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RE: Pile Numhcr 57-13-08 

.DearSecretary Morris: 

'I'hc L.ahorers' hiternational [.Jniun uf North America (LIUNA) represents 
ovtr 500,000 men -and I+f<>rneilwho work primarily in the c t ~ n s t n ~ c t i ~ n  
industry. Olir Union's men1 hers have becn triply xRected by he liousi~~gcrisis 
and credit: rnlwkct turmuil - uver onc million construction wvrkers havc lost 
lheir j ~ b s ,  millinns lhce foreclosure, md Ir~ssesto invcslors, including. our 
pensiun fiinds, art: esiiinated at o w r  $ I trillion. It i s  in nur capacity .as 
investors and on hehalf of  our mcrnbers Lhal xvc arc wiling lu cosmncnt on the 
SEC's, "Propcxied Rules f ~ rNatiunally Recogniled Statistical f i l ing  
Organizations", (S7- 1 3-08). 

LImA has over 100 individual benefit Iunds that invest assets of ewer $32 
billion to provide retirement sccurity fur our mcmbtrs. Our Uepartmcnt of: 
Corporate AI'Fairs has been tracking [he housing and credit crisis on behalf of 
our funds and has helped to cc~r,rdinate a multi-lkcekd response. I,,IUNA 
trustees 3re fully myarc of their fiduciary dutics to these funds and we have 
tekcn the Ibliuwing actions over the past 18 munlhs: survcycd nur funds 
regarding txpnsure to c~llatctalized debt obligations (CnO's) with empliasi s 
vn resideutial mortgage-backed sccuri~~as(R.bIBS's); rcviewed fixed-inconie 
investment policy and guidelines; held natiwl~el conver~ations with fixed 
income mnnngsrs tu assess thc prcd-~lem md  rcview their pdicics; and 
addressed thc issue in severaI national meetings of our I,.IUNAYcnsinn Fund 
Task Fn~nsctvhjch represents our lnrgesl.25 hinds and represents over 70% uf 
our pension fund as~els .  

Tn addition, we idenlified and researched key industries and cornpanics that 
we believed pIaycd ~najor rolcs in lhis crisis - huniebuilders and their 
nli)rlgagc subsidiaries, ~ n ~ r t g a g ecnmpwics, inr7estrnent banks, other 
issuet-dundem7ritcrs and the crcdit rating tgencics. T.,TIJNA pension I'unds 
filed shareholder prupusds at s number of  thesc companies that wcre aimed at 
increasing disd~xiure and transparency uld eliminnling or managing wnflicts 
of il~tercst. L[TJNA h b s ,  for t.xmiple, filed shareh<~lder proposals requiring 
additional disc1usu1-e of mortgage prac.tjcts and uperation5 at Beazer T-Tomes 
(RZI-I), Kylnnd Group (RYL), ?Learns and Wa.;hington M~lt~tal  (WM). 
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TJLJN.4 funds also filed shareholder prwposals a1 Moody ' 5  (MCO), McGrarv-
Hill (MI-IP), Ci t ign~i~p  (C) a i d  others that asked [hat management adopt a 
policy LO cnorc clear1 y definc Ihe relationship betwcen credit riling agencies 
and I ssuers!unden~~riters <md 10 take actirm to limii or eliminate confliclx. 
While Lliese'propus;lls werc "mi,-actioncd" by the SEC (oddly un the grounds 
of "urdimry hi~~iness"),we had numerous mceiings, discussions and 
exchanges with br.rth cmdi t raling ngenc.ies and issuers/urtdcrwriters rcgarding 
esta blisliing clear rcsponsi bility for risk rnanagemcnl md crcdil rating 
oversight, disclosure o.Faddit innal inforrriatirm that will inineast trmsparcncy 
of the rsltillg prncess and elimination confl i~ts  dzat we btlicvc cnntributed in 
the c~~r ren t  crisis. 

WE are plemcd tr, say that many uf tllc ideas that rve dvocated regarding true 
transparency bstween credit rating agcncies and underwriters in 2U07 are 
being aduptcb or ;iddressed irtteindly bv leading cnmpu~ics.  However: many 
such ct~rnpmics mntinlle to be resistiint or slow to react m d  we believe hat 
"selr-regulation" will not suflice by itsell:and nddiiir~mlregulatory oversight 
is desperatcly needed. 

We belicvc; in general, Ihat the rules being prr~posedby the SEC are steps in 
the right di rectir111 and we believe this is a necessary and appropriate role rur 
ihe SEC. We concur wi tfi the comments rnade by SEE C:l~airrr~anCl~ristopher 
Cox: on June 1 1: 21)UX when hc slated, "At bottom in Lhe subpriine mess, r,T 
course, were the high-risk mortgages typilied by lax loan u n d e ~ i i i n g ,  
unverified br)rrowrcr infor~mtion, and even in Inmy cayes, cltar signs of l i a d  
in the lnan .li~es.'" Wlulc wc believe that the adoption of new, stmngcr rilles 
by the SEC regarding ihc credit rating agencies Is a crucial part 01' 
rtcs~ablishing investor confidence: addit~onal regulalory changes will be 
nccdad to address ongoing conflicls regarding hamebuilders ;uld their 
origin~itionof mortgages, as well ns lack uF p.roper risk oversight and 
disslo~ureby isxuer/undtr\wi t e ~ .  

