Future of Structured Finance Ratings After the Financial Crisis 

1. Introduction
Rating agencies share the blame for the current financial crisis for several reasons:  

· They lacked transparency in their rating criteria, particularly with respect to assumptions underlying the models used for structure finance ratings

· They lagged actual changes in credit quality and failed to act until the horse was out of the barn   

· They failed to serve investors, being virtual captives of their paymasters - issuers and bankers, a conflict of interest that must be addressed with a new compensation model that charges both issuers and investors

· They also failed to lower on a timely basis ratings of financial guarantors and others exposed to the widening fallout from the sub-prime mortgage sector. 

2. US Regulatory Initiatives  

Rating agencies have been criticized before: in the bankruptcy of Penn Central in 1970, the defaults of the Washington Public Power Supply System in 1983, the Orange County default of 1995, the Asian financial crisis of 1997-1998, and the failures of Enron and WorldCom in 2001. The Enron debacle led to US Securities and Exchange Commission (SEC) investigations, culminating in the Rating Agency Reform Act of 2006 (the “2006 Act”), which sought to “improve ratings quality for the protection of investors in the public interest by fostering accountability, transparency, and competition in the credit rating industry.”
 The Act became effective in June 2007 when the Commission adopted regulations for Nationally Recognized Statistical Rating Organizations (NRSROs).
  Since then, six new rating agencies (including US operations of Canadian and Japanese rating services) have achieved NRSRO status, bringing the total to nine.   
The 2006 Act failed to improve the quality of ratings in the run-up to the sub-prime crisis. Based on the obvious inadequacy of the prior efforts at rating agency regulation, the House has passed in October 2009 HR 3890 and the Senate has followed up with a Draft bill called “Restoring American Financial Stability Act of 2009”. The bills seek not only to tighten the regulation of rating agencies but beef up SEC capacity to be an effective regulator. The European Union, the International Organization of Securities Commissioners (IOSCO) and others have also held the agencies “culpable” and sought to improve their regulation. Rating agencies face serious lawsuits and potentially eroding legal protections.  
The critical issue is whether further disclosure and reporting requirements – the main thrust of the two US bills and also of international rating agency regulations -- without a change in the rating agency compensation model, can fix the conflicts of interest in the issuer / banker pay rating agency model, which in our view have aided and abetted rating agency errors in the structured finance markets. We don’t think so. We believe that the power of the purse is too strong and will skew – as it has to date -- the quality and accuracy of ratings. The existing rating agency models rely for compensation either on the sell or the buy sides. No reforms to date address this fundamental weakness. 
No rating agency reforms will be effective unless they address this conflict – whether it is real or merely perceived. Both the House bill and the draft Senate bill recognize this fundamental, long standing and well-recognized problem, both calling for a study of the compensation issue by the Comptroller General of United States within 30 months – which we think is too long. The House bill also calls in its Section 7(b) for the SEC “to undertake a study on creating a system whereby nationally recognized statistical rating organizations are assigned on a rotating basis to issuers seeking a rating.” and report its findings to Congress within one year, which is more reasonable time frame. 

Giving information to all agencies so they may issue unsolicited ratings is a red herring. What for-profit rating agency will spend real time on such ratings for free? Unsolicited ratings can be done right on a long term basis only if someone pays for them, especially given the more onerous disclosure and compliance requirements provided for in the proposed law for structured finance ratings -- which we assume would apply to rating agencies providing unsolicited ratings. These requirements are stringent enough not only to be a barrier to entry but to lead some rating agencies to consider abandoning structured finance ratings altogether, particularly given the decline in such financings. 

The requirement to disclose preliminary ratings could reduce rating shopping to a limited extent. But the more likely result will be to increase business for independent rating advisors to help anticipate which rating agency is the most stringent and avoid approaching that agency completely so it is in no position to make any disclosure of such a preliminary rating. The disclosure of preliminary ratings will thus be limited to those issuers who were unaware of the stringency of a particular rating agency for their transactions. Having learnt their lesson, they will avoid such an agency in future issues. This will help increase demand for independent rating advisors but not eliminate rating shopping, which can be done only if rating agencies to which rating information on structured financings is provided are also paid for unsolicited ratings. 

In sum, the proposed regulations are a step in the right direction but do not go far enough. The proposals for greater disclosure on ratings, including preliminary ratings, capacity building at SEC to regulate rating agencies, and empower SEC to make rules on compensation and conflict issues all help. But the fundamental conflicts of interest that undermine credibility of rating should be addressed immediately. Instead, the politicians punt this central issue to future studies, one due in a year and the other in 30 months. That is too long. Confidence in rating agencies will be restored only if they are paid neither by the sell side or the buy side but by both the buy side and the sell side.    

3. The Key Criticisms 

Rating agency processes lack transparency. Since 2002, both the volume and the complexity of RMBS and CDOs increased substantially with the confluence of the cash and synthