressed on whether he would favor such a merger, Cox said that would depend on how it is done. He
said he could foresee "serious jurisdictional challenges" to an SEC-CFTC merger given that each
agency is overseen by different congressional committees that may not want to give up their oversight
role.

-Contact: 201-938-5400
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