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Foreword

The Board of the International Organization of Securities Commissions (“IOSCO Board”) has
published this Consultation Report, Code of Conduct Fundamentals for Credit Rating Agencies,
prepared by IOSCO Committee 6 on Credit Rating Agencies (“Committee 6”). This Consultation
Report proposes significant revisions and updates to the Code of Conduct Fundamentals for Credit
Rating Agencies, which was last revised in 2008. The I0SCO Board seeks the views of
stakeholders, including credit rating agencies (“CRASs”), on the proposed revisions to the Code of
Conduct Fundamentals for Credit Rating Agencies in this Consultation Report.

How to Submit Comments

Comments may be submitted by one of the three following methods on or before 28 March 2014.
To help us process and review your comments more efficiently, please use only one method.

Important: All comments will be made available publicly, unless anonymity is specifically
requested. Comments will be converted to PDF format and posted on the IOSCO website. Personal
identifying information will not be edited from submissions.

1. Email

Send comments to consultation-2014-01@iosco.org
e The subject line of your message must indicate Code of Conduct Fundamentals for
Credit Rating Agencies.
e If you attach a document, indicate the software used (e.g., WordPerfect, Microsoft
WORD, ASCII text, etc.) to create the attachment.
e Do not submit attachments as HTML, PDF, GIFG, TIFF, PIF, ZIP or EXE files.

2. Facsimile Transmission

Send by facsimile transmission using the following fax number: + 34 (91) 555 93 68.
3. Paper

Send 3 copies of your paper comment letter to:

Mr. Tim Pinkowski

International Organization of Securities Commissions (I0SCO)

Calle Oquendo 12

28006 Madrid

Spain

Your comment letter should indicate prominently that it is a “Public Comment on Code of Conduct
Fundamentals for Credit Rating Agencies.”


mailto:consultation-2014-01@iosco.org
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l. Introduction

The 10SCO Code of Conduct Fundamentals for Credit Rating Agencies (the “1OSCO
CRA Code”) is intended to offer a set of robust, practical measures as a guide to and a framework
for CRAs with respect to protecting the integrity of the rating process, ensuring that investors and
issuers are treated fairly, and safeguarding confidential material information provided them by
issuers. The I0OSCO CRA Code was first published in 2004 when few jurisdictions had laws
governing activities of CRAs. In recent years, many I0SCO members have implemented
registration and oversight programs for CRAs and have exercised supervisory authority over
CRAs. In light of these developments, IOSCO is proposing significant revisions and updates to
the IOSCO CRA Code."

1. Historical Background

In 2003, 10SCO published a set of principles with respect to CRAs (the “IOSCO CRA
Principles™).? At the same time, IOSCO also published a report outlining the activities of CRAs,
the types of regulatory issues that arise relating to these activities, and how the IOSCO CRA
Principles address the issues.® The report highlighted the growing and sometimes controversial
importance placed on credit ratings, and found that, in some cases, CRAS’ activities are not always
well understood by investors and issuers alike. Given this lack of understanding, and because
CRAs typically were subject to little formal regulation or oversight in most jurisdictions, concerns
had been raised regarding the manner in which CRAs protect the integrity of the rating process,
ensure that investors and issuers are treated fairly, and safeguard confidential material
information provided to them by issuers. Consequently, the I0OSCO CRA Principles were
intended to be a useful tool for CRAs, regulators, and others seeking to improve how CRAs
operate and how credit ratings are used by market participants. The IOSCO CRA Principles
address four key objectives to promote informed, independent analyses and opinions by CRAs:

e Quality and integrity of the rating process: CRAs should endeavor to issue opinions
that help reduce the asymmetry of information among borrowers, lenders and other market
participants.

e Independence and conflicts of interest: CRA ratings decisions should be independent
and free from political or economic pressures and from conflicts of interest arising due to
the CRA’s ownership structure, business or financial activities, or the financial interests of
the CRA’s employees. CRAs should, as far as possible, avoid activities, procedures or
relationships that may compromise or appear to compromise the independence and
objectivity of the credit rating operations.

! A “clean” draft of the proposed revised IOSCO CRA Code is attached to this report at Appendix A. In
addition, a “redline” comparison showing how the proposed revised IOSCO CRA Code would modify the
existing IOSCO CRA Code is attached to this report at Appendix B.

See IOSCO Technical Committee, Statement of Principles Regarding the Activities of Credit Rating
Agencies (Sept. 2003), available at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD151.pdf.

See IOSCO Technical Committee, Report on the Activities of Credit Rating Agencies (Sept. 2003), available
at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD153.pdf.
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e Transparency and timeliness of ratings disclosure: CRAs should make disclosure and
transparency an objective in their ratings activities.

e Confidential information: CRAs should maintain in confidence all non-public
information communicated to them by any issuer, or its agents, under the terms of a
confidentiality agreement or otherwise under a mutual understanding that the information
is shared confidentially.

Following publication of the I0OSCO CRA Principles, some commenters, including a
number of CRAS, suggested that it would be useful if IOSCO were to develop a more specific and
detailed code of conduct giving guidance on how the Principles could be implemented in
practice. IOSCO responded in 2004 with the publication of the first iteration of the IOSCO CRA
Code.* The I0SCO CRA Code was based on input from |0SCO member jurisdictions, CRAs, the
Basel Committee of Banking Supervisors, and the International Association of Insurance
Supervisors.> The I0OSCO CRA Code was intended to advance the goals of investor protection,
fairness, efficiency, and transparency in securities markets, and the reduction of systemic risk.
More specifically, the IOSCO CRA Code was designed to provide guidance to CRAs on how the
I0SCO CRA Principles could be implemented to: help guard against conflicts of interest; ensure
credit rating methodologies are used consistently by employees; provide investors with sufficient
information to judge the quality of the CRA’s credit ratings; and generally ensure the integrity of
the credit rating process. The IOSCO CRA Code also was designed to be relevant to all CRAs
irrespective of their size, their business model, and the market in which they operate.

In the wake of the 2008 financial crisis, the IOSCO Chairman’s Task Force on Credit
Rating Agencies (the “CRA Task Force”) — the predecessor of Committee 6 — undertook a study of
the role of CRAs in the structured finance market. The study’s findings were released in a report.®
The report included several recommendations to revise the IOSCO CRA Code, which were
adopted concurrently with the publication of the report.” The revisions were designed to address
the concerns that emerged from the study, including questions regarding the quality of information
that CRAs relied on, suggestions that CRAs were too slow to review existing ratings and make
downgrades as appropriate, and the possible conflict of interest arising from CRASs advising
issuers on how to design structured finance products. Based on the recommendations, an updated
I0OSCO CRA Code was published in May 2008. The revisions, among other things, added the
following disclosure provisions to the IOSCO CRA Code: (1) whether any one issuer, originator,
arranger, subscriber or other client and its affiliates make up 10% or more of the CRA’s annual
revenue; (2) whether the issuer of a structured finance product has informed the CRA that it is
publicly disclosing all relevant information about the rated product so investors and other CRAs

4 See IOSCO Technical Committee, Code of Conduct Fundamentals for Credit Rating Agencies (Dec. 2004),
available at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD180.pdf.

See Chairman’s Task Force of the Technical Committee of IOSCO, Code of Conduct Fundamentals for
Credit Rating Agencies — Consultation Report (Oct. 2004), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD173.pdf.

See IOSCO Technical Committee, The Role of Credit Rating Agencies in Structured Finance Markets (May
2008), available at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD270.pdf.

See I0SCO Technical Committee, Code of Conduct Fundamentals for Credit Rating Agencies (rev. May
2008), available at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD271.pdf
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can conduct their own analyses of these products independently of the contracted CRA,; (3) the
attributes and limitations of each credit opinion, and the extent to which the CRA verifies
information provided to it by the issuer or originator of a rated security; (4) the degree to which the
CRA analyzes how sensitive a structured finance product’s rating is to changes in the CRA’s
underlying ratings assumptions; (5) the principal methodology or methodology version in use
when determining a rating; and (6) the CRA’s internal code of conduct on its home webpage.

In 2009, the CRA Task Force completed a review of the level of CRA implementation of
the IOSCO CRA Code and, in particular, the 2008 revisions.®  The results of the review showed
that, among the CRAs reviewed, a number were found to have substantially implemented the
I0OSCO CRA Code, including the three largest CRAs — Fitch Ratings, Inc. (“Fitch”), Moody’s
Investors Service, Inc. (“Moody’s”), and Standard & Poor’s Rating Services (“S&P”). In addition,
a large majority of the remaining CRAs had implemented the 2004 iteration of the IOSCO CRA
Code but had not yet implemented the provisions added through the 2008 revisions. Only a
handful of the CRAs reviewed were found to have not implemented the IOSCO CRA Code in any
meaningful way.

In May 2009, I0SCO converted the CRA Task Force into a permanent committee on
CRAs (Committee 6), with a mandate to:

e Regularly discuss, evaluate, and consider regulatory and policy initiatives vis-a-vis CRA
activities and oversight in an effort to seek cross border regulatory consensus through such
means as the IOSCO CRA Code; and

e Facilitate regular dialogue between securities regulators and the credit rating industry.

Given the emergence of CRA registration and oversight programs in the 2006-2010
timeframe, 10SCO published a report in 2010 containing the results of an evaluation by
Committee 6 of how regional and national authorities were implementing CRA laws and
regulations.” Among other things, the report concluded that, while the structure and specific
provisions of regulatory programs may differ, the objectives of the four IOSCO CRA Principles
are embedded into each of the programs reviewed. Indeed, the principles appear to be the building
blocks on which CRA regulatory programs have been constructed.

In 2012, 10SCO published a survey report prepared by Committee 6, which provides a
comprehensive description of the key risk controls established by CRAS to promote the integrity of
the credit rating process and the procedures established to manage conflicts of interest.’> The
2012 report serves as a resource to increase public understanding of the internal workings of

8 See I0SCO Technical Committee, A Review of Implementation of the IOSCO Code of Conduct
Fundamentals for Credit Rating Agencies (Mar. 2009), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD286.pdf.

See I0SCO Technical Committee, Regulatory Implementation of the Statement of Principles Regarding the
Activities of Credit Rating Agencies (Feb. 2011), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD346.pdf.

See I0SCO Board, Credit Rating Agencies: Internal Controls Designed to Ensure the Integrity of the Credit
Rating Process and Procedures to Manage Conflicts of Interest (Dec. 2012), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD398.pdf.
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CRAs, and to allow CRAs to compare their internal controls and procedures with those of their
peers. The report, in conjunction with disclosures that CRAs make about their controls and
procedures, also may help users of ratings draw their own conclusions about an individual CRA’s
controls and procedures and thereby help users make informed decisions with respect to their use
of credit ratings.

In July 2013, I0SCO published a final report recommending the creation of supervisory
colleges for certain globally active CRAs.* Supervisory core colleges for Fitch Ratings,
Moody’s, and S&P held their inaugural meetings on November 5 and 6, 2013 in New York. The
colleges for S&P and Moody’s are chaired by the U.S. Securities and Exchange Commission, and
the college for Fitch is chaired by the European Securities and Markets Authority. 10SCO expects
that these supervisory colleges will operate as a forum for regulators to exchange information
about these internationally active CRAs, including the following:

e Compliance with local or regional laws and regulations,
e The CRA’s implementation and adherence to the IOSCO CRA Code, and

e The establishment and operation of rating models and methodologies, internal controls,
procedures to manage conflicts of interest, and procedures for handling material
non-public information, with the goal of promoting a better understanding of the risks
faced or posed by the internationally active CRA and how relevant supervisors are
addressing these risks.

I0SCO proposes to revise the IOSCO CRA Code to take into account the fact that CRAs are now
supervised by regional and national authorities. The goal is to create an updated I0OSCO CRA
Code that works in harmony with CRA registration and oversight programs and continues to
operate as the international standard for CRA self-governance. The proposed revisions result, in
part, from the experience of IOSCO members in supervising CRAs. They also are informed by the
work described above undertaken by Committee 6, including the survey report describing the key
risk controls established by CRAs to promote the integrity of the credit rating process and the
procedures established to manage conflicts of interest. Further, as part of the work stream to revise
the IOSCO CRA Code, Committee 6 surveyed its member jurisdictions on whether the IOSCO
CRA Code’s provisions are the same, similar, or in conflict with member jurisdictions’ laws.
Committee 6 also sent a similar survey to 26 CRAs having principal offices in Argentina, Brazil,
Canada, Chile, the European Union, Japan, Mexico, or the United States. These CRAs were asked
to identify any IOSCO CRA Code provisions that conflicted with the laws in their home
jurisdiction, and also to identify any IOSCO CRA Code provisions they found to be repetitive,
ambiguous, outdated, or that contained obsolete terminology. Certain CRASs also presented at
Committee 6 meetings in which they discussed potential revisions to the IOSCO CRA Code
provisions. The survey responses and presentations of the CRAs also informed the proposed
revisions to the IOSCO CRA Code.

1 See I0SCO Board, Supervisory Colleges for Credit Rating Agencies (July 2013), available at

http://www.iosco.org/library/pubdocs/pdf/IOSCOPD416.pdf.
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I11.  Proposed Revisions to the IOSCO CRA Code

The proposed revisions to the IOSCO CRA Code are designed to achieve a number of
objectives: (1) to strengthen the IOSCO CRA Code by enhancing provisions regarding protecting
the integrity of the credit rating process, managing conflicts of interest, providing transparency,**
and safeguarding non-public information; (2) to strengthen the IOSCO CRA Code by adding
measures regarding governance, training, and risk management; and (3) to improve the clarity of
the IOSCO CRA Code by adding definitions of key terms and revising existing definitions,
updating terminology, restructuring existing provisions to better group them thematically, and
eliminating extraneous text. As noted above, the proposed revisions are informed by the
experience of IOSCO members in exercising supervisory authority with respect to CRAs (e.g.,
policy making, examinations, inspections, and monitoring) and through the work of Committee 6.
By leveraging supervisory experience and the work of Committee 6, IOSCO has identified areas
where the IOSCO CRA Code potentially could be strengthened and updated. The goal is to
promulgate an IOSCO CRA Code that works in harmony with existing CRA laws and regulations
and continues to be the international standard for CRA self-governance.™®

The first objective of the proposed revisions is to strengthen the IOSCO CRA Code by
enhancing certain provisions. Provisions 1.1, 1.8, 1.9, 1.11-1.17, and 1.19-1.23 in Section 1
(Quality and Integrity of the Credit Rating Process) of the proposed revised IOSCO CRA Code
modify current provisions or add new provisions to enhance the IOSCO CRA Code’s measures
that are designed to protect the integrity of the credit rating process. Provisions 2.1, 2.2, and 2.5~
2.18 in Section 2 (CRA Independence and Avoidance of Conflicts of Interest) of the proposed
revised IOSCO CRA Code modify current provisions to enhance the I0OSCO CRA Code’s
measures designed to manage conflicts of interest. Provisions 3.1, 3.3, 3.5-3.11, and 3.13-3.17 in
Section 3A (Transparency and Timeliness of Credit Ratings Disclosure) of the proposed revised
I0OSCO CRA Code and Provisions 5.1-5.4 in Section 5 (Disclosure and Communication with
Market Participants) of the proposed revised IOSCO CRA Code modify current provisions or add
new provisions to enhance the IOSCO CRA Code’s measures designed to enhance transparency.
Provisions 3.19-3.21 in Section 3B (The Treatment of Confidential Information) of the proposed
revised IOSCO CRA Code modify existing provisions or add new provisions to enhance the
IOSCO CRA Code’s measures designed to safeguard non-public information.  These
modifications and additions are described in the table below and shown in the “redline”
comparison attached at Appendix B.

The second objective of the proposed revisions is to strengthen the IOSCO CRA Code by
adding measures regarding governance, training, and risk management. The proposed revisions to
the IOSCO CRA Code would meet this objective by adding Provisions 4.1, 4.2, and 4.3 to new

12 With respect to enhancing transparency, IOSCO notes that the communiqué resulting from the November

4-5, 2012 meeting of the G20 Finance Ministers and Central Bank Governors stated, in pertinent part, “[w]e
encourage further work to enhance transparency of and competition among credit rating agencies....” See
G20, Communiqué of Ministers of Finance and Central Bank Governors of the G20, Mexico City (Nov. 4-5,
2012), available at
http://www.treasury.gov/resource-center/international/q7-g20/Documents/G20%20Ministerial%20Commu
nigue%20November%204-5-2012-Mexico%20City.pdf.

B The preamble to the IOSCO CRA Code would continue to provide that laws and regulations in jurisdictions

in which a CRA operates take precedence over the IOSCO CRA Code.
5)
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Section 4 (Governance, Risk Management, and Employee Training). These three new provisions
address the Board’s responsibility with respect to the CRA’s code of conduct, the establishment
and maintenance of a risk management function, and employee training.

The third objective of the proposed revisions is to improve the clarity of the IOSCO CRA
Code by adding definitions of key terms and revising existing definitions, updating terminology,
restructuring existing provisions to better group them thematically, and eliminating extraneous
text. Terminology and extraneous text have been revised as indicated in the “redline” comparison
attached at Appendix B.* The proposed IOSCO CRA Code revises the definitions of “analyst”,
“CRA”, and “credit rating”,™ and adds definitions for “credit rating action”, “credit rating
methodology”, “credit rating process”, “employee”, “entity”, “trading instrument”, “obligation”,
and “obligor”. The revisions to the existing definitions and new definitions are designed to provide

greater clarity as to what is intended under the provisions of the IOSCO CRA Code.

