






We also recommend that the SEC establish a CRA User Advisory Board of investors, 

which can provide feedback on methodologies, admission requirements and 

regulatory proposals. 

c. CRAs should be required to manage and disclose conflicts of interest.
 

Complete, prominent and consistent disclosure of conflicts is also needed.
 

As an immediate first step, CRAs should be required to create an executive-level
 

compliance officer position.
 

d. CRAs should be held to a higher standard of accountability.
 

CRAs should bear responsibility for mis-representing credit-worthiness of issuances.
 

Congress should eliminate the effective exemption from liability provided to credit
 

rating agencies under Section 11 of the Securities Act of 1933 for ratings paid for by
 

the issuer or the offering participants. CalPERS staff also recommend that CRAs
 

should be required to abide by Regulation FD, and not retain their privileged position
 

of exclusion which has exacerbated investors' reliance upon their infonnation.
 

e. -Credit rating agencies should not rate products for which they lack sufficient
 

information and expertise to assess.
 

Credit rating agencies should only rate instruments for which they have adequate
 

infonnation and skill. They should be held legally responsible if they overstep their
 

abilities. They should not be pennitted to rate any product where they cannot
 

disclose the specifics of the underlying assets. Credit ratings agencies should be
 

restricted from taking the metrics and methodology for one class of investment to rate
 

another class without compelling evidence of comparability.
 

In addition, CalPERS staff consider that there should be a requirement for full 

disclosure of the methodology employed by CRAs, including data, models and 

assumptions used to develop the ratings on a security, along with comment on all 

risks identified in the process ofmaking a decision to rate or not to rate a security or 

product. 
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CalPERS staff recommend that transparency requirements should include a "ratings 

scorecard" to assess the practices, accuracy and effectiveness of the rating process via 

historical rating outcomes. This would be the first step towards developing industry 

standards which can be regulated and made subject to codes ofprofessional ethics. 

Thank you for this opportunity to share our views on this vitally important element of 

financial market regulatory reform. I look forward to answering your questions. 
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