1. 	 Increased discl~surcon information and methodologies used to 
determine credit ratings. 

Frnldatntn~iiliy: L11.JNA4 suppofls t l ~ e  SEC's cfforb to cnsure that credit rating 
agencics providc rdtings on produ~ts  only rvlicn proper undcrlyinp 
informaliun is prr~vided and rrzcthodologies are disclosed and su17icicnt 
historical data is available. We strrmgly suppvrt disclusurc of  "all information 
p~wvided to. tbc nalional rccugnixd slatistical rating organi~ahunby the 

I Sperch by S I X  Chai~nan:Statement at Open Meeting on Rules h r  Credit Rnting Agrnciea, 
lmy :~~~uww.sec.g~v~nevlrdsp~ecfl0~X!spch06~IO8cc.htrn 
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issucr, underwriter, sponsor, depositor, or trustec that is used in dctemlining 
the initial credit rating for the security or moncy niarkct instrument, including 
inSon~lation about the characteristics of the assets undcrlyiag or referenced by 
the security of money ~narket instrument, and tllc legal structure ol' the 
security or nioncy market instn~mcnt" as well as disclosure of all such 
inlbr~nation that is used in "undertaking crcdit rating sun~eillance of' the 
security or money market instrument.'" 

hl addition to disclosure of information underlying each crcdit rating; we also 
strongly support the proposed rule that Nationally Kccogizcd Statistical 
Kating Organizatio~ls (NRSKO's) be required to publish default and transition 
statistics for each assct class over 1,  3, arid 10 ycar periods. Such tools will be 
extremely hclpful in providing investors the additional infortnation that will 
be required when making investment decisions. 

1Ve believe that the maintenance of records and disclosure should not only be 
on the crcdit rating agency wchsites, but also bc placed on a central depository 
such as EDGAR. The goal should bc to ~nnke sure that information provided 
can bc dliciently accesscd and analyzed. 

We cvould add the foi.,llo\vir~gspecific comments regarding disclosure: 

IVl1en it comes to disclosure. more is bettcr and sooner is better than later. 
Thc Council of Institutional Investors (CI1) has stated that organizations 
like credit rating agcnc.ies have specific responsibilities and must bc 
"transparent in their methodology, avoid or tightly control conflicts of 
interest and havc robust oversight."' 

\$7e are concerned about thc proposcd disclosure escl usion ol"'information 
about collateral pools (i.e., "loan tapcs") provided by the manger 
containirlg a nlix of assets that is dil'fercnt an the composition o f  thc 
tinal collateral pool upon which the credit rating is b a s c d . " h i c  assume 
that the reasoning here is that infomiation not used in the fmal collateral 
pool tlccd not bc disclosed. I-lowever, in our view, such information is 
critical if regulators and investors are to be ablc to analyze whether "out- 
of-model" adjustments \wre made and to asscss whcther credit rating 
analysts might be, in fact, participating in the stnicturing ol'the final pool. 

SllC 17 CVK parts 240 and 249h, Fedcml Register, pagcs 232 19-36220. 
3 C11 Statement on "'Transparency, independence and oversight o f  linrulcial gatekeepers", 
Cll.org. 
4 I'edcrnl Register, Vol. 73, No. 123, p. 36220. 

http:Cll.org
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We believe that thcre are a variety of practical ways in which any personal 
or proprietary itlfom~ation crin be protec.ted. 

\Ve also strongly support enhmlccd disclosure of the methodologies uscd 
by crcdit rating agencics including disclosurc of the steps taken to vcrify 
information (or lack thereof); and disclosurc ot'informatiotl obkained from 
third partics. \Vc agree with t.llc proposal that a report describing 
methodologies and risk characteristics bc attached to each rating. We 
believe these rcports should bc monitored to makc sure that such 
information does not become burdensornc nor boilerplate. 

We belicve that disclosure of infomution relating to significant "out-of- 
~nodcl adjustments" will havc increased importance as part of ovcrall 
reduction of reliculcc simply on crcdit ratings themselves as a final 
product. Wc would urge the SEC to strengthen its guidance so that crcdit 
rating agencies the~nselves do not have thc final say regarding what 
constitiltes such adjustments. Further, \ire bclicve that such infornmation is 
a critical factor for investors and their ability to asscss the integrity of the 
rating. 

I:inally, wc believc that disclosures should be made prior to the pricing 
date. Wc believe that the cstra tilrlc will provide a broader opportunity for 
other hiKSRO's to determine an unsolicited rating. LllJNA funds as 
investors take seriously thcir obligation to reducc reliancc on individual 
ratings 'and we believe that rules that will allow and elxourage a broadcr 
range of unsolicited ratings is pan of this effort. 

2.  Conflicts of Interest llisclosure 

' f ie  Council of Institutional Investors (CIT) has stated that "...conflicts of 
interest m inherent in ~icarly all of the agencies designated by the Securities 
,and Exchange Comn~ission as Nationally Rccognizcd Statistical Rating 
Organizations because thcy are paid by the issucrs of sccuritics they rate."5 
Our discussio~ls with various crcdit rating agencies and issuerslundemriters 
have increased our belief that fundamental conllicts exist and must be 
addressed. We applaud the SEC's efforts in this area and provide the 
fol lotving additional comments: 

We strongly concur that NRSROs must bc barred fiom issuing a rating 
on a security they helped to structure. We believe that additional 

'C11 Statement, 11310. 
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guidance nccds to be provided by the SEC that helps to define what is 
acceptable feedback during thc rating process versus reconmendations 
about how to obtaui a desired rating. At niinuni~m, as noted above, we 
belicve tliat all preliminary infortnation supplied to the NRSROs 
should be disclosed including origitial as well as final "loan tapes". 
l'hc goal must be to enha~icc the ability of the SEC and investors to 
deternlinc whethcr discussions have been limited to clarification of 
inforrnation or have strayed into active "fmancial engineering". 
NRSKOs should be rcquired to disclose their internal policy, and 
metllods by which they monitor such behavior. 

We believe that NRSKOYs;hould be rcquired to file an annual rcpvrt 
that details their internal policy, cdorcernent and oversight methods as 
wcll as any actions taken to cnsure that their cniployces are not rating 
a security they helped to structurc. The report should also include 
information regarding the reassignment of an analyst from the 
responsibility to rate a product of a specific issucr/undenvriter a ~ d  that 
cormnunications between analysts and issueriundcrwriters be retaincd. 
This rcport should include a ''look back" regarding tllc employment 
relationships bctwee11 NRSRO employees and issucr/underwriter 
eniploycrs aid any complaints from issuers or investors about the 
performance of an analyst involved in the rating process. Finally, the 
report should requirc more stringelit and detailed disclosurc of any 
othcr services that arc offercd to an issuer/~~nderwvriter ui addition to 
actual credit ratings. 

\Ve note that the SEC rules will not require public disclosure of some 
of this intirnlation and we believc that an annual report as suggested 
above could provide a vchicle for a summary that protects proprietary 
infi)rnlation yet discloses information that would be helpful to 
investors. 

The fee structure underpinning most of the current NKSROs is a major 
concern and source of rcal or potential direct conflicts. We strc3agly 
concur with tllc SEC's proposal to prohibit rather than simply manage 
the conflicts bct\veen those NRSIW e~nployees involvcd in fee 
discussions and those i~lvolved in the credit rating analytical process. 
Wc believc furthcr that the prohibition should be extended to covcr 
participation of those with supervisory functions. While smaller 
NRSROs nlay cxpericnce some practical difficulties in implementing 
these prohibitions, the impoflance of this n ~ l e  overweighs such 
adnlinistrativc problems. 
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In conclusion, vie have no1 provided specific comments on rules regarding 
new norrlcnoTature and other Ir~pics. As invcstc~rs, our t'ullds will be 
u n d e d i n g  an in dcph revicw nf our investment policies mJ refcwnccs to 
WSlZOs nr specific rating rcq uiremerlts. Wc suspect that s<,rne adjusiments 
will be needed depending on the final rules and other potential legislativs 
changes. 

Wc fully believe that addiduml steps will be neccssnry In order to h l l y  
address tllc "subprimdcredit crisis" and rcslrl~e in~xstul. confidence. In  uur 
view, othzr issues that must be addressed include thc fillowing: 

1. 	 'I'he SEC should either require that i ~ s u c ~ u n d e ~ r i t m  be rcquired tn 
increase and discluse risk ;wstssmcnt and management nf conflicb or 
sharchoTders must b t  alltjwed to address such Issues through a 
~harel~oldcrpruposal prucess. U'e belicve invcslurs arc cun-rently 

iiri n "Catch 22" wl~erchy the types of scrutil~r;now being 
dvocated by the SFC: rega~ding NRSROs is not required of 
i s s~e r s /~mder~ t~ i t c r s  mnrlgage but ailelnpts hyr originators 
shxcholdrrs to address such issues ,arc ct~nsidcwd "ordinary business" 
by the SEC a l ~ darc "m-actionsd". 

2. 	 ~VI:also believe thnt homebuilders and othcr mortgage c~riginaturs 
must bc Y ubjectc~l [I) addi t ic~~~d and i r l vcs~~m beoversight must 
;rl!owed lo prnpose additional oversight and ~disclnsure throilgh thc 
sharchi~lderproposal process. 

.In the Kilturc, wc wr~uld suggest that investors are more closeIy cnnsultcd in 
lhe drafting of prop(wed rules. Wc  hetieve thnt such input wt~uld have a 
Kavurable impact on making n l re  that such language is in plain English and is 
more iavcstc~r friendly. We w n ~ ~ l dbe happy to provide addi~ional inlim-~~ation 
a r  support Ihr our ctm~rner~ts the issuzs in nr tu meet wit11 SLC staff to discl~ss 
this cor~irnen t letter. 