In addition, provisions have been restructured to better group them thematically. Provision
1.10 is now proposed as Provision 3.17 (regarding discontinued ratings), to move the provision
from deleted Section 1B (Monitoring and Updating) to Section 3A (Transparency and Timeliness
of Credit Rating Disclosure). Provision 3.15 of the current IOSCO CRA Code is how proposed as
Provision 4.3 (regarding employee training) of the proposed revised IOSCO CRA Code, due to the
creation of new Section 4 (Governance, Risk Management, and Employee Training). Finally,
Section 3A (Transparency and Timeliness of Credit Ratings Disclosure) of the proposed revised
IOSCO CRA Code has been re-ordered so that more general disclosures are discussed at the
beginning of the section (Provisions 3.1-3.8 of the proposed revised IOSCO CRA Code), before
the disclosures related to specific credit rating actions (Provisions 3.9-3.17 of the proposed revised
IOSCO CRA Code).

The following table lists each provision of the proposed revised IOSCO CRA Code,
identifies the corresponding provision in the current IOSCO CRA Code (if applicable), and briefly

1 These proposed revisions include the following global changes to expand the scope of the IOSCO CRA

Code’s provisions (as applicable): (1) expanding provisions to cover not just a CRA’s relationships and
interactions with rated entities, but also with obligors, underwriters, or arrangers of a rated obligation; and
(2) stating that a CRA should not just “establish policies and procedures”, but “establish, maintain,
document, and enforce policies, procedures, and controls”.

B The proposed revised IOSCO CRA Code would modify the definition of “credit rating” in a number of ways.

For example, rather than characterizing a “credit rating” as an “opinion” the revised IOSCO CRA Code
would characterize it as an “assessment”. This proposed modification is intended to reflect the fact that under
the provisions of the IOSCO CRA Code, CRAs should strive to determine credit ratings: (1) using
methodologies that are rigorous, among other things; (2) that reflect all information known, and believed to
be relevant at the time when the credit rating is determined; (3) using analysts that have appropriate
knowledge and expertise; and (4) that are free of bias and not influenced by conflicts. The IOSCO CRA
Code provisions call for policies, procedures, and controls all designed to ensure the credit rating process
achieves these objectives. Thus, while the determination of a credit rating frequently involves subjective
judgment, CRAs should establish processes that govern how credit ratings are determined. The use of the
term “opinion” could suggest a level of casualness in determining credit ratings that is inconsistent with these
provisions of the IOSCO CRA Code.



describes heow the proposed provision modifies the current provision or the nature of the new
. - 1
provision.

Proposed | Current
Provision | Provision Description of Proposed Revisions

11 1.2 Proposed Provision 1.1 modifies current Provision 1.2, which provides that a CRA’s
credit rating methodologies should be rigorous. The revisions add that a CRA should
establish, maintain, document, and enforce a credit rating methodology for each class of
entity or obligation it rates. The proposed revisions also replace the term “systematic”
with the phrase “capable of being applied consistently” to provide more clarity and
remove “where possible” to always require each credit rating methodology to result in
credit ratings that can be subjected to “some form of objective validation based on
historical experience.”

1.2 11,14 Proposed Provision 1.2 combines current Provision 1.1 and the part of current Provision
1.4 that provide that a CRA’s credit rating should be based on a thorough analysis of
information and that a CRA’s credit ratings should reflect relevant information,
respectively. The proposed revisions set forth these parts of current Provisions 1.1 and
1.4 in a separate stand-alone provision. The proposed revisions also modify the
relevant text of current Provisions 1.1 and 1.4 to improve clarity.*’

1.3 1.7 Proposed Provision 1.3 modifies the part of current Provision 1.7 that provides that a
CRA should adopt reasonable measures to ensure that the information used to produce
credit ratings is of sufficient quality. The proposed revisions make this part of current
Provision 1.7 a separate stand-alone provision. The proposed revisions also modify the
relevant text of current Provision 1.7 to improve clarity.

1.4 1.3 Proposed Provision 1.4 modifies current Provision 1.3, which provides that a CRA’s
analysts should use established credit rating methodologies and apply them in a
consistent manner. The proposed revisions modify the text of current Provision 1.3 to
improve clarity.

1.5 3.5(b) Proposed Provision 1.5 modifies the part of current Provision 3.5(b) that provides that a
CRA should define its credit rating symbols and apply the symbols consistently. The
proposed revisions make this part of current Provision 3.5(b) a separate stand-alone
provision in Section 1 of the IOSCO CRA Code. The proposed revisions also modify
text to improve clarity.

1.6 1.4 Proposed Provision 1.6 modifies the part of current Provision 1.4 that provides that
credit ratings should be assigned by a CRA as an entity. The proposed revisions make
this part of current Provision 1.4 a separate stand-alone provision. The proposed
revisions also modify the relevant text of current Provision 1.4 to improve clarity.

16 The descriptions of the current Provisions of the IOSCO CRA Code in the table are intended to assist the

reader in understanding how the proposed Provisions would modify them. The descriptions truncate and
summarize at a high level the current Provisions of the IOSCO CRA Code. Consequently, they should not be
treated as “explanatory text” for the current Provisions of the IOSCO CRA Code or otherwise relied on by a
CRA in establishing a code of conduct that gives full effect to the IOSCO CRA Code.

As noted above, one of the objectives of revising the IOSCO CRA Code is to improve the clarity of the
IOSCO CRA Code’s provisions by adding definitions of key terms and revising existing definitions,
updating terminology, restructuring existing provisions to better group them thematically, and eliminating
extraneous text. As used in this table, a description of the proposed revisions as being intended to “improve
clarity” means the proposed revisions incorporate one or more of these types of modifications.
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Proposed
Provision

Current
Provision

Description of Proposed Revisions

1.7

14

Proposed Provision 1.7 modifies the part of current Provision 1.4 that provides that a
CRA should assign analysts that have appropriate knowledge and experience to work
on a credit rating action. The proposed revisions make this part of current Provision 1.4
a separate stand-alone provision. The proposed revisions also modify the relevant text
of current Provision 1.4 to improve clarity.

1.8

1.5

Proposed Provision 1.8 modifies current Provision 1.5, which addresses recordkeeping.
The proposed revisions add a sentence stating that a CRA should maintain records
sufficient to reconstruct the credit rating process for a given credit rating action, and that
the relevant records should be retained “as long as necessary to promote the integrity of
the CRA’s credit rating process” (replacing the existing standard of for “a reasonable
period of time or in accordance with applicable law™). The preamble to the IOSCO
CRA Code would continue to provide that laws and regulations in jurisdictions in which
a CRA operates (e.g., record making and retention requirements) take precedence over
the IOSCO CRA Code. Thus, the revised provision is designed to establish a
principles-based self-governance approach, particularly in cases where there are no
applicable laws and regulations. The proposed revisions also provide that the CRA
should establish, maintain, document, and enforce policies, procedures, and controls
with respect to recordkeeping.

1.9

1.6

Proposed Provision 1.9 modifies current Provision 1.6, which provides that a CRA and
its analysts should take steps to avoid issuing credit analyses and reports that contain
misrepresentations or are otherwise misleading. The proposed revisions modify current
Provision 1.6 to provide that a CRA should establish, maintain, document, and enforce
policies, procedures, and controls (replacing the existing standard of “tak[ing] steps™)
designed to avoid the issuance of credit ratings, analyses, or reports that contain
misrepresentations or are misleading.

1.10

1.7

Proposed Provision 1.10 modifies the part of current Provision 1.7 that provides that a
CRA should devote sufficient resources to carry out high-quality credit assessments of
the obligations and issuers its rates. The proposed revisions modify the relevant text of
current Provision 1.7 to improve clarity.

111

1.7-1,1.7-3

Proposed Provision 1.11 combines current Provision 1.7-1 and the part of current
Provision 1.7-3 that address a CRA assessing whether it can feasibly assess the
creditworthiness of a new or different type of obligor or obligation. The proposed
revisions modify the relevant text of current Provision 1.7-1 to broaden the provision so
it is not limited to structured finance products. The proposed revisions also modify the
relevant text of current Provisions 1.7-1 and 1.7-3 to improve clarity.

1.12

1.7-2,1.7-3

Proposed Provision 1.12 combines current Provision 1.7-2 and the part of current
Provision 1.7-3 that address a CRA periodically reviewing its credit rating
methodologies. The modifications clarify that the function for reviewing credit rating
methodologies should be made up of one or more senior managers and the review
should be on a “regular basis pursuant to an established timeframe” (replacing the
existing standard of “periodically”). The proposed revisions also modify the relevant
text of current Provisions 1.7-2 and 1.7-3 to improve clarity.

1.13

1.8

Proposed Provision 1.13 modifies current Provision 1.8, which provides that a CRA
should structure its rating teams to promote continuity and avoid bias in the rating
process. The proposed revisions add an example that is intended to clarify the
provision’s meaning. The proposed revisions also modify text to improve clarity.




Proposed
Provision

Current
Provision

Description of Proposed Revisions

1.14(a)-(d)

1.9(a)-(c)

Proposed Provision 1.14(a)-(d) modifies current Provision 1.9(a)-(c), which addresses
the monitoring and updating of credit ratings. The proposed revisions add an additional
area that a CRA should monitor to paragraph (c) of proposed Provision 1.14 — how a
change in the CRA’s credit rating methodologies impacts affected credit ratings. The
proposed revisions also modify text to improve clarity.

1.15

1.9-1

Proposed Provision 1.15 modifies current Provision 1.9-1, which addresses a CRA
using separate analytical teams with the requisite expertise and resources for
determining initial credit ratings for structured finance products and for monitoring
such credit ratings. The proposed revisions broaden the provision so it is not limited to
structured finance products. The proposed revisions also modify text to improve
clarity.

1.16

N/A

Proposed Provision 1.16 would be a new provision in the IOSCO CRA Code. It would
provide that a CRA should establish, maintain, document, and enforce policies and
procedures for disseminating credit rating actions and reports, and for when a credit
rating will be withdrawn.

1.17

1.11

Proposed Provision 1.17 modifies current Provision 1.11, which provides that a CRA
and its employees should comply with applicable laws and regulations. The proposed
revisions add that a CRA should establish, maintain, document, and enforce policies,
procedures, and controls with respect to compliance with laws and regulations.

1.18

1.12

Proposed Provision 1.18 modifies current Provision 1.12, which addresses dealing
fairly and honestly with issuers, investors, other market participants, and the public.
The proposed revisions modify the text of current Provision 1.12 to improve clarity.

1.19

1.13

Proposed Provision 1.19 modifies current Provision 1.13, which provides that a CRA’s
analysts should be held to high standards of integrity, and a CRA should not employ
individuals with demonstrably compromised integrity. The proposed revisions modify
current Provision 1.13 to provide that a CRA should be held to the “highest” standards
of integrity and ethical behavior (i.e., the modifications add the concept of acting
ethically). The proposed revisions also modify text to improve clarity.

1.20

1.14

Proposed Provision 1.20 modifies current Provision 1.14, which provides that a CRA
should not give assurances or guarantees about the outcomes of credit rating actions.
The revisions modify the clarification in current Provision 1.14 that it does not preclude
a CRA from developing prospective assessments used in structured finance and similar
transactions by adding the proviso that such prospective assessments should not impair
the integrity of the credit rating process. The proposed revisions also modify text to
improve clarity.

1.21

N/A

Proposed Provision 1.21 would be a new provision in the IOSCO CRA Code. It would
provide that a CRA and its employees should not make promises or threats about
potential rating actions to influence others to pay for credit ratings or other services.

1.22

1.14-1

Proposed Provision 1.22 modifies current Provision 1.14-1, which provides that a CRA
should not make proposals or recommendations regarding the design of structured
finance products. The proposed revisions would broaden the provision so it is not
limited to structured finance products. The proposed revisions also add examples of
matters that the CRA should not make recommendations or proposals about (e.g.,
corporate or legal structure) to provide more clarity as to the meaning of the provision.
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1.23(a)-(c)

1.15

Proposed Provision 1.23(a)-(c) modifies current Provision 1.15, which provides that a
that a CRA should implement policies and procedures that clearly specify a person
responsible for compliance with the I0SCO CRA Code and applicable laws and
regulations, and that the reporting lines and compensation for this person should be
independent of the CRA’s rating operations. The proposed revisions add the concepts
that the CRA should: (1) establish, maintain, document, and enforce policies,
procedures, and controls designed to ensure compliance with the IOSCO CRA Code
and applicable laws and regulations; (2) establish a compliance function; and (3) assign
a senior level person with the requisite skill set to serve as the person in charge of the
compliance function.

1.24

1.16

Proposed Provision 1.24 modifies current Provision 1.16, which addresses the reporting
by CRA employees of illegal or unethical behavior, or conduct that is contrary to the
IOSCO CRA Code. The proposed revisions modify the text of current Provision 1.16 to
improve clarity.

2.1

2.1

Proposed Provision 2.1 modifies current Provision 2.1, which provides that a CRA
should not forbear or refrain from taking a credit rating action based on its potential
effect. The proposed revisions add that a CRA also should not “unnecessarily delay”
taking a credit rating action for this reason. The proposed revisions also modify text to
improve clarity.

2.2

2.2

Proposed Provision 2.2 modifies current Provision 2.2, which provides that a CRA and
its analysts should use care and professional judgment to maintain both the substance
and appearance of independence and objectivity. The proposed revisions expand the
provision to apply to a “CRA and its employees” (replacing the existing standard of
applying to a “CRA and its analysts”). The proposed revisions also modify text to
improve clarity.

2.3

2.3

Proposed Provision 2.3 modifies current Provision 2.3, which provides that the
determination of a credit rating should be influenced only by factors relevant to the
credit assessment. The proposed revisions modify the text of current Provision 2.3 to
improve clarity.

2.4

2.4

Proposed Provision 2.4 modifies current Provision 2.4, which provides that credit
ratings should not be affected by actual or potential business relationships or the
non-existence of business relationships. The proposed revisions modify the text of
current Provision 2.4 to improve clarity.

2.5

2.5

Proposed Provision 2.5 modifies current Provision 2.5, which provides that a CRA
should operationally and legally separate its credit rating business from other
businesses. The proposed revisions add that these businesses should also be physically
separated where practicable. The proposed revisions also modify text to improve
clarity.

2.6(a)-(e)

2.6

Proposed Provision 2.6(a)-(e) modifies current Provision 2.6, which provides that a
CRA should adopt procedures and mechanisms to identify and eliminate, or manage
and disclose conflicts of interest.  The proposed revisions identify five types of
potential CRA conflicts of interest (e.g., being paid to issue a credit rating by the rated
entity) that a CRA’s conflicts policies, procedures, and controls should address (as
applicable to the CRA’s business model). The proposed revisions also provide that
controls should be established to address how certain conflicts can potentially influence
the CRA’s “credit rating methodologies, credit rating actions, or analyses” (not just
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“opinions and analyses™). The proposed revisions also modify text to improve clarity.

2.7

2.7

Proposed Provision 2.7 modifies current Provision 2.7, which provides that a CRA’s
disclosures of actual and potential conflicts of interest should be complete, timely,
clear, concise, specific, and prominent. The proposed revisions clarify that the
disclosures should be made “publicly”. In addition, the proposed revisions state that
the disclosure of the conflict should be located in the relevant credit rating report (or
elsewhere, as appropriate) if the conflict is unique to a particular rated entity, obligor,
underwriter, arranger, or obligation.

2.8(a)-(b)

2.8(a)-(b)

Proposed Provision 2.8(a)-(b) madifies current Provision 2.8(a)-(b), which addresses a
CRA'’s disclosure of information about compensation arrangements. The proposed
revisions clarify that the disclosures of a CRA’s compensation arrangements with rated
entities, obligors, underwriters, or arrangers should be made “publicly”. The proposed
revisions also modify text to improve clarity.

2.9

2.8(c)

Proposed Provision 2.9 modifies current Provision 2.8(c), which addresses the
disclosure by structured finance issuers of information relevant to structured finance
products. The proposed revisions make current Provision 2.8(c) a separate stand-alone
provision. The revisions also modify the text of current Provision 2.8(c) to provide that
a CRA should encourage the issuer to publicly disclose such information if it remains
non-public (replacing the existing standard that CRAS as an industry should encourage
such disclosures). The proposed revisions also modify text to improve clarity.

2.10

2.9

Proposed Provision 2.10 modifies current Provision 2.9, which provides that a CRA and
its employees should not engage in any securities or derivatives trading presenting
conflicts of interest with the CRA’s rating activities. The revisions delete the reference
to the CRA’s employees due to its redundancy with proposed Provision 2.14(a)-(f)
(discussed below), which addresses, among other things, CRA employee transactions
and holdings in securities and other financial instruments. The proposed revisions also
modify text to improve clarity.

2.11

2.10

Proposed Provision 2.11 modifies current Provision 2.10, which addresses the potential
conflict that arises when rated entities also exercise oversight functions related to the
CRA. The proposed revisions broaden the scope of CRA employees that should not be
responsible for interacting with supervisors regarding supervisory matters by including
employees involved in “developing or modifying credit rating methodologies” (not just
employees involved in “credit rating actions”). The proposed revisions also modify text
to improve clarity.

2.12(a)-(b)

2.11(a)-(b)

Proposed Provision 2.12(a)-(b) modifies current Provision 2.11(a)-(b), which addresses
structuring CRA employee reporting lines and compensation arrangements to eliminate
or effectively manage conflicts of interest. With respect to compensation, the proposed
revisions expand the range of persons who should not be compensated or evaluated on
the basis of the amount of revenue the CRA derives to include a “CRA employee who
participates in or who might otherwise have an effect on a credit rating action with
respect to an entity or obligation”. (The existing standard just applies to a “CRA
analyst”.) The proposed revisions also modify text to improve clarity.

2.13

2.12

Proposed Provision 2.13 modifies current Provision 2.12, which addresses preventing
employees who are directly involved in the rating process from also participating in fee
discussions. The proposed revisions expand the range of persons who should not
participate in fee discussions to include “CRA employees who participate in or who
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Provision | Provision Description of Proposed Revisions
might otherwise have an effect on a credit rating action”. (The existing standard just
applies to CRA “employees who are directly involved in the rating process”.) The
proposed revisions also modify text to improve clarity.

2.14(a)-(9) | 2.13(a)-(e) Proposed Provision 2.14(a)-(g) modifies current Provision 2.13(a)-(e), which addresses

preventing CRA employees from holding and transacting in financial instruments and
engaging in other transactions or relationships that can present certain conflicts of
interest. The proposed revisions expand the scope of persons who should not engage in
the identified activities that create conflicts to include a “close relative” of the CRA
employee and “an entity managed by the [CRA] employee”. Under the existing
standard, only the conflict identified in paragraph (d) of current Provision 2.13
specifically references an “immediate relation” as part of the standard. Proposed
Provision 2.14 also utilizes the proposed new defined term “trading instrument”, which
refers to a security, money market instrument, derivative, or other similar product. The
defined term “trading instrument” would replace the terms “securities or derivatives” in
current Provision 2.13.

The proposed revisions divide the sets of conflicts identified in paragraphs (a) and (b) of
current Provisions 2.13 (relating to direct and indirect ownership of securities or
derivatives of rated entities, or affiliates of rated entities) into three separately identified
sets of conflicts in paragraphs (a), (b), and (c) of proposed Provision 2.14. This
re-organization is intended to provide greater clarity with respect to the nature of each
type of conflict that should be addressed. Paragraph (a) of proposed Provision 2.14
addresses direct ownership or a trading instrument issued by a rated entity or obligor,
whereas paragraph (b) of proposed Provision 2.14 addresses indirect ownership of such
a trading instrument by, for example, owning a security that holds security issued by a
rated entity or obligor. Paragraph (b) of proposed Provision 2.14 also addresses holding
or transacting in a derivative that is based on a trading instrument issued by a rated
entity or obligor. Paragraph (b) of proposed Provision 2.14 also retains the exception
for diversified collective investment schemes (e.g., a broad-based index mutual fund
that holds a bond issued by a rated entity). Paragraph (c) of proposed Provision 2.14
addresses ownership of a trading instrument by an affiliate of a rated entity or obligor.

The proposed revisions identify — in paragraph (d) of proposed Provision 2.14 — a new
type of conflict of interest: holding or transacting in a trading instrument issued by an
arranger or underwriter of the obligation.

The proposed revisions modify paragraphs (c), (d), and (e) of current Provision 2.13 by
re-designating them paragraphs (e), (f), and (g), respectively, of proposed Provision
2.14. The proposed revisions modify paragraph (c) of current Provision 2.13
(paragraph (e) of proposed Provision 2.14) — which identifies the potential conflict of a
CRA employee having an employment or business relationship with a rated entity — to
expand the description of the potential conflict to include recent employment or other
significant business relationships with the obligor, arranger, or underwriter of the
obligation. The proposed revisions modify paragraph (d) of current Provision 2.13
(paragraph (f) of proposed Provision 2.14) — which identifies the potential conflict of a
CRA employee’s immediate relation working for a rated entity — to expand the
description of the potential conflict to include acting as a director of the rated entity and
also working for or acting as a director of an obligor, or underwriter, or arranger of the
rated obligation. The proposed revisions modify paragraph (e) of current Provision
2.13 (paragraph (g) of proposed Provision 2.14) — which is a catch-all provision — to
expand the description of the potential conflict to include relationships with the obligor,
or the underwriter or arranger of the rated obligation.

The proposed revisions also modify the text of current Provision 2.13(a)-(e) throughout
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to improve clarity.

2.15

2.14

Proposed Provision 2.15 modifies the text of current Provision 2.14, which addresses
the conflict of a CRA analyst holding or transacting in a security or derivative issued,
guaranteed, or otherwise supported by an entity in the analyst’s area of primary
analytical responsibility. The proposed revisions narrow the focus of the provision to
the analyst’s ownership of the instrument (deleting the reference to ownership by the
analyst’s spouse, partner, or minor children). In this context, concerns about improper
trading by an analyst’s family members are addressed by proposed Provisions 3.19 and
3.21, regarding the misuse of confidential and/or material non-public information. The
proposed revisions also modify text to improve clarity.

2.16

2.15

Proposed Provision 2.16 modifies current Provision 2.15, which provides that CRA
employees should not solicit or accept gifts. The proposed revisions specifically
reference “cash equivalents” (which would be in addition to cash) as a form of gift that
should be prohibited.

2.17

2.16

Proposed Provision 2.17 modifies current Provision 2.16, which addresses the conflicts
of interest that can arise from CRA employees’ personal relationships. The proposed
revisions expand the scope of the identified potential conflict to include CRA
employees (not just CRA analysts), and to cover personal relationships with employees
of the obligor, underwriter, or arranger of a rated obligation (hot just personal
relationships with employees of the rated entity). The proposed revisions also modify
text to improve clarity.

2.18

2.17

Proposed Provision 2.18 modifies current Provision 2.17, which provides that a CRA
should establish policies and procedures for reviewing the past work of analysts that
leave the employ of the CRA and join the issuer the analysts has been rating or a
financial firm with which the analyst has had significant dealings. The proposed
revisions include a standard for the timing of a CRA’s review of the employees’ past
work (“without unnecessary delay”). The proposed revisions also expand the
categories of subsequent employers that would prompt the CRA’s review to include an
obligor whose obligation the employee participated in rating and the affiliates of rated
entities, obligors, underwriters, and arrangers. In addition, the provision is expanded to
cover CRA employees who participate in the credit rating process (not just CRA
analysts).

3.1

3.5(c)

Proposed Provision 3.1 modifies current Provision 3.5(c) that addresses CRA
disclosures to assist investors in understanding the nature of credit ratings. The
proposed revisions make this part of current Provision 3.5(c) a separate stand-alone
provision. The proposed revisions add that the CRA’s disclosures should be “in plain
language”. The proposed revisions add a new concept to the provision — that a CRA
should not state or imply that a national or regional supervisor that oversees the CRA
endorses the CRA’s credit ratings or use the CRA’s registration status to advertise the
quality of its credit ratings. The proposed revisions also modify text to improve clarity.

3.2

3.5 intro.
paragraph

Proposed Provision 3.2 modifies the part of the introductory paragraph to current
Provision 3.5 that addresses disclosing sufficient information about a CRA’s
methodologies and assumptions so outside parties can understand how a credit rating
was arrived at by the CRA. The proposed revisions delete paragraphs (a) through (c) of
current Provision 3.5, because the concepts in these paragraphs are moved to other
provisions in the proposed revised IOSCO CRA Code (as indicated above and below).
The proposed revisions delete the term “assumptions” because, as revised, proposed
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Provision 3.2 references “credit rating methodologies”, and assumptions are included in
the definition of “credit rating methodologies”. The proposed revisions also modify
text to improve clarity.

3.3

3.10

Proposed Provision 3.3 modifies current Provision 3.10, which addresses the disclosure
by a CRA of material modifications to its methodologies and significant practices,
procedures, and processes. The proposed revisions modify the part of current Provision
3.10 that states that “[w]here feasible and appropriate”, a CRA should disclose such
modifications before they take effect; proposed Provision 3.3 would provide that a CRA
should disclose the modification prior to its taking effect “unless doing so would
negatively impact the integrity of a credit rating by unduly delaying the taking of a
credit rating action.” The intent of the modification is to provide more clarity as to
when it would be appropriate to apply a modification to an existing credit rating before
disclosing the modification publicly. The proposed revisions delete the phrase
“significant practices, procedures, and processes” to focus the provision on
modifications to credit rating methodologies, which is a defined term in the proposed
revised IOSCO CRA Code. The proposed revised IOSCO CRA Code calls for CRAs to
disclose policies, procedures, and controls relating to other significant matters
elsewhere (such as proposed Provisions 3.4 and 3.5). The proposed revisions also
modify text to improve clarity.

3.4

3.9

Proposed Provision 3.4 modifies the part of current Provision 3.9 that provides that a
CRA should disclose its policies and procedures regarding unsolicited credit ratings.
The proposed revisions modify the text of current Provision 3.9 to improve clarity.

3.5

3.2

Proposed Provision 3.5 modifies current Provision 3.2, which provides that a CRA
should publicly disclose its policies for distributing ratings, reports, and updates. The
proposed revisions broaden the scope by adding “procedures, and controls™ (not just
“policies”). The proposed revisions add that the CRA also should disclose when a
credit rating will be withdrawn. The proposed revisions also modify text to improve
clarity.

3.6

3.5 intro.
paragraph

Proposed Provision 3.6 modifies the part of the introductory text to current Provision
3.5 that provides that a CRA should disclose the meaning of each rating category and
the definition of default or recovery. The proposed revisions make this part of current
Provision 3.5 a separate stand-alone provision. The proposed revisions state that a CRA
should publicly disclose “clear definitions” of each category in its rating scales (instead
of just “the meaning” of each category in its rating scales). The proposed revisions also
modify text to improve clarity.

3.7

3.5(b)

Proposed Provision 3.7 modifies the part of current Provision 3.5(b) that provides that a
CRA should differentiate ratings for structured finance products and disclose how this
differentiation works. The proposed revisions make this part of current Provision 3.5(b)
a separate stand-alone provision. The proposed revisions include broader language
stating that a CRA’s ratings of structured finance products should be differentiated from
“ratings of other types of entities or obligations” (not just “traditional corporate bond
ratings”). The proposed revisions also modify text to improve clarity.

3.8

N/A

Proposed Provision 3.8 would be a new provision, which would provide that a CRA
should be transparent with investors, rated entities, obligors, underwriters, and
arrangers about how the relevant entity or obligation is rated.

3.9

3.7

Proposed Provision 3.9 modifies current Provision 3.7, which addresses a CRA
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informing the issuer about critical information and the principal considerations upon
which a rating will be based prior to issuing or revising a credit rating, and the CRA
affording the issuer an opportunity to clarify factual misperceptions or other matters.
The proposed revisions are intended to provide a clearer standard by allowing for
corrections that “would have a material effect on the credit rating” instead of
corrections that “the CRA would wish to be made aware of in order to produce an
accurate rating”. In addition, the proposed revisions would be more specific in allowing
for an “adequate opportunity” to provide these corrections instead of an “opportunity”.
The proposed revisions also modify text to improve clarity.

3.10

3.1

Proposed Provision 3.10 modifies current Provision 3.1, which provides that a CRA
should distribute its ratings decisions in a timely manner. The proposed revisions are
intended to improve clarity by providing that a credit rating action should be disclosed
or distributed “as soon as practicable” instead of “in a timely manner”. The proposed
revisions also account for CRASs’ differing business models (i.e., issuer paid or
subscriber). The proposed revisions also modify text to improve clarity.

3.11

3.4

Proposed Provision 3.11 modifies current Provision 3.4, which provides that except for
private ratings, a CRA should publicly disclose on a non-selective basis credit rating
actions of publicly issued securities or public issuers that are based on material
non-public information. The proposed revisions expand the provision to cover all credit
rating actions (not just credit rating actions of publicly issued securities or public issuers
that are based on material non-public information). The proposed revisions also
account for CRAs’ differing business models (i.e., issuer paid or subscriber), and
modify text to improve clarity.

The reference to “private ratings” is removed with the expectation that a CRA will
explain any deviation from the I0SCO CRA Code relating to “private ratings”
(including deviations from proposed Provision 3.11) pursuant to proposed Provision
5.2.

3.12

3.9

Proposed Provision 3.12 modifies the part of current Provision 3.9 that addresses
disclosing whether an issuer participated in the rating process. The proposed revisions
modify the relevant text of current Provision 3.9 to improve clarity.

3.13

3.5(c)

Proposed Provision 3.13 modifies the part of current Provision 3.5(c) that provides that
a CRA should clearly indicate the attributes and limitations of the credit opinion. The
proposed revisions make this part of current Provision 3.5(c) a separate stand-alone
provision. As an example, the proposed revisions add that if a credit rating involves a
type of entity or obligation for which there is limited historical data, the CRA should
disclose this fact and how it may limit the credit rating. The proposed revisions also
modify text to improve clarity.

3.14

3.3

Proposed Provision 3.14 modifies current Provision 3.3, which provides that a CRA
should include with each rating announcement certain information about the
methodology version that was used, and include with each rating when the rating was
last updated. The proposed revisions expand the provision to state that a CRA should
announce with a credit rating action when the credit rating was last “updated or
reviewed” (not just when the credit rating was last “updated”). The proposed revisions
also modify text to improve clarity.

3.15

3.5(a)

Proposed Provision 3.15 modifies current Provision 3.5(a), which addresses a CRA
providing investors and/or subscribers (depending on the CRA’s business model) with
sufficient information about its loss and cash-flow analysis for rating a structured
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finance product so that an investor can understand the basis for the CRA’s rating. The
proposed revisions make current Provision 3.5(2) a separate stand-alone provision. The
proposed revisions enhance the transparency standard so that people can “easily
understand” the disclosures (rather than “understand” the disclosures). The proposed
revisions also modify text to improve clarity.

3.16

3.5 intro.
paragraph,
3.6

Proposed Provision 3.16 combines parts of the introductory text of current Provision 3.5
and current Provision 3.6 that respectively provide that a CRA should publish sufficient
information about its procedures, methodologies, and assumptions (including financial
statement adjustments that deviate materially from those contained in the issuer’s
financial statements), and that a CRA should explain the key elements underlying a
rating opinion in its press release. The parenthetical text referenced above is more
appropriately a credit rating-specific disclosure and therefore is being combined with
current Provision 3.6, which is a credit rating-specific disclosure. To provide additional
clarity, the proposed revisions replace the phrase “key elements” with “key assumptions
and data”. The proposed revisions also modify the text of the relevant parts of current
Provisions 3.5 and 3.6 to improve clarity.

3.17

1.10

Proposed Provision 3.17 modifies current Provision 1.10, which provides that a CRA
that makes its ratings available to the public should publicly announce if it discontinues
rating an issuer or obligation. The proposed revisions include a standard for the timing
of when a CRA discloses that it is no longer monitoring a credit rating (“as soon as
practicable”). The proposed revisions also include an additional disclosure — the reason
a credit rating is no longer monitored. The proposed revisions also modify text to
improve clarity.

3.18

3.8

Proposed Provision 3.18 modifies current Provision 3.8 that addresses a CRA’s
disclosure of its historical default rates. The proposed revisions add that a CRA should
disclose transition rates for its credit rating categories. The proposed revisions also
modify text to improve clarity.

3.19

3.11, 3.12,
3.13, 3.16,
3.17

Proposed Provision 3.19 combines current Provisions 3.11, 3.12, 3.13, 3.16, and 3.17
into a single provision. These current provisions address the treatment of confidential
information, proprietary information, and material non-public information. The
introductory paragraph of proposed Provision 3.19 is based on current Provision 3.11,
which states that a CRA should adopt procedures and mechanisms to protect
confidential information. Paragraph (a) of proposed Provision 3.19 is based on current
Provisions 3.12 and 3.17, which state that a CRA should only use confidential
information for purposes related to its rating activities or otherwise in accordance with a
confidentiality agreement, and that CRA employees should only share confidential
information on an “as needed” basis. Paragraph (b) of proposed Provision 3.19 is based
on current Provision 3.13, which states that CRA employees should take all reasonable
measures to protect the CRA’s property and records from fraud, theft, or misuse, but
paragraph (b) of proposed Provision 3.19 adds that the CRA and its employees should
take reasonable steps to protect confidential information from “inadvertent disclosure”
(not just from “fraud, theft, or misuse”). Paragraph (c) of proposed Provision 3.19 is
based on current Provision 3.11, which states that a CRA should adopt procedures and
mechanisms to protect confidential information. Paragraph (d) of proposed Provision
3.19 is based on current Provision 3.16, which states that CRA employees generally
should not selectively disclose non-public information about the CRA’s rating opinions
or possible future rating actions. Paragraphs (a), (c), and (d) of proposed Provision 3.19
clarify that disclosure of confidential information is permitted if required by applicable
law or regulation. The proposed revisions also modify the text of these provisions to
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improve clarity.

3.20

N/A

Proposed Provision 3.20 would be a new provision in the IOSCO CRA Code. It would
provide that a CRA should establish, maintain, document, and enforce policies,
procedures, and controls designed to prevent violations of applicable laws and
regulations governing the treatment and use of confidential and/or material non-public
information.

3.21

3.14,3.18

Proposed Provision 3.21 would combine current Provisions 3.14 and 3.18, which
respectively provide that CRA employees should be prohibited from trading securities
when they possess confidential information concerning the issuer of such security, and
that CRA employees should not use or share confidential information for the purpose of
trading securities. The proposed revisions add that a CRA employee should not use
confidential information to advantage another person trading in a trading instrument
(not just for transactions by the employee). The proposed revisions also provide that the
CRA should establish policies, procedures, and controls in this area. The proposed
revisions also modify the text of these provisions to improve clarity.

4.1

N/A

Proposed Provision 4.1 would be a new provision in the IOSCO CRA Code. It is
intended to promote the implementation of codes of conduct by CRAs that give full
effect to the IOSCO CRA Code by providing that a CRA’s board (or similar body)
should have ultimate responsibility for ensuring that the CRA establishes, maintains,
documents, and enforces a code of conduct that gives full effect to the IOSCO CRA
Code.

4.2

N/A

Proposed Provision 4.2 would be a new provision in the IOSCO CRA Code. It is
intended to promote risk management practices of CRAs by providing, among other
things, that a CRA should establish a risk management function composed of one or
more senior managers or employees responsible for identifying, assessing, monitoring,
and reporting the risks arising from the CRA’s activities.

4.3

3.15

Proposed Provision 4.3 is based on current Provision 3.15, which states that a CRA’s
employees should be familiar with the CRA’s securities trading policies. The proposed
revisions are intended to significantly expand current Provision 3.15 to include formal
ongoing training at reasonably regular time intervals (and to identify the subject matter
of these trainings). The proposed revisions also provide that the CRA should establish
policies, procedures, and controls with respect to training.

5.1

N/A

Proposed Provision 5.1 would be a new provision in the IOSCO CRA Code. It is
intended to promote greater transparency of CRA activities by providing that a CRA’s
disclosures, including those specified in the IOSCO CRA Code, should be complete,
fair, accurate, timely, and understandable.

5.2

4.1

Proposed Provision 5.2 modifies current Provision 4.1, which provides that a CRA
should disclose its code of conduct and describe how the CRA’s code of conduct fully
implements the IOSCO CRA Principles and the IOSCO CRA Code. The proposed
revisions clarify that the disclosure of a CRA’s code of conduct is to be made
“publicly”, and include a standard for the timing of the CRA’s disclosures of changes to
its code of conduct (“as soon as practicable™). The proposed revisions also modify text
to improve clarity.

5.3

4.2

Proposed Provision 5.3 modifies current Provision 4.2, which addresses the
establishment a function within a CRA to communicate with the public about the
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Proposed
Provision

Current
Provision

Description of Proposed Revisions

public’s questions, concerns, or complaints. To provide additional clarity, the proposed
revisions provide that a CRA should establish a function charged with “receiving,
retaining, and handling” these questions, concerns, or complaints (instead of just
“communicating” with the public). The proposed revisions also add that the function
should establish policies, procedures, and controls in this area, including policies,
procedures, and controls that address the circumstances under which a question,
concern, or complaint must be reported to senior management and/or the CRA’s board.
The proposed revisions also modify text to improve clarity.

5.4

4.3

Proposed Provision 4.3 modifies current Provision 4.3, which provides that a CRA
should publish on its home webpage links to: (1) the CRA’s code of conduct, (2) a
description of the methodologies it uses, and (3) information about the CRA’s historic
performance data. The proposed revisions add a fourth disclosure to a CRA’s website —
“any other disclosures specified in the other provisions of the IOSCO CRA Code, as
appropriate.” Due to this added fourth disclosure, the standard is modified so that these
disclosures should be “readily accessible on [the CRA’s] public website” instead of
linked “in a prominent position on [the CRA’s] home webpage”. The proposed
revisions also modify text to improve clarity.

IV.  Request for Comment

IOSCO generally requests comment on the proposed revised IOSCO CRA Code
provisions. Is the text of the proposed revised IOSCO CRA Code appropriate? If not, identify the
inappropriate provisions and explain why they are not appropriate. Are the revised and new
definitions appropriate? If not, explain why not and suggest alternative definitions. Are the
proposed modifications to the existing provisions and the new provisions appropriate? If not,
explain why not. Are there other or different modifications that should be made to the I0OSCO
CRA Code? If so, describe them and explain why they would be appropriate.
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APPENDIX A

PROPOSED REVISED 10SCO CRA CODE
(CLEAN VERSION)



CODE OF CONDUCT FUNDAMENTALS
FOR CREDIT RATING AGENCIES

INTRODUCTION

In September 2003, 10SCO’s Technical Committee published a Statement of Principles
Regarding the Activities of Credit Rating Agencies (the “lOSCO CRA Principles”).! The I0SCO
CRA Principles were designed to be a useful tool for securities regulators, credit rating agencies
(“CRAs”), and others wishing to articulate the terms and conditions under which CRAs operate
and the manner in which opinions of CRAs should be used by market participants. The I0SCO
CRA Principles address four key objectives that are designed to promote informed, independent
analyses and opinions by CRAs.? This, in turn, is designed to promote the three core objectives of
securities regulations identified by 10SCO: the protection of investors; ensuring that markets are
fair, efficient and transparent; and the reduction of systemic risk.>

The four objectives (collectively, the “Principles”) of the IOSCO CRA Principles are:

e Quality and integrity of the rating process — CRAs should endeavour to issue opinions
that help reduce the asymmetry of information among borrowers, lenders and other market
participants;

e Independence and conflicts of interest — CRA rating decisions should be independent
and free from political or economic pressures and from conflicts of interest arising due to
the CRA’s ownership structure, business or financial activities, or the financial interests of
the CRA’s employees. CRAs should, as far as possible, avoid activities, procedures or
relationships that may compromise or appear to compromise the independence and
objectivity of credit rating operations;

e Transparency and timeliness of ratings disclosure — CRAs should make disclosure and
transparency an objective of their ratings activities; and

e Confidential information — CRAs should maintain in confidence all non-public
information communicated to them by any issuer, or its agents, under the terms of a
confidentiality agreement or otherwise under a mutual understanding that the information
is shared confidentially.

The Principles are high-level objectives that CRAs, regulators, rated entities, obligors,
underwriters, arrangers, and other market participants should strive toward in order to improve
investor protection and the fairness, efficiency and transparency of securities markets and reduce

See I0SCO Technical Committee, Statement of Principles Regarding the Activities of
Credit Rating Agencies (Sept. 2003), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD151.pdf.
2 -

See id.

3 See I0SCO, Objectives and Principles of Securities Regulation (rev. June 2010), available at
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD323.pdf.
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systemic risk. The Principles apply to all types of CRAs operating in various jurisdictions.
However, to take into account the different market, legal, and regulatory circumstances in which
CRAs operate, and the varying size and business models of CRAS, the manner in which the
Principles were to be implemented was left open. The Principles contemplated that a variety of
mechanisms could be used, including both market mechanisms and regulation.

The following Code of Conduct Fundamentals for Credit Rating Agencies (the “IOSCO CRA
Code”) offers a set of robust, practical measures that serve as a guide to and a framework for
implementing the Principles’ objectives.* These measures are the fundamentals which should be
included in individual CRA codes of conduct, and the elements contained in the IOSCO CRA
Code should receive the full support of CRA management and be backed by thorough compliance
and enforcement mechanisms. However, the measures set forth in the IOSCO CRA Code are not
intended to be all-inclusive: CRAs and regulators should consider whether or not additional
measures may be necessary to properly implement the Principles in a specific jurisdiction.
Further, the IOSCO CRA Code is not designed to be rigid or formulistic. It is designed to offer
CRAs a degree of flexibility in how these measures are incorporated into the individual codes of
conduct of the CRAs themselves, according to each CRA’s specific legal, business, and market
circumstances.

I0SCO members expect CRASs in their jurisdictions to give full effect to the IOSCO CRA Code
subject to regional and national laws and regulations governing the activities of CRAs. In order to
promote transparency and improve the ability of market participants and others to judge whether a
CRA has satisfactorily implemented the IOSCO CRA Code, CRAs should disclose how each
provision of the IOSCO CRA Code is addressed in the CRA’s own code of conduct. CRAs should
explain if and how their own codes of conduct deviate from the IOSCO CRA Code and how such
deviations nonetheless achieve the objectives laid out in the IOSCO CRA Code and the IOSCO
CRA Principles. This will permit market participants to draw their own conclusions about
whether the CRA has implemented the IOSCO CRA Code to their satisfaction, and to react
accordingly. In developing their own codes of conduct, CRAs should keep in mind that the laws
and regulations of the jurisdictions in which they operate vary and take precedence over the
IOSCO CRA Code. These laws and regulations may include direct regulation of CRAs and may
incorporate elements of the IOSCO CRA Code itself.

Finally, the IOSCO CRA Code only addresses measures that CRAs should adopt to help ensure
that the Principles are properly implemented. The IOSCO CRA Code does not address the
equally important obligations that rated entities, obligors, underwriters, and arrangers have of
cooperating with and providing accurate and complete information to the marketplace and the
CRAs they solicit to provide credit ratings. While aspects of the IOSCO CRA Code deal with a
CRA’s duties to these entities, the essential purpose of the IOSCO CRA Code is to promote
investor protection by safeguarding the integrity of the credit rating process. 10SCO members
recognize that credit ratings, despite their numerous other uses, exist primarily to help investors
assess the credit risks they face when making certain kinds of investments. Maintaining the

4 In 2004, following the publication of the IOSCO CRA Principles, IOSCO published the Code of Conduct
Fundamentals for CRAs. The IOSCO CRA Code was revised in 2008 to address concerns about the role of
CRAs in the wake of the financial crisis, and again in 2014 to take into account the CRA registration and
oversight programs implemented by IOSCO members.
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independence of CRAs vis-a-vis the entities and obligations they rate is vital to achieving this
goal. Provisions of the IOSCO CRA Code, dealing with CRA responsibilities to rated entities,
obligors, underwriters, and arrangers are designed to improve the quality of credit ratings and
their usefulness to investors. These provisions should not be interpreted in ways that undermine
the independence of CRAs or their ability to issue timely credit ratings.

Like the IOSCO CRA Principles, the IOSCO CRA Code is also intended to be useful to all types
of CRAs relying on a variety of different business models. The IOSCO CRA Code does not
indicate a preference for one business model over another, nor are the measures described herein
designed to be used only by CRAs with large staffs and compliance functions. Accordingly, the
types of mechanisms and procedures CRAs adopt to ensure that the provisions of the IOSCO CRA

Code are followed will vary according to the market and legal circumstances in which the CRA
operates.

Structurally, the IOSCO CRA Code is broken into five sections:
e The Quality and Integrity of the Credit Rating Process;
e CRA Independence and the Avoidance of Conflicts of Interest;

e CRA Responsibilities to the Investing Public, Rated Entities, Obligors, Originators, and
Arrangers;

e Governance, Risk Management, and Employee Training; and

e Disclosure and Communication with Market Participants.
TERMS
For the purposes of the IOSCO CRA Code:’

o “Affiliate” means an entity that directly or indirectly controls, is controlled by, or is under
common control with the CRA.

e “Analyst” means a CRA employee who performs analytical functions that are necessary
for the issuing or monitoring of a credit rating or participates in determining credit ratings,
including an employee involved in a credit rating committee.

e “Credit rating” or “rating” means an assessment regarding the creditworthiness of an
entity or obligation, expressed using an established and defined ranking system.

These definitions are intended to facilitate an understanding of the IOSCO CRA Code. These terms may be
defined differently under regional and national laws. As noted above, laws and regulations of the
jurisdictions in which CRAs operate vary and take precedence over the IOSCO CRA Code.
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“Credit rating action” means to determine an initial credit rating, an upgrade of an existing
credit rating, a downgrade of an existing credit rating (including to a default category), an
affirmation (or confirmation) of an existing credit rating, or a withdrawal of a credit
rating.

“Credit rating agency” or “CRA” means an entity that is in the business of issuing credit
ratings.

“Credit rating methodology” means the procedure by which a CRA determines credit
ratings, including the information that must be considered or analyzed to determine a
credit rating and the analytical process to be undertaken to determine the credit rating,
including, as applicable, the models, financial metrics, assumptions, criteria, or other
quantitative or qualitative factors to be used to determine the credit rating.

“Credit rating process” means all the steps taken with respect to a credit rating action
including, but not limited to, the CRA’s selection and assignment of analysts to work on
the matter, application of the credit rating methodology, decision-making activities (e.g.,
the operation of a rating committee), interaction with the rated entity, obligor, originator,
underwriter, or arranger, and dissemination of the credit rating publicly or to subscribers.

“Employee” means any individual who works for the CRA on a full-time, part-time, or
temporary basis, including any individual working as a contractor who is involved in the
credit rating process.

“Entity” means a government; political subdivision, agency, or instrumentality of a
government; or a company, corporation, partnership, trust, estate, or association.

“Trading instrument” means a security, money market instrument, derivative, or other
similar product.

“Obligation” means a trading instrument, credit commitment, loan, or other similar
product or transaction that has inherent credit risk.

“Obligor” means the entity that is legally or contractually obliged to make payments on a
rated obligation.

THE 10SCO CODE OF CONDUCT FUNDAMENTALS FOR CREDIT RATING
AGENCIES

As described in the IOSCO CRA Principles, CRAs should endeavor to issue credit ratings that
help reduce the asymmetry of information that exists between rated entities, obligors, originators,
underwriters, and arrangers, on one side, and users of credit ratings on the other. Rating analyses
of low quality or produced through a process of questionable integrity are either of little use to or
misleading for market participants. Stale ratings that fail to reflect changes to the financial
condition or prospects of a rated entity, obligor, originator, underwriter, or arranger may mislead
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market participants. Likewise, conflicts of interest or other undue factors — internal and external —
that might, or even appear to, impinge upon the independence of a credit rating action can
seriously undermine a CRA'’s credibility. Where conflicts of interest or a lack of independence is
common at a CRA and hidden from investors, overall investor confidence in the transparency and
integrity of a market can be harmed. CRAs also have responsibilities to the investing public and
to rated entities, obligors, originators, underwriters, and arrangers, including a responsibility to
protect the confidentiality of some types of information these entities share with them.

To help achieve the objectives outlined in the IOSCO CRA Principles, which should be read in
conjunction with the IOSCO CRA Code, CRAs should adopt, publish, and adhere to a Code of
Conduct containing the following measures:

1. QUALITY AND INTEGRITY OF THE CREDIT RATING PROCESS

A.

11

1.2

1.3

14

1.5

1.6

Quiality of the Credit Rating Process

A CRA should establish, maintain, document, and enforce a credit rating methodology
for each class of entity or obligation for which the CRA issues credit ratings. Each
credit rating methodology should be rigorous, capable of being applied consistently,
and result in credit ratings that can be subjected to some form of objective validation
based on historical experience.

Credit ratings should reflect all information known, and believed to be relevant, to the
CRA, consistent with the applicable credit rating methodology that is in effect.
Therefore, the CRA should establish, maintain, document, and enforce policies,
procedures, and controls to ensure that the credit ratings and analytical reports it
disseminates are based on a thorough analysis of all such information.

The CRA should adopt reasonable measures designed to ensure that the information it
uses in determining credit ratings is of sufficient quality to support a high quality credit
assessment and is obtained from reliable sources.

In assessing creditworthiness, analysts involved in the credit rating action should use
the credit rating methodology established by the CRA for the type of entity or
obligation that is subject to the credit rating action. The credit rating methodology
should be applied in a manner that is consistent across all entities or obligations for
which that methodology is used.

A CRA should define the meaning of each category in its rating scales and apply those
categories consistently across all classes of rated entities and obligations to which a
given rating scale applies.

Credit ratings should be assigned by the CRA as an entity (not by an analyst or other
employee of the CRA).
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1.7

1.8

1.9

1.10

1.11

1.12

The CRA should assign analysts who, individually or collectively (particularly where
credit rating committees are used), have appropriate knowledge and experience for
assessing the creditworthiness of the type of entity or obligation being rated.

A CRA should maintain internal records that are accurate and sufficiently detailed
and comprehensive to reconstruct the credit rating process for a given credit rating
action. The records should be retained for as long as necessary to promote the
integrity of the CRA’s credit rating process, including to permit internal audit,
compliance, and quality control functions to review past credit rating actions in order
to carry out the responsibilities of those functions. Further, a CRA should establish,
maintain, document, and enforce policies, procedures, and controls designed to
ensure that its employees comply with the CRA’s internal record maintenance,
retention, and disposition requirements and with applicable laws and regulations
governing the maintenance, retention, and disposition of CRA records.

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls designed to avoid issuing credit ratings, analyses, or reports that contain
misrepresentations or are otherwise misleading as to the general creditworthiness of a
rated entity or obligation.

A CRA should ensure that it has and devotes sufficient resources to carry out
high-quality credit assessments of the entities and obligations for which it issues and
maintains credit ratings.

When deciding whether to issue a credit rating for an entity or obligation, a CRA
should assess whether it is able to devote a sufficient number of analysts with the skill
sets to make a high quality credit assessment, and whether the analysts will have
access to sufficient information needed in order to make the assessment.

A CRA should avoid issuing credit ratings for entities or obligations for which it does
not have appropriate knowledge and expertise. For example, where the complexity or
structure of a new type of structured finance product or the lack of robust data about
the assets underlying the structured finance product raise serious questions as to
whether the CRA can determine a credible credit rating for the security, the CRA
should refrain from issuing a credit rating.

The CRA should establish and maintain a review function made up of one or more
senior managers with appropriate experience to review the feasibility of providing a
credit rating for a type of entity or obligation that is materially different from the
entities or obligations the CRA currently rates.

A CRA should establish and maintain a review function made up of one or more senior
managers responsible for conducting a rigorous, formal, and periodic review, on a
regular basis pursuant to an established timeframe, of all aspects of the CRA’s credit
rating methodologies (including models and key assumptions) and significant changes
to the credit rating methodologies. For example, a CRA should assess whether
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1.13

1.14

1.15

existing credit rating methodologies and models for determining credit ratings of
structured finance products are appropriate when the risk characteristics of the assets
underlying a structured finance product change materially.

Where feasible and appropriate for the size and scope of its credit rating business, this
function should be independent of the employees who are principally responsible for
determining credit ratings.

A CRA, in selecting the analyst or analysts who will participate in determining a credit
rating, should seek to promote continuity but also to avoid bias in the credit rating
process. For example, in seeking to balance the objectives of continuity and bias
avoidance, a CRA could assign a team of analysts to participate in determining the
credit rating — some for whom the rated entity or obligation is within their area of
primary analytical responsibility and some of whom have other areas of primary
analytical responsibility.

A CRA should ensure that sufficient employees and financial resources are allocated
to monitoring and updating its credit ratings. Except for credit ratings that clearly
indicate they do not entail ongoing surveillance, once a credit rating is published, the
CRA should monitor the credit rating on an ongoing basis by:

a. reviewing the creditworthiness of the rated entity or obligation regularly;

b. initiating a review of the status of the credit rating upon becoming aware of any
information that might reasonably be expected to result in a credit rating action
(including withdrawal of a credit rating), consistent with the applicable credit
rating methodology;

c. reviewing the impact of the change in the credit rating methodologies, models or
key rating assumptions on the affected credit ratings within a reasonable period of
time; and

d. updating on a timely basis the credit rating, as appropriate, based on the results of
such review.

Monitoring of existing credit ratings should incorporate all cumulative experience
obtained. Changes in credit rating methodologies should be applied to both initial
credit ratings and subsequent credit rating actions.

If a CRA uses separate analytical teams for determining initial credit ratings and for
subsequent monitoring of existing credit ratings, each team should have the requisite
level of expertise and resources to perform their respective functions in a timely
manner.
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1.16

1.17

1.18

1.19

1.20

1.21

1.22

1.23

A CRA should establish, maintain, document, and enforce policies and procedures
that clearly set forth guidelines for disseminating credit rating actions and reports,
and for when a credit rating will be withdrawn.

Integrity of the Credit Rating Process

A CRA and its employees should comply with all applicable laws and regulations
governing its activities in each jurisdiction in which it operates. In this regard, a CRA
should establish, maintain, document, and enforce policies, procedures, and controls
designed to ensure that the CRA and its employees comply with applicable laws and
regulations.

A CRA and its employees should deal fairly and honestly with rated entities, obligors,
arrangers, and users of credit ratings.

A CRA’s employees should be held to the highest standards of integrity and ethical
behavior, and the CRA should not employ individuals with demonstrably compromised
integrity.

A CRA and its employees should not, either implicitly or explicitly, give any assurance
or guarantee to an entity, obligor, underwriter, originator, or arranger about the
outcome of a particular credit rating action. This does not preclude the CRA from
developing prospective assessments used in structured finance and similar
transactions, provided that doing so does not impair the integrity of the credit rating
process.

A CRA and its employees should not make promises or threats about potential credit
rating actions to influence entities, obligors, underwriters, arrangers, or subscribers to
pay for credit ratings or other services.

A CRA and its employees should not make proposals or recommendations regarding
the activities of rated entities or obligors that could impact a credit rating of the rated
entity or obligation, including but not limited to proposals or recommendations about
corporate or legal structure, assets and liabilities, business operations, investment
plans, lines of financing, business combinations, and the design of structured finance
products.

A CRA should establish and maintain policies, procedures, and controls designed to
ensure compliance with the CRA’s code of conduct and applicable laws and
regulations.

a. The CRA should establish a compliance function responsible for monitoring and
reviewing the compliance of the CRA and its employees with the provisions of the
CRA’s code of conduct and with applicable laws and regulations.
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b. The compliance function also should be responsible for reviewing the adequacy of
the CRA’s policies, procedures, and controls designed to ensure compliance with
the CRA’s code of conduct and applicable laws and regulations.

c. The CRA should assign a senior level employee with the requisite skill set to serve
as the CRA’s compliance officer in charge of the compliance function. The
compliance officer’s reporting lines and compensation should be independent of
the CRA’s credit rating operations.

1.24  Upon becoming aware that another employee or an affiliate of the CRA is or has

engaged in conduct that is illegal, unethical, or contrary to the CRA’s code of conduct,
the CRA employee should report such information immediately to the compliance
officer or another officer of the CRA, as appropriate, so proper action may be taken.
The CRA’s employees are not necessarily expected to be experts in the law.
Nonetheless, CRA employees are expected to report activities that a reasonable
person would question. Upon receiving such a report from an employee, the CRA is
obligated to take appropriate action, as determined by the laws and regulations of the
jurisdiction and the policies, procedures, and controls established, maintained,
documented, and enforced by the CRA. A CRA should prohibit retaliation by the CRA
or an employee against any employees who, in good faith, make such reports.

2. CRA INDEPENDENCE AND AVOIDANCE OF CONFLICTS OF INTEREST

A

2.1

2.2

2.3

2.4

2.5

General

A CRA should not refrain from or unnecessarily delay taking a credit rating action
based on the potential effect (economic, political, or otherwise) of the action on the
CRA, a rated entity, obligor, underwriter, arranger, investor, or other market
participant.

A CRA and its employees should use care and professional judgment to maintain both
the substance and appearance of the CRA’s and its employees’ independence and
objectivity.

A CRA’s determination of a credit rating should be influenced only by factors relevant
to assessing the creditworthiness of the rated entity or obligation.

The credit rating a CRA assigns to an entity or obligation should not be affected by
whether there is an existing or potential business relationship between the CRA (or its
affiliates) and the rated entity, obligor, underwriter, or arranger (or any of their
affiliates), or any other party.

A CRA should operationally, legally, and, if practicable, physically separate its credit
rating business and its analysts from any other businesses of the CRA that may present
a conflict of interest. For other businesses that do not necessarily present a conflict of
interest, the CRA should establish, maintain, document, and enforce policies,
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2.6

2.7

2.8

procedures, and controls designed to minimize the likelihood that conflicts of interest
will arise. A CRA should disclose why it believes those other businesses do not present
a conflict of interest with its credit rating business.

CRA Policies, Procedures, Controls and Disclosures

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls to identify and eliminate, or manage and disclose, as appropriate, any actual
or potential conflicts of interest that may influence the credit rating methodologies,
credit rating actions, or analyses of the CRA or the judgment and analyses of the
CRA’s employees. Among other things, the policies, procedures, and controls should
address (as applicable to the CRA’s business model) how the following conflicts can
potentially influence the CRA’s credit rating methodologies or credit rating actions:

a. being paid to issue a credit rating by the rated entity or by the obligor, underwriter,
or arranger of the rated obligation;

b. being paid by subscribers with a financial interest that could be affected by a
credit rating action of the CRA;

c. being paid by rated entities, obligors, underwriters, arrangers, or subscribers for
services other than issuing credit ratings or providing access to the CRA’s credit
ratings;

d. being part of a pool of CRAs that each provides a preliminary indication of a
credit rating to an entity, obligor, underwriter, or arranger prior to being hired to
determine the credit rating for the entity, obligor, underwriter, or arranger; and

e. having a direct or indirect ownership interest in a rated entity or obligor, or
having a rated entity or obligor have a direct or indirect ownership interest in the
CRA.

A CRA should publicly disclose actual and potential conflicts of interest (including,
but not limited to, those conflicts of interest identified in Principle 2.6 above) in a
complete, timely, clear, concise, specific, and prominent manner. When the conflict is
unique to a particular rated entity, obligor, underwriter, arranger, or obligation, the
conflict should be disclosed in the relevant credit rating report or elsewhere, as
appropriate.

A CRA should publicly disclose the general nature of its compensation arrangements
with rated entities, obligors, underwriters, or arrangers.

a. When the CRA receives from a rated entity, obligor, underwriter, or arranger

compensation unrelated to its credit rating services, the CRA should disclose such
unrelated fees as a percentage of total fees received from the rated entity, obligor,
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2.9

2.10

211

2.12

2.13

underwriter, or arranger in the relevant credit rating report or elsewhere, as
appropriate.

b. A CRA should publicly disclose in the relevant credit rating report or elsewhere,
as appropriate, if it receives 10 percent or more of its annual revenue from a single
client (e.g., a rated entity, obligor, underwriter, arranger, or subscriber, or any of
their affiliates).

A CRA should publicly disclose in its credit rating announcement whether the issuer of
a structured finance product has informed the CRA that it is publicly disclosing all
relevant information about the obligation being rated or if the information remains
non-public. If the information remains non-public, the CRA should encourage the
issuer to publicly disclose the information.

A CRA should not hold or transact in trading instruments presenting a conflict of
interest with the CRA’s credit rating activities.

In instances where rated entities or obligors (e.g., sovereign nations or states) have, or
are simultaneously pursuing, oversight functions related to the CRA, the employees
responsible for interacting with the rated entity or obligor’s officials (e.g., government
regulators) regarding supervisory matters should be separate from the employees that
participate in taking credit rating actions or developing or modifying credit rating
methodologies.

CRA Employee Independence

Reporting lines for CRA employees and their compensation arrangements should be
structured to eliminate or effectively manage actual and potential conflicts of interest.

a. A CRA employee who participates in or who might otherwise have an effect on a
credit rating action with respect to an entity or obligation should not be
compensated or evaluated on the basis of the amount of revenue that the CRA
derives from the entity or obligor.

b. A CRA should conduct formal and periodic reviews of compensation policies,
procedures, and practices for CRA employees who participate in or who might
otherwise have an effect on a credit rating action to ensure that these policies,
procedures and practices applied have not compromised and do not compromise
the objectivity of the CRA’s credit rating process.

CRA employees who participate in or who might otherwise have an effect on a credit
rating action should not initiate or participate in discussions with rated entities,
obligors, arrangers, or subscribers regarding fees or payments charged to such rated
entity, obligor, arranger, or subscriber.
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2.14

2.15

2.16

2.17

A CRA employee should not participate in or otherwise influence a CRA’s credit rating
action with respect to an entity or obligation if the employee, a close relative of the
employee (e.g., spouse, domestic partner, or dependent), or an entity managed by the
employee (e.g., a trust):

a. Holds or transacts in a trading instrument issued by the rated entity or obligor;

b. Holds or transacts in a trading instrument (other than a diversified collective
investment scheme) that itself owns an interest in the rated entity or obligor, or is a
derivative based on a trading instrument issued by the rated entity or obligor;

c. Holds or transacts in a trading instrument issued by an affiliate of the rated entity
or obligor, the ownership of which may cause or may be perceived as causing a
conflict of interest with respect to the employee or the CRA;

d. Holds or transacts in a trading instrument issued by an arranger or underwriter of
the obligation, the ownership of which may cause or may be perceived as causing a
conflict of interest with respect to the employee or the CRA;

e. Had a recent employment or other significant business relationship with the rated
entity or obligor or an arranger or underwriter of the obligation that may cause or
may be perceived as causing a conflict of interest;

f.  Currently works for or is a director of the rated entity or obligor, or underwriter or
arranger of the rated obligation; or

g. Has, or had, another relationship with the rated entity, obligor, or the underwriter
or arranger of the rated obligation (or any of their affiliates) that may cause or may
be perceived as causing a conflict of interest.

A CRA analyst should not hold or transact in a trading instrument issued by a rated
entity or obligor in the analyst’s area of primary analytical responsibility. This would
not preclude an analyst from holding or trading a diversified collective investment
scheme that owns a trading instrument issued by a rated entity or obligor in the
analyst’s area of primary analytical responsibility.

A CRA employee should be prohibited from soliciting money, gifts, or favors from
anyone with whom the CRA does business and should be prohibited from accepting
gifts offered in the form of cash or cash equivalents or any gifts exceeding a minimal
monetary value.

A CRA employee who becomes involved in a personal relationship that creates an
actual or potential conflict of interest (including, for example, a personal relationship
with an employee of a rated entity, obligor, or the underwriter or arranger of a rated
obligation), should be required under the CRA’s policies, procedures, and controls to
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disclose the relationship to the compliance officer or another officer of the CRA, as
appropriate.

2.18 A CRA should establish, maintain, document, and enforce policies, procedures, and
controls for reviewing without unnecessary delay the past work of an employee who
participated in the credit rating process who leaves the employ of the CRA and joins an
entity that the employee participated in rating, an obligor whose obligation the
employee participated in rating, an underwriter or arranger with which the employee
had significant dealings as part of his or her duties at the CRA, or any of their
affiliates.

. CRA RESPONSIBILITIES TO THE INVESTING PUBLIC, RATED ENTITIES,
OBLIGORS, ORIGINATORS, AND ARRANGERS

A. Transparency and Timeliness of Credit Ratings Disclosure

3.1 A CRA should assist investors and other users of credit ratings in developing a greater
understanding of credit ratings by publicly disclosing in plain language, among other
things, the nature and limitations of credit ratings and the risks of unduly relying on
them to make investment or other financial decisions. A CRA that is subject to a CRA
registration and oversight program administered by a regional or national authority
should not state or imply that the authority endorses its credit ratings or use its
registration status to advertise the quality of its credit ratings.

3.2 A CRA should publicly disclose sufficient information about its credit rating process
and its credit rating methodologies, so that investors and other users of credit ratings
can understand how a credit rating was determined by the CRA.

3.3 A CRA should publicly disclose any material modification to a credit rating
methodology. Disclosure of the material modification should be made prior to the
modification taking effect unless doing so would negatively impact the integrity of a
credit rating by unduly delaying the taking of a credit rating action. The CRA should
carefully consider the various uses of credit ratings before modifying a credit rating
methodology.

3.4 A CRAshould publicly disclose its policies, procedures, and controls that are unique to
the issuance of unsolicited credit ratings.

3.5 A CRA should publicly disclose its policies, procedures, and controls for distributing
credit ratings and reports, and for when a credit rating will be withdrawn.

3.6 A CRA should publicly disclose clear definitions of the meaning of each category in its
rating scales, including the definition of default.

3.7 A CRA should differentiate credit ratings of structured finance products from credit
ratings of other types of entities or obligations, preferably through a different credit
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3.8

3.9

3.10

3.11

3.12

3.13

3.14

rating identifier. The CRA should also publicly disclose how this differentiation
functions.

A CRA should be transparent with investors, rated entities, obligors, underwriters, and
arrangers about how the relevant entity or obligation is rated.

Where feasible and appropriate, a CRA should inform the rated entity, or the obligor,
underwriter, or arranger of the rated obligation about the critical information and
principal considerations upon which a credit rating will be based prior to taking a
credit rating action and afford the rated entity, obligor, underwriter, or arranger an
adequate opportunity to clarify any factual errors, omissions, or other misperceptions
that would have a material effect on the credit rating. The CRA should duly evaluate
any response from the rated entity, obligor, underwriter, or arranger. Where in
particular circumstances the CRA has not informed the rated entity, obligor, or
arranger prior to taking a credit rating action, the CRA should inform the rated entity,
obligor, or arranger as soon as practical thereafter and, generally, should explain why
the CRA did not inform the rated entity, obligor, or arranger prior to taking the credit
rating action.

A CRA should publicly disclose or distribute to its subscribers (depending on the
CRA’s business model) a credit rating action as soon as practicable after reaching the
rating decision.

A CRA should publicly disclose or distribute to its subscribers (depending on the
CRA’s business model) a credit rating action on a non-selective basis.

A CRA should disclose with a credit rating action whether the rated entity, or the
obligor, underwriter, or arranger of the rated obligation participated in the credit
rating process. Each credit rating not initiated at the request of the rated entity, or the
obligor, underwriter, or arranger of the rated obligation should be identified as such.

A CRA should clearly indicate the attributes and limitations of each credit rating, and
the extent to which the CRA verifies information provided to it by the rated entity, or
the obligor, underwriter, or arranger of the rated obligation. For example, if the credit
rating involves a type of entity or obligation for which there is limited historical data,
the CRA should disclose this fact and how it may limit the credit rating.

A CRA should indicate in the announcement of a credit rating action when the credit
rating was last updated or reviewed. The credit rating announcement should also
indicate the principal credit rating methodology or methodology version that was used
in determining the credit rating and where a description of that credit rating
methodology can be found. Where the credit rating is based on more than one credit
rating methodology, or where a review of only the principal credit rating methodology
might cause investors and other users of credit ratings to overlook important aspects of
the credit rating, the CRA should explain this fact in the credit rating announcement,

A-14



3.15

3.16

3.17

3.18

3.19

and indicate where to find a discussion of how the different credit rating methodologies
and other important aspects factored into the credit rating decision.

When rating a structured finance product, a CRA should publicly disclose or distribute
to its subscribers (depending on the CRA’s business model) sufficient information
about its loss and cash-flow analysis with the credit rating, so that investors, other
users of credit ratings, and/or subscribers can easily understand the basis for the
CRA’s credit rating. The CRA should also publicly disclose or distribute information
about the degree to which it analyzes how sensitive a credit rating of a structured
finance product is to changes in the assumptions underlying the applicable credit
rating methodology.

When issuing or revising a credit rating, a CRA should explain in its announcement
and/or report the key assumptions and data underlying the credit rating, including
financial statement adjustments that deviate materially from those contained in the
rated entity, obligor, or arranger’s published financial statements.

If a CRA discontinues monitoring a credit rating for a rated entity or obligation, it
should either withdraw the credit rating or disclose such discontinuation to the public
or to its subscribers (depending on the CRA’s business model) as soon as practicable.
A publication by the CRA of a credit rating that is no longer being monitored should
indicate the date the credit rating was last updated or reviewed, the reason the credit
rating is no longer monitored, and the fact that the credit rating is no longer being
updated.

To promote transparency and to enable investors and other users of credit ratings to
compare the performance of different CRAs, a CRA should disclose sufficient
information about the historical transition and default rates of its credit rating
categories with respect to the classes of entities and obligations it rates. This
information should include verifiable, quantifiable historical information, organized
and structured over a range of years, and, where possible, standardized in such a way
to assist investors and other users of credit ratings in comparing different CRAs. If the
nature of the rated entity or obligation or other circumstances make a historical
transition or default rate inappropriate, statistically invalid, or otherwise likely to
mislead investors or other users of credit ratings, the CRA should disclose why this is
the case.

The Treatment of Confidential Information

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls to protect confidential and/or material non-public information, including
confidential information received from a rated entity, or the obligor, underwriter, or
arranger of a rated obligation, and non-public information about a credit rating action
(e.g., information about a credit rating action before the action is publicly disclosed or
disseminated to subscribers).
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3.20

3.21

a. The policies, procedures, and controls should prohibit the CRA and its employees
from using or disclosing confidential and/or material non-public information for
any purpose unrelated to the CRA’s credit rating activities, including disclosing
such information to other employees where the disclosure is not necessary in
connection with the CRA’s credit rating activities, unless disclosure is required by
applicable law or regulation.

b. The policies, procedures, and controls should require the CRA and its employees to
take reasonable steps to protect confidential and/or material non-public
information from fraud, theft, misuse, or inadvertent disclosure.

c. With respect to confidential information received from a rated entity, obligor,
underwriter, or arranger, the policies, procedures, and controls should prohibit
the CRA and its employees from using or disclosing such information in violation
of the terms of any applicable agreement or understanding with the rated entity,
obligor, underwriter, or arranger, unless disclosure is required by applicable law
or regulation.

d. With respect to a pending credit rating action, the policies, procedures, and
controls should prohibit the CRA and its employees from selectively disclosing
information about the pending credit rating action, except to the rated entity,
obligor, underwriter, arranger, or their designated agents, or as required by
applicable law or regulation.

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls designed to prevent violations of applicable laws and regulations governing
the treatment and use of confidential and/or material non-public information.

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls that prohibit employees that possess confidential and/or material non-public
information concerning a trading instrument from engaging in a transaction in the
trading instrument or using the information to advise or otherwise advantage another
person in transacting in the trading instrument.

4. GOVERNANCE, RISK MANAGEMENT, AND EMPLOYEE TRAINING

4.1

4.2

A CRA’s board (or similar body) should have ultimate responsibility for ensuring that
the CRA establishes, maintains, documents, and enforces a code of conduct that gives
full effect to the IOSCO Code of Conduct Fundamentals for Credit Rating Agencies.

A CRA should establish a risk management function made up of one or more senior
managers or employees with the appropriate level of experience responsible for
identifying, assessing, monitoring, and reporting the risks arising from its activities,
including, but not limited to legal risk, reputational risk, operational risk, and strategic
risk. The function should be independent of the internal audit function (if practicable
given the CRA’s size) and make periodic reports to the board (or similar body) and
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4.3

senior management to assist them in assessing the adequacy of the policies,
procedures, and controls the CRA establishes, maintains, documents, and enforces to
manage risk, including the policies, procedures, and controls specified in the IOSCO
Code of Conduct Fundamentals for Credit Rating Agencies.

A CRA should establish, maintain, document, and enforce policies, procedures, and
controls requiring employees to undergo formal ongoing training at reasonably
regular time intervals. The subject matter covered by the training should be relevant to
the employee’s responsibilities and should cover, as applicable, the CRA’s code of
conduct, the CRA’s credit rating methodologies, the laws governing the CRA’s credit
rating activities, the CRA’s policies, procedures, and controls for managing conflicts
of interest and governing the holding and transacting in trading instruments, and the
CRA’s policies and procedures for handling confidential and/or material non-public
information. The policies, procedures, and controls should include measures designed
to verify that employees undergo required training.

5. DISCLOSURE AND COMMUNICATION WITH MARKET PARTICIPANTS

5.1

5.2

5.3

5.4

A CRA’s disclosures, including those specified in the provisions of the IOSCO CRA
Code, should be complete, fair, accurate, timely, and understandable.

A CRA should publicly disclose its code of conduct and describe how the provisions of
its code of conduct fully implement the provisions of the IOSCO Statement of
Principles Regarding the Activities of Credit Rating Agencies and the IOSCO Code of
Conduct Fundamentals for Credit Rating Agencies (collectively, the *“IOSCO
provisions™). If the CRA’s code of conduct deviates from an IOSCO provision, the
CRA should identify the relevant IOSCO provision, explain the reason for the
deviation, and explain how the deviation nonetheless achieves the objectives
contained in the IOSCO provisions. The CRA should describe how it implements and
enforces its code of conduct. The CRA also should publicly disclose as soon as
practicable any changes to its code of conduct or changes to how it is being
implemented or enforced.

A CRA should establish and maintain a function within its organization charged with
receiving, retaining, and handling questions, concerns or complaints from market
participants and the public. The function should establish, maintain, document, and
enforce policies, procedures, and controls for receiving, retaining, and handling
questions, concerns, and complaints, including those that are provided on a
confidential basis. The policies, procedures, and controls should specify the
circumstances under which a question, concern, or complaint must be reported to
senior management and/or the board (or similar body).

A CRA should make readily accessible on its public website:

a. the CRA’s code of conduct;

b. adescription of the CRA’s credit rating methodologies;

c. information about the CRA’s historic performance data; and
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d. any other disclosures specified in the provisions of the IOSCO CRA Code, as
appropriate.
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APPENDIX B

PROPOSED REVISED I0SCO CRA CODE
(COMPARISON WITH 2008 1I0SCO CRA CODE)



CODE OF CONDUCT FUNDAMENTALS
FOR CREDIT RATING AGENCIES

INTRODUCTION

In September 2003, I0OSCO’s Technical Committee published a Statement of Principles
Regarding the Activities of Credit Rating Agencies-”_(the “IOSCO CRA Principles”).*
The 10SCO CRA Principles were designed to be a useful tool for securities regulators,
credit rating agencies (“CRAS”), and others wishing to articulate the terms and conditions
under which CRASs operate and the manner in WhICh opinions of CRAs should be used by
market participants. 3
w%dwﬂens—the—%tetples—latd—euﬂhe IOSCO CRA Prlncu;les address four key

b|ect|ves that are designed to promote informed, independent analyses and opinions by
CRAs.” This, in turn, is designed to promote the three core objectives of securities
regulations identified by I0SCO: the protection of investors; ensuring that markets are
fair, efficient and transparent; and the reduction of systemic risk.>

The four objectives (collectively, the “Principles™) of the IOSCO CRA Principles are:

Quality and integrity of the rating process — CRAs should endeavour to issue

opinions that help reduce the asymmetry of information among borrowers, lenders
and other market participants;

Independence and conflicts of interest — CRA rating decisions should be
independent and free from political or economic pressures and from conflicts of
interest arising due to the CRA’s ownership structure, business or financial
activities, or the financial interests of the CRA’s employees. CRAs should, as far
as possible, avoid activities, procedures or relationships that may compromise or
appear to compromise the independence and objectivity of credit rating
operations;

ibrany” See IOSCO

Technlcal Commlttee Statement of Principles Regardlng the Activities of Credit
Rating Agencies (Sept. 2003), available at
www-iesee-erg(tOSCORDI5L)http://www.iosco.org/library/pubdocs/pdf/IOSC
OPD151.pdf.
2 See id.

8 See 10SCO, Objectives and Principles of Securities Regulation (rev. June 2010), available at

http://www.iosco.org/library/pubdocs/pdf/IOSCOPD323.pdf.
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Transparency and timeliness of ratings disclosure — CRAs should make
disclosure and transparency an objective of their ratings activities; and

Confidential information — CRAs should maintain in confidence all non-public

information communicated to them by any issuer, or its agents, under the terms of
a confidentiality agreement or otherwise under a mutual understanding that the

information is shared confidentially.

The Principles are high-level objectives that rating—agenciesCRAs, regulators,
issuersrated entities, obligors, underwriters, arrangers, and other market participants
should strive toward in order to improve investor protection and the fairness, efficiency
and transparency of securities markets and reduce systemic risk. The Principles—aere
designed-to apply to all types of CRASs operating in various jurisdictions. However, to
take into account the different market, legal, and regulatory circumstances in which
CRAs operate, and the varying size and business models of CRAs, the manner in which
the Principles were to be implemented was left open. The Principles contemplated that a
variety of mechanisms could be used, including both market mechanisms and regulation.

Fundamentals-offer(the “IOSCO CRA Code” offers a set of robust, practlcal measures
that serve as a guide to and a framework for implementing the Principles’ objectives.*
These measures are the fundamentals which should be included in individual CRA codes
of conduct, and the elements contained in the IOSCO CRA Code-Fundamentals should

In 2004, following the publication of the IOSCO CRA Principles, IOSCO published the Code of

Conduct Fundamentals for CRAs. The IOSCO CRA Code was revised in 2008 to address concerns
about the role of CRAs in the wake of the financial crisis, and again in 2014 to take into account the
CRA registration and oversight programs implemented by IOSCO members.
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receive the full support of CRA management and be backed by thorough compliance and
enforcement mechanisms. However, the measures set forth in the IOSCO CRA Code
Fundamentals are not intended to be all-inclusive: CRAs and regulators should consider
whether or not additional measures may be necessary to properly implement the

Principles in a specmc Jurlsdlctlon—and—the#eehmeakeen%#tee—may—@ﬂsﬂ—the—@ede

Further the I0SCO CRA Code Fundamen%&ts—a%els not de3|gned to be rigid or
formulistic. Fhey-arelt is designed to offer CRAs a degree of flexibility in how these
measures are incorporated into the individual codes of conduct of the CRAs themselves,
according to each CRA’s specific legal, business, and market circumstances.

I0SCO-Fechnical-Committee members expect CRAS in their jurisdictions to give full
effect to the CodeFundamentalslOSCO CRA Code subject to regional and national laws
and reqgulations governing the activities of CRAs. In order to promote transparency and
improve the ability of market participants and regtiatersothers to judge whether a CRA
has satisfactorily implemented the 10SCO CRA Code—Fundamentals, CRAs should
disclose how each provision of the IOSCO CRA Code-Fundamentals is addressed in the
CRA’s own code of conduct. CRAs should explain if and how their own codes of
conduct deviate from the 10SCO CRA Code-Fundamentals and how such deviations
nonetheless achieve the objectives laid out in the IOSCO CRA Code-Fundamentals and
the IOSCO CRA Principles. This will permit market participants and-reguaters-to draw
their own conclusions about whether the CRA has implemented the IOSCO CRA Code
Fundamentals to their satisfaction, and to react accordingly. In developing their own
codes of conduct, CRAs should keep in mind that the laws and regulations of the
jurisdictions in which they operate vary and take precedence over the IOSCO CRA Code
Fundamentals. These laws and regulations may include direct regulation of CRAs and
may incorporate elements of the IOSCO CRA Code-Fundamentals itself.

Finally, the IOSCO CRA Code-Fundamentals only addressaddresses measures that CRAs
should adopt to help ensure that the SRA-Principles are properly implemented. The
IOSCO CRA Code Fundamentals-dedoes not address the equally important obligations
issuersthat rated entities, obligors, underwriters, and arrangers have of cooperating with
and providing accurate and complete information to the marketplace and the CRAs they
solicit to provide credit ratings. While aspects of the IOSCO CRA Code-Fundamentals
deal with a CRA’s duties to issuersthese entities, the essential purpose of the I0SCO
CRA Code-Fundamentals is to promote investor protection by safeguarding the integrity
of the credit rating process. I0SCO members recognize that credit ratings, despite their
numerous other uses, exist primarily to help investors assess the credit risks they face
when making certain kinds of investments. Maintaining the independence of CRAs
vis-a- Vvis the issuersentities and obligations they rate is vital to achieving this goal.
Provisions of the IOSCO CRA Code-Fundamentals, dealing with CRA ebligatiens—te
issuersresponsibilities to rated entities, obligors, underwriters, and arrangers are designed
to improve the quality of credit ratings and their usefulness to investors. These provisions
should not be interpreted in ways that undermine the independence of CRAs or their
ability to issue timely credit ratings-eptaiens.

Like the IOSCO CRA Principles, the ebjectives-of-which-are-reflected-herein—the Code
Fundamentalsarel OSCO CRA Code is also intended to be useful to all types of CRAs
relying on a variety of different business models. The IOSCO CRA Code Fundamentals
doedoes not indicate a preference for one business model over another, nor are the
measures described theretrherein designed to be used only by CRAs with large staffs and
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compliance functions. Accordingly, the types of mechanisms and procedures CRAs adopt
to ensure that the provisions of the IOSCO CRA Code-Fundamentals are followed will
vary according to the market and legal circumstances in which the CRA operates.

Structurally, the IOSCO CRA Code Eundamen%&ts—a%e broken into thFeeflve sections

. The Quality and Integrity of the Credit Rating Process;

o CRA Independence and the Avoidance of Conflicts of Interest;-and;

. CRA Responsibilities to the Investing Public-anrd-lssuers, Rated Entities
Obligors, Originators, and Arrangers;

Governance, Risk Management, and Employee Training; and

Disclosure and Communication with Market Participants.
TERMS

For the purposes of the IOSCO CRA Code:®

o “Affiliate” means an entity that directly or indirectly controls, is controlled by, or
is under common control with the CRA.

e “Analyst” means a CRA employee who performs analytical functions that are
necessary for the issuing or monitoring of a credit rating or participates in

determining credit ratings, including an employee involved in a credit rating
committee.

For-the-purposes-of-the-Code-Fundamentals;-a—eredit“Credit rating” isor “rating”
means an epmqenassessment regardmg the credltworthlness of an entlty—arer:eeu{

“Credit rating action” means to determine an initial credit rating, an upgrade of an
existing credit rating, a downgrade of an existing credit rating (including to a

These definitions are intended to facilitate an understanding of the IOSCO CRA Code. These

terms may be defined differently under regional and national laws. As noted above, laws and

regulations of the jurisdictions in which CRASs operate vary and take precedence over the IOSCO
CRA Code.
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default category), an affirmation (or confirmation) of an existing credit rating, or
a withdrawal of a credit rating.

“Credit rating agency” or “CRA” means an entity that is in the business of issuing
credit ratings.

“Credit rating methodology” means the procedure by which a CRA determines
credit ratings, including the information that must be considered or analyzed to
determine a credit rating and the analytical process to be undertaken to determine
the credit rating, including, as applicable, the models, financial metrics,
assumptions, criteria, or other guantitative or gualitative factors to be used to
determine the credit rating.

“Credit rating process” means all the steps taken with respect to a credit rating
action including, but not limited to, the CRA’s selection and assignment of
nalgsts to work on the matter, agglrcatron of the credrt ratrng methodologgz

with the rated entity, oblrgor! originator, underwriter, or arranger, and
dissemination of the credit rating publicly or to subscribers.

“Employee” means any individual who works for the CRA on a full-time,
part-time, or temporary basis, including any individual working as a contractor
who is involved in the credit rating process.

“Entity” means a government; political subdivision, agency, or instrumentality of

a_government; or a company, corporation, partnership, trust, estate, or
association.

“Trading instrument” means a security, money market instrument, derivative, or
other similar product.

“Obligation” means a trading instrument, credit commitment, loan, or other
similar product or transaction that has inherent credit risk.

“Obligor” means the entity that is legally or contractually obliged to make
payments on a rated obligation.

THE 10SCO CODE OF CONDUCT FUNDAMENTALS FOR CREDIT RATING
AGENCIES

As described in the 10SCO CRA Principles, CRAs should endeavor to issue
epmrens credit ratings that help reduce the asymmetry of mformatron that exists between

purehaeers—ef—elelet—anel—elelet—kke—seeeﬂtreeated entltles! oblrgors, orrgrnators!

underwriters, and arrangers, on one side, and users of credit ratings on the other. Rating
analyses of low quality or produced through a process of questionable integrity are either

of little use to or misleading for market participants. Stale ratings that fail to reflect
changes to an—issuer’sthe financial condition or prospects of a rated entity, obligor,
originator, underwriter, or arranger may mislead market participants. Likewise, conflicts
of interest or other undue factors — internal and external — that might, or even appear to,
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impinge upon the independence of a credit rating decistonaction can seriously undermine
a CRA’s credibility. Where conflicts of interest or a lack of independence is common at a
CRA and hidden from investors, overall investor confidence in the transparency and
integrity of a market can be harmed. CRAs also have responsibilities to the investing
public and to issuers—themsehvesrated entities, obligors, originators, underwriters, and
arrangers, including a responsibility to protect the confidentiality of some types of
information issuersthese entities share with them.

To help achieve the objectives outlined in the IOSCO CRA Principles, which should be
read in conjunction with the IOSCO CRA Code-Fundamentals, CRAs should adopt,
publish, and adhere to a Code of Conduct containing the following measures:

1. QUALITY AND INTEGRITY OF THE_CREDIT RATING PROCESS

A. Quiality of the Credit Rating Process

11

GRA—&prhsheeLFaunnge#mdel%A—}A—eRA—she{M—%eestabllsh
maintain, document, and enforce a credit rating methodology for each class of

entity or obligation for which the CRA issues credit ratings. Each credit rating
methedelegies—that—aremethodology should be rigorous, systematie,—and;

where—peossible;capable of being applied consistently, and result in credit
ratings that can be subjected to some form of objective validation based on

historical experience.

analsfst—empiwed-by—meuGRA—l 2 Credlt ratlngs should reflect aII mformatlon
known, and believed to be relevant, to the CRA, consistent with is-published

methodelogy—and-the-CRA-sheuld—use—peoplethe applicable credit rating
methodology that is in effect. Therefore, the CRA should establish, maintain,
document, and enforce policies, procedures, and controls to ensure that the
credit ratings and analytical reports it disseminates are based on a thorough
analysis of all such information.

1.3 The CRA should adopt reasonable measures designed to ensure that the
information it uses in determining credit ratings is of sufficient quality to
support a high guality credit assessment and is obtained from reliable sources.

1.4 In assessing creditworthiness, analysts involved in the credit rating action
should use the credit rating methodology established by the CRA for the type
of entity or obligation that is subject to the credit rating action. The credit
rating methodology should be applied in a manner that is consistent across all
entities or obligations for which that methodology is used.
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15 A CRA should define the meaning of each category in its rating scales and
apply those categories consistently across all classes of rated entities and
obligations to which a given rating scale applies.

1.6 Credit ratings should be assigned by the CRA as an entity (not by an analyst

or other employee of the CRA).

1.7 The CRA should assign analysts who, individually or collectively (particularly
where credit rating committees are used), have appropriate knowledge and

experience in-developing-arating-opinion-for assessing the creditworthiness
of the type of ereditentity or obligation being applied-rated.

CRA should maintain _internal records that are_accurate and suﬁlmentlx_(
detailed and comprehensive to reconstruct the credit rating process for a

given credit rating action. The records should be retained for as long as
necessary to promote the integrity of the CRA’s credit rating process,
including to permit internal audit, compliance, and quality control functions

to review past credit rating actions in order to carry out the responsibilities of
those functions. Further, a CRA should establish, maintain, document, and

enforce policies, procedures, and controls designed to ensure that its
employees comply with the CRA’s internal record maintenance, retention,
and disposition requirements and with applicable laws and regulations
governing the maintenance, retention, and disposition of CRA records.

161.9 A CRA and—is—analysts—should—take—stepsshould establish, maintain
document, and enforce policies, procedures, and controls designed to avoid
issuing amy—credit__ratings, analyses, or reports that contain
misrepresentations or are otherwise misleading as to the general
creditworthiness of an-issuera rated entity or obligation.

1-71.10 A CRA should ensure that it has and devotes sufficient resources to carry

out high-quality credit assessments of alithe entities and obligations and
issters—ratesfor which it issues and maintains credit ratings.

When deciding whether to rate-er-contindeissue a credit rating for an entity or
obligation-er-issuer, Ha CRA should assess whether it is able to devote a
sufficient persennelnumber of analysts with sufficientthe skill sets to make a
preper—ratinghigh quality credit assessment, and whether its—personnel
tikelythe analgsts WI|| have access to sufficient |nformat|on needed in order to
make ! :

assessment.

1.11 A CRA should avoid issuing credit ratings for entities or obligations for which
it does not have appropriate knowledge and expertise. For example, where
the complexity or structure of a new type of structured finance product or the
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lack of robust data about the assets underlying the structured finance product
raise serious questions as to whether the CRA can determine a credible credit

rating for the security, the CRA should refrain from issuing a credit rating.

17-1—AThe CRA should establish_and maintain a review function made
up of one or more senior managers with appropriate experience to review the
feasibility of providing a credit rating for a type of struetureentity or
obligation that is materially different from the struecturesentities or
obligations the CRA currently rates.

1-7-21.12 A CRA should establish and #mplementmaintain a review function made

Q of one or more SeI"IIOI' managers resgonsmle fOI’ conductlng a I’IgOI‘OUS—&Hd

me%hedelegm&anel, formal! and QerIOdIC reV|eW, ona regular ba3|s Qursuan
to an established timeframe, of all aspects of the CRA’s credit rating

methodologies (including models_and key assumptions) and significant
changes to the credit rating methodologlesenel—meelels—a—uees—\#here—ﬁeasrble

For example, a CRA should assess whether existing credit rating
methodologies and models for determining credit ratings of structured
finance products are appropriate when the risk characteristics of the assets
underlylng a structured flnance product change materlally —Ln—eases—where

Where feasible and appropriate for the size and scope of its credit rating

business, this function should be independent of the employees who are
principally responsible for determining credit ratings.

1.13 A CRA, inselecting the analyst or analysts who will participate in determining
a credit rating, should seek to promote continuity but also to avoid bias in the
credit rating process. For example, in seeking to balance the objectives of
continuity and bias avoidance, a CRA could assign a team of analysts to
participate in determining the credit rating — some for whom the rated entity
or _obligation is within their area of primary analytical responsibility and
some of whom have other areas of primary analytical responsibility.

191.1 A CRA should ensure that adeguate—personnelsufficient employees and
financial resources are allocated to monitoring and updating its credit

ratings. Except for credit ratings that clearly indicate they do not entail
ongoing surveillance, once a credit rating is published, the CRA should

monitor the credit rating on an ongoing basis-and-update-—the-rating by:

a.—regularhy- reviewing the issuer’s-creditworthiness_of the rated entity

or obligation regularly;
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b. initiating a review of the status of the credit rating upon becoming aware
of any information that might reasonably be expected to result in a credit
rating action (including terminatienwithdrawal of a credit rating),
consistent with the applicable credit rating methodology; ané;

c. reviewing the impact of the change in the credit rating methodologies,
models or key rating assumptions on the affected credit ratings within a
reasonable period of time; and

d. updating on a timely basis the credit rating, as appropriate, based on the
results of such review.

Subseguent—menttorirgMonitoring  of existing credit ratings should
incorporate all cumulative experience obtained. Changes in ratings-eriteria
ahd—assumptionscredit rating methodologies should be applied where

approepriate-to both initial credit ratings and subsequent ratings.credit rating
actions.

1.9-11.15 If a CRA uses separate analytical teams for determining initial credit

ratings and for subsequent monitoring of structured-financeproductsexisting
credit ratings, each team should have the requisite level of expertise and

resources to perform their respective functions in a timely manner.

1.16 A CRA should establish, maintain, document, and enforce policies and
procedures that clearly set forth guidelines for disseminating credit rating
actions and reports, and for when a credit rating will be withdrawn.

CB. Integrity of the Credit Rating Process

1111.17 A CRA and its employees should comply with all applicable laws and
regulations governing its activities in each jurisdiction in which it operates.

In this regard, a CRA should establish, maintain, document, and enforce
policies, procedures, and controls designed to ensure that the CRA and its
employees comply with applicable laws and regulations.

1121.18 A CRA and its employees should deal fairly and honestly with issuers;

tvestors; other market participants;-and-the-public.rated entities, obligors,
arrangers, and users of credit ratings.

1131.19 A CRA’s analystsemployees should be held to highthe highest standards of
integrity_and ethical behavior, and athe CRA should not employ individuals
with demonstrably compromised integrity.
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1.141.20 A CRA and its employees should not, either implicitly or explicitly, give

any assurance or guarantee to an entity, obligor, underwriter, originator, or

arranger about the outcome of a particular credit rating prier-te-a—rating
assessmentaction. This does not preclude athe CRA from developing

prospective assessments used in structured finance and similar transactions,
provided that doing so does not impair the integrity of the credit rating
process.

1.21 A CRA and its employees should not make promises or threats about potential
credit rating actions to influence entities, obligors, underwriters, arrangers,
or subscribers to pay for credit ratings or other services.

114-11.22 A CRA and its employees should prehibit—its—analystsfrom-makingnot
make proposals or recommendations regarding the activities of rated entities
or obligors that could impact a credit rating of the rated entity or obligation,
including but not limited to proposals or recommendations about corporate
or legal structure, assets and liabilities, business operations, investment

plans, lines of financing, business combinations, and the design of structured
finance products-that-a-CRA-rates.

1.23 A CRA should establish and maintain policies, procedures, and controls
designed to ensure compliance with the CRA’s code of conduct and applicable
laws and regulations.

a. The CRA should establish a compliance function responsible for
monitoring and reviewing the compliance of the CRA and its employees
with the provisions of the CRA’s code of conduct and with applicable laws
and regulations.

=2

The compliance function also should be responsible for reviewing the
adequacy of the CRA’s policies, procedures, and controls designed to
ensure compliance with the CRA’s code of conduct and applicable laws
and regulations.

and—reg&laﬁens%mg—pepsen he CRA should aSS|gn a_ senior Ievel
employee with the requisite skill set to serve as the CRA’s comgllanc

officer in charge of the compliance function. The compliance officer’s
reporting lines and compensation should be independent of athe CRA’s

credit rating operations.

1:161.24 Upon becoming aware that another employee or entity—undercommon
centrolwithan affiliate of the CRA is or has engaged in conduct that is illegal,

unethical, or contrary to the CRA’s code of conduct, athe CRA employee
should report such information immediately to the individual-in-charge—of
compliance officer or ananother officer of the CRA, as appropriate, so proper
action may be taken. AThe CRA’s employees are not necessarily expected to
be experts in the law. Nonetheless, #sCRA employees are expected to report
the-activities that a reasonable person would question. Ary-CRA-efficer-who
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reeebvesUpon receiving such a report from a-CRAan employee, the CRA is
obligated to take appropriate action, as determined by the laws and

regulations of the jurisdiction and the rules-and-guidehnes—set-forthpolicies,

procedures, and controls established, maintained, documented, and enforced
by the CRA. A CRA-management should prohibit retaliation by etherthe CRA

staff or by-the-CRA-tselfan employee against any employees who, in good
faith, make such reports.

2. CRA INDEPENDENCE AND AVOIDANCE OF CONFLICTS OF INTEREST

A

2.1

2.2

2.3

2.4

2.5

General

A CRA should not ferbear—er-refrain from_or unnecessarily delay taking a
credit rating action based on the potential effect (economic, political, or
otherwise) of the action on the CRA, an-issuer—ana rated entity, obligor,
underwriter, arranger, investor, or other market participant.

A CRA and its analystsemployees should use care and professional judgment
to maintain both the substance and appearance of the CRA’s and its
employees’ independence and objectivity.

TheA CRA’s determination of a credit rating should be influenced only by
factors relevant to the-eredit-assessmentassessing the creditworthiness of the

rated entity or obligation.

The credit rating a CRA assigns to an issuerentity or securityobligation
should not be affected by the-existenee—ofwhether there is an existing or
potential fer-a-business relationship between the CRA (or its affiliates) and

the issuer{oritsrated entity, obligor, underwriter, or arranger (or any of their
affiliates), or any other party;-or-the-nen-existence-of such-a-relationship.

A CRA should separate,—operationally—and, legally, and, if practicable,
physically separate its credit rating business and €RAits analysts from any
other businesses of the CRA—including—consulting—businesses; that may
present a conflict of interest. A-CRA-should-ensure-that-ancilary-business
operations—whichFor other businesses that do not necessarily present
eenﬂ%—e#m%e%#%h%re—@%ra%mg—bwﬂess-ha%—m—plaeea conflict of

interest, the CRA should establish, maintain, document, and enforce policies,
procedures, and mechanismscontrols designed to minimize the likelihood that

conflicts of interest will arise. A CRA should alse-define-what-it-considers;

and-does-not-consider,—to-be-an-ancillary -business-and-whydisclose why it

believes those other businesses do not present a conflict of interest with its
credit rating business.
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2.6

2.7

2.8

CRA Policies, Procedures, Controls and PeliciesDisclosures

A CRA should adept—written—internalestablish, maintain, document, and
enforce policies, procedures, and meehanismscontrols to ()-identify; and—(2}

eliminate, or manage and disclose, as appropriate, any actual or potential
conflicts of interest that may influence the epinions—andcredit rating
methodologies, credit rating actions, or analyses aof the CRA-makes or the
judgment and analyses of the individuals—a—CRA—employs—who—have—an
influence on ratings decisions. A CRA’s code of conductCRA’s employees.
Among other things, the policies, procedures, and controls should address (as

applicable to the CRA’s business model) how the following conflicts can

potentially influence the CRA’s credit rating methodologies or credit rating
actions:

(i

being paid to issue a credit rating by the rated entity or by the obligor,
underwriter, or arranger of the rated obligation;

=2

being paid by subscribers with a financial interest that could be affected
by a credit rating action of the CRA;

o

being paid by rated entities, obligors, underwriters, arrangers, or
subscribers for services other than issuing credit ratings or providing
access to the CRA’s credit ratings;

=

being part of a pool of CRAs that each provides a preliminary indication
of a credit rating to an entity, obligor, underwriter, or arranger prior to
being hired to determine the credit rating for the entity, obligor,
underwriter, or arranger; and

having a direct or indirect ownership interest in a rated entity or obligor,

or having a rated entity or obligor have a direct or indirect ownership
interest in the CRA.

(1

) A CRA should also-state-that-the-CRA-willpublicly disclose suech—centhct

Sesbfopen ot sasene s eaen e 0 T A e e sopiae o
actual and potential conflicts of interest shewtd-be(including, but not limited
to, those conflicts of interest identified in Principle 2.6 above) in a complete,
timely, clear, concise, specific-and-prominent, and prominent manner. When
the conflict is unigue to a particular rated entity, obligor, underwriter,
arranger, or obligation, the conflict should be disclosed in the relevant credit
rating report or elsewhere, as appropriate.

A CRA should publicly disclose the general nature of its compensation
arrangements with rated entities, obligors, underwriters, or arrangers.

a. a—Where—aWhen the CRA receives from a rated entity, obligor,
underwriter, or arranger compensation unrelated to its ratings—service;
sueh—as—ecompensation—for—consultingcredit rating services, athe CRA
should disclose the proportion such non-rating fees constitute against the
fees-the- CRA-receives-from-the-entity for ratings-servicessuch unrelated
fees as a percentage of total fees received from the rated entity, obligor,
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underwriter, or arranger in the relevant credit rating report or elsewhere,
as appropriate.

b. b—A CRA should publicly disclose_in the relevant credit rating report or
elsewhere, as appropriate, if it receives 10 percent or more of its annual

revenue from a single issuer-eriginaterclient (e.g., a rated entity, obligor,
underwriter, arranger, ehent-or subscriber—(including, or any of their

affiliates-ef-that-issuer—eriginator—arranger—chent-er-subseriber).

- i e hould diselose in their? 9 A
CRA should publicly disclose in its credit rating

apnouneementsannouncement whether the issuer of a structured finance
product has informed ithe CRA that it is publicly disclosing all relevant
information about the productobligation being rated or if the information
remains non-public._If the information remains non-public, the CRA should
encourage the issuer to publicly disclose the information.

292.10 A CRA—and—its—employees should not engage—in—any—securities—or
derivativeshold or transact in trading instruments presenting eenfhictsa

conflict of interest with the CRA’s credit rating activities.

2102.11 In instances where rated entities or obligors (e.g., gevernmentssovereign
nations or states) have, or are simultaneously pursuing, oversight functions
related to the CRA, the CRA should use different employees to conduct

#semployees responsible for interacting with the rated entity or obligor’s
officials (e. overnment regulators) regarding supervisory matters should
be separate from the employees that participate in taking credit rating actlons
than those employees involved in its oversight issuesor developing o
modifying credit rating methodologies.

CRA-Analyst-and Employee Independence

o

2312.12 Reporting lines for CRA employees and their compensation arrangements

should be structured to eliminate or effectively manage actual and potential
conflicts of interest.

a. A-CRA’scodeof conductshould-also-state thata- CRA-analystwillA CRA
employee who participates in or who might otherwise have an effect on a
credit rating action with respect to an entity or obligation should not be
compensated or evaluated on the basis of the amount of revenue that the
CRA derives from issuers-that the-analystrates-or-with-which-the-analyst
regularh-interactsthe entity or obligor.

b. A CRA should conduct formal and periodic reviews of compensation

policies, procedures, and practices for CRA-analysts-and-other employees
who participate in or who might otherwise have an effect on thea credit

rating—precess_action to ensure that these policies, procedures and
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practices applied have not compromised and do not compromise the
objectivity of the CRA’s credit rating process.

2312—A-2.13 CRA sh

process initiate,e mglo;gees who Qartlmgate inor Who mlght otherW|se have an

effect on a credit rating action should not initiate or participate in; discussions
with rated entities, obligors, arrangers, or subscribers regarding fees or
payments with—any—entity—they—rate.charged to such rated entity, obligor,
arranger, or subscriber.

213—Ne2.14 A CRA employee should_not participate in or otherwise influence
the-determination—of-thea CRA’s credit credit rating ef-any-particutaraction with
respect to an entity or obligation if the employee, a close relative of the
employee (e.g., spouse, domestic partner, or dependent), or an entity managed
by the employee (e.qg., a trust):

a. Holds or transacts in a trading instrument issued by the rated entity or
obligor;

a.  Owns securities or derivatives of the rated entity, Holds or
transacts in a trading instrument (other than heldings—ina diversified
collective investment schemesscheme) that itself owns an interest in the
rated entity or obligor, or is a derivative based on a trading instrument
issued by the rated entity or obligor;

b.  Owns securities or derivatives of any entity related to aHolds or

transacts in a trading instrument issued by an affiliate of the rated entity or
obligor, the ownership of which may cause or may be perceived as causing

a conflict of interest,—ether—than—heldings—in—diversified—colective
investment-schemes with respect to the employee or the CRA;

H.U

3

(S

Holds or transacts in a trading instrument issued by an arranger or
underwriter of the obligation, the ownership of which may cause or may be

perceived as causing a conflict of interest with respect to the employee or
the CRA;

14

e——Has-hadHad a recent employment or other significant business
relationship with the rated entity or obligor or an arranger or underwriter

of the obligation that may cause or may be perceived as causing a conflict
of interest;

=

em%ng)—whe—eu#enﬂyCurrentlg works for or is a director of |s a dlrector of the rated
entity or obligor, or underwriter or arranger of the rated obligation; or

g. e———Has, or had, any-etheranother relationship with the rated entity-er

any-related-entity-thereof, obligor, or the underwriter or arranger of the
rated obligation (or any of their affiliates) that may cause or may be

perceived as causing a conflict of interest.
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i any security or derivative based on a security issued, guaranteed, or
etheewise—seppeﬁeel—by—any .15A CRA analyst should not hold or transact
in a trading instrument issued by a rated entity within—suehor obligor in the
analyst’s area of primary analytical responsibility;—ether—than-holdings—n.
This would not preclude an analyst from holding or trading a diversified
collective investment sehemesscheme that owns a trading instrument issued by
a rated entity or obligor in the analyst’s area of primary analytical
responsibility.

2152.16 A CRA employeesemployee should be prohibited from soliciting money,
gifts, or favors from anyone with whom the CRA does business and should be
prohibited from accepting gifts offered in the form of cash_or cash equivalents
or any gifts exceeding a minimal monetary value.

216—Any2.17 A CRA analystemployee who becomes involved in anya personal
relationship that creates thean actual or potential-fer-anyreal-er-apparent
conflict of interest (including, for example, anya personal relationship with an
employee of a rated entity-er-agent-of-such-entity-within-his-or-herarea—of
analytic—respensibility, obligor, or the underwriter or arranger of a rated
obligation), should be required under the CRA’s policies, procedures, and
controls to disclose suehthe relationship to the appropriate—manager
ercompliance officer or another officer of the CRA, as determined-—by-the
CRA’scomphiancepoliciesappropriate.

2172.18 A CRA should establish, maintain, document, and enforce policies—and,
procedures, and controls for reviewing without unnecessary delay the past

work of analysts-that-teavean employee who participated in the credit rating
QI’OCQSS Who leaves the employ of the CRA and }mﬂ%tssueethe@%anawst

hasjoins an entlt;g that the emglo;gee Qartlmgated in ratlng, an obllgor Whos
obligation the employee participated in rating, an underwriter or arranger
with which the employee had significant dealings as part of his or her duties at

the CRA, or any of their affiliates.

3. CRA RESPONSIBILITIES TO THE INVESTING PUBLIC-ANDISSUERS,
RATED ENTITIES, OBLIGORS, ORIGINATORS, AND ARRANGERS

A Transparency and Timeliness of Credit Ratings Disclosure

3.1 A CRAshould distribute in a timely manner its ratings decisions regarding the
entities-and-securities-Hrates.assist investors and other users of credit ratings
in developing a greater understanding of credit ratings by publicly disclosing
in plain language, among other things, the nature and limitations of credit
ratings and the risks of unduly relying on them to make investment or other
financial decisions. A CRA that is subject to a CRA registration and oversight
program administered by a regional or national authority should not state or
imply that the authority endorses its credit ratings or use its registration status
to advertise the quality of its credit ratings.
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3.2 A CRA should publicly disclose is—peoliciesfor-distributing—ratings,—reperts
ahd-updatessufficient information about its credit rating process and its credit
rating methodologies, so that investors and other users of credit ratings can
understand how a credit rating was determined by the CRA.

33 A CRA should md&eate—w&h—eaeh—ef—ﬁs—r&ﬂags—when—the—r&ﬂng—was—last

deGI-S+GH—QUb|IC|¥ dlsclose any materlal modlflcatlon to a credlt ratlng
methodology. Disclosure of the material modification should be made prior to
the modification taking effect unless doing so would negatively impact the
integrity of a credit rating by unduly delaying the taking of a credit rating
action. The CRA should carefully consider the various uses of credit ratings
before modifying a credit rating methodology.

3.4

pu b|IC|¥ dlsclose its policies, Qrocedures! and controls that are unique to the
issuance of unsolicited credit ratings.

3.5 A CRA should publish—sufficient—information—abeutpublicly disclose its
policies, procedures methedetegws—a%—assumpﬂens—@ﬂeladmg—nnanetat

Hmtted—te) nd controls for dlstrlbutlng credlt ratlngs and regorts! and fo
when a credit rating will be withdrawn.

3.6 A CRA should publicly disclose clear definitions of the meaning of each rating
category andin |ts ratlng scales, |nclud|ng the deflnltlon of default—etC
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b.3.7 A CRA should differentiate credit ratings of structured finance products from

- traditional—corporate—bondcredit ratings_of other types of entities or
obligations, preferably through a different credit rating symbelegyidentifier.

AThe CRA should also QUblIC|¥ dlsclose how this dlfferentlatlon functlons A

3.8 A CRA should be transparent Wlth mvestors! rated entltles, obligors,

underwriters, and arrangers about how the relevant entity or obligation is
rated.

3-73.9 Where feasible and appropriate, prier—te-issuing-er—revising—a—rating,—thea
CRA should inform the issuer—efrated entity, or the obligor, underwriter, or

arranger of the rated obligation about the critical information and principal
considerations upon which a credit rating will be based prior to taking a credit
rating action and afford the issuer—anrated entity, obligor, underwriter, or

arranger an adequate opportunity to clarify any Hkehy—factual errors,
omissions, or other misperceptions er-other-matters-that the-CRA-weuld-wish

to-be-made-aware-of-in-order-toproduce—an-acecuratewould have a material
effect on the credit rating. AThe CRA wiHshould duly evaluate theany

response_from the rated entity, obligor, underwriter, or arranger. Where in
particular circumstances the CRA has not informed the issuerrated entity,

obligor, or arranger prior to issuing-errevising-ataking a credit rating action,
the CRA should inform the issuerrated entity, obligor, or arranger as soon as
practical thereafter and, generally, should explain the-reasenfor-the-delaywhy
the CRA did not inform the rated entity, obligor, or arranger prior to taking
the credit rating action.

3.10 A CRA should publicly disclose or distribute to its subscribers (depending on
the CRA’s business model) a credit rating action as soon as practicable after
reaching the rating decision.

3.11 A CRA should publicly disclose or distribute to its subscribers (depending on

the CRA’s business model) a credit rating action on a non-selective basis.

3.12 A CRA should disclose with a credit rating action whether the rated entity, or
the obligor, underwriter, or arranger of the rated obligation participated in
the credit rating process. Each credit rating not initiated at the request of the

rated entity, or the obligor, underwriter, or arranger of the rated obligation
should be identified as such.

B-17



3.13 A CRA should clearly indicate the attributes and limitations of each credit
rating, and the extent to which the CRA verifies information provided to it by
the rated entity, or the obligor, underwriter, or arranger of the rated
obligation. For example, if the credit rating involves a type of entity or
obligation for which there is limited historical data, the CRA should disclose
this fact and how it may limit the credit rating.

3.14 A CRA should indicate in the announcement of a credit rating action when the
credit rating was last updated or reviewed. The credit rating announcement
should also indicate the principal credit rating methodology or methodology
version that was used in determining the credit rating and where a description
of that credit rating methodology can be found. Where the credit rating is
based on more than one credit rating methodology, or where a review of only
the principal credit rating methodology might cause investors and other users
of credit ratings to overlook important aspects of the credit rating, the CRA
should explain this fact in the credit rating announcement, and indicate where
to find a discussion of how the different credit rating methodologies and other
important aspects factored into the credit rating decision.

3.15  When rating a structured finance product, a CRA should publicly disclose or
distribute to its subscribers (depending on the CRA’s business model
sufficient information about its loss and cash-flow analysis with the credit
rating, so that investors, other users of credit ratings, and/or subscribers can
easily understand the basis for the CRA’s credit rating. The CRA should also
publicly disclose or distribute information about the degree to which it
analyzes how sensitive a credit rating of a structured finance product is to
changes in the assumptions underlying the applicable credit rating

methodology.

3.16  When issuing or revising a credit rating, a CRA should explain in its
announcement and/or report the key assumptions and data underlying the
credit rating, including financial statement adjustments that deviate

materially from those contained in the rated entity, obligor, or arranger’s
published financial statements.

3.17 If a CRA discontinues monitoring a credit rating for a rated entity or
obligation, it should either withdraw the credit rating or disclose such
discontinuation to the public or to its subscribers (depending on the CRA’s
business model) as soon as practicable. A publication by the CRA of a credit
rating that is no longer being monitored should indicate the date the credit
rating was last updated or reviewed, the reason the credit rating is no longer
monitored, and the fact that the credit rating is no longer being updated.

3.8—In-order163.18 To promote transparency and to enable the-market-to-best

judgeinvestors and other users of credit ratings to compare the performance of
the—ratings,—the-CRA—where—pessible—should-publishdifferent CRAs, a CRA

should disclose sufficient information about the historical transition and

default rates of GR—A—F&I—IHQ—G&IGQGH&S—&HG—WHG%HH&—G@#&H*PF&WS—GFFHESG
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o mislead the-users-of the rating, the CRA-should-explain-this-its credit rating
categories with respect to the classes of entities and obligations it rates. This
information should include verifiable, quantifiable historical information
abeut-the-performance-of-Hsrating-opiniens, organized and structured over
a range of years, and where possible, standardlzed in such a way to assist
investors A = -and

other users of credit ratings in comparing dlfferent CRAs If the nature of the

rated entity or obligation or other circumstances make a historical transition
or default rate inappropriate, statistically invalid, or otherwise likely to

mislead investors or other users of credit ratings, the CRA should disclose why
this is the case.

3.19 A CRA should establish, maintain, document, and enforce policies,

procedures, and controls to protect confidential and/or material non-public
information, including confidential information received from a rated entity,
or the obligor, underwriter, or arranger of a rated obligation, and non-public
information about a credit rating action (e.g., information about a credit
rating action before the action is publicly disclosed or disseminated to
subscribers).

312 A CRAshould-use

a. The policies, procedures, and controls should prohibit the CRA and its
employees from using or disclosing confidential and/or material
non- Qubllc |nformat|0nenly49PpH¥pese&Fela{ed4&|%&FaH¥+gaetHH%re&e¥

issuer_for any QUI’QOSQ unrelated to the CRA S credlt rating act|V|t|es,
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including disclosing such information to other employees where the
disclosure is not necessary in connection with the CRA’s credit rating
activities, unless disclosure is required by applicable law or regulation.

(=2

3-13—CRAThe policies, procedures, and controls should require the CRA
and its employees sheuldto take aH—reasonabIe measu%e&t&pre{eet—a”

Qrotect confldentlal and/or materlal non- Qub|IC mformatlo from fraud
theft-or, misuse:, or inadvertent disclosure.

o

coneerning—the—issuer—of—such—seeurity-With respect to confidential
information received from a rated entity, obligor, underwriter, or
arranger, the policies, procedures, and controls should prohibit the CRA
and its employees from using or disclosing such information in violation of
the terms of any applicable agreement or understanding with the rated
entity, obligor, underwriter, or arranger, unless disclosure is required by
applicable law or regulation.

d. 3:16—CRAWiIth respect to a pending credit rating action, the policies,
procedures, and controls should prohibit the CRA and its employees
should-netfrom selectively disclose-any-ren-publiedisclosing information
about rating opinions or possible future rating actions of the CRAthe
pending credit rating action, except to the issuer-eritsrated entity, obligor,

underwriter, arranger, or their designated agents, or as required by
applicable law or regulation.

3.20 A CRA should establish, maintain, document, and enforce policies,
procedures, and controls designed to prevent violations of applicable laws
and regulations governing the treatment and use of confidential and/or
material non-public information.

3.21 A CRA should establish, maintain, document, and enforce policies,
procedures, and controls that prohibit employees that possess confidential
and/or material non-public information concerning a trading instrument from
engaging in a transaction in the trading instrument or using the information to
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advise or otherwise advantage another person in transacting in the trading
instrument.

4. ———DISCLOSURE OF THE CODE OF CONDUCT AND COMMUNICATIONWATH
MaRkETRPARTICIPANTS. GOVERNANCE, RISK MANAGEMENT, AND
EMPLOYEE TRAINING

4.1 A CRA’s board (or similar body) should have ultimate responsibility for

ensuring that the CRA establishes, maintains, documents, and enforces a code
of conduct that gives full effect to the IOSCO Code of Conduct Fundamentals
for Credit Rating Agencies.

4.2 A CRA should establish a risk management function made up of one or more
senior _managers or employees with the appropriate level of experience
responsible for _identifying, assessing, monitoring, and reporting the risks
arising from its activities, including, but not limited to legal risk, reputational
risk, operational risk, and strategic risk. The function should be independent
of the internal audit function (if practicable given the CRA’s size) and make
periodic reports to the board (or similar body) and senior management to
assist them in assessing the adequacy of the policies, procedures, and controls
the CRA establishes, maintains, documents, and enforces to manage risk,
including the policies, procedures, and controls specified in the IOSCO Code
of Conduct Fundamentals for Credit Rating Agencies.

43 A CRA should establish, maintain, document, and enforce policies,
procedures, and controls requiring employees to undergo formal ongoing
training at reasonably regular time intervals. The subject matter covered by
the training should be relevant to the employee’s responsibilities and should
cover, as applicable, the CRA’s code of conduct, the CRA’s credit rating
methodologies, the laws governing the CRA’s credit rating activities, the
CRA’s policies, procedures, and controls for managing conflicts of interest
and governing the holding and transacting in trading instruments, and the
CRA'’s policies and procedures for handling confidential and/or material
non-public information. The policies, procedures, and controls should include
measures designed to verify that employees undergo required training.

5. DISCLOSURE AND COMMUNICATION WITH MARKET PARTICIPANTS

5.1 A CRA’s disclosures, including those specified in the provisions of the IOSCO
CRA Code, should be complete, fair, accurate, timely, and understandable.

4-15.2 A CRA should publicly disclose-te-the-public its code of conduct and describe
how the provisions of its code of conduct fully implement the provisions of the
I0SCO Statement of Principles Regarding the Activities of Credit Rating
Agencies and the I0SCO Code of Conduct Fundamentals for Credit Rating
Agencies_(collectively, the “IOSCO provisions™). If athe CRA’s code of
conduct deviates from thean 10SCO previsiensprovision, the CRA should

identify the relevant 10SCO provision, explain where—and—why—these

deviations—exist—and-how—-any—deviationsthe reason for the deviation, and
explain _how the deviation nonetheless achieveachieves the objectives

contained in the IOSCO provisions. AThe CRA should—alse describe
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generally—how it intends—te—enforeeimplements and enforces its code of
conduct-and. The CRA also should publicly disclose en-a-timely-basisas soon
as practicable any changes to its code of conduct or changes to how it is being
implemented andor enforced.

A CRA should establish and maintain a function within its organization

charged with eemmunicating—withreceiving, retaining, and handling
guestions, concerns or complaints from market participants and the public
abeut-any. The function should establish, maintain, document, and enforce
policies, procedures, and controls for receiving, retaining, and handling
questions, concernse%empl&m%sﬂmi—th&@RA—mas,#eeene#h&ebjeemm

peheres! and comglalnts! mcludlng those that are Qrowded on a confldentla
basis. The policies, procedures, and controls should specify the
circumstances under which a guestion, concern, or complaint must be
reported to senior management and/or the board (or similar body).

A CRA should
H-make readily accessmle on its Qub|IC web5|te

a. the CRA’s code of conduct; {2}

b. adescription of the CRA’s credit rating methodologies-i-uses; and{3}
c. _information about the CRA’s historic performance data-; and

d. any other disclosures specified in the provisions of the IOSCO CRA Code,
as appropriate.
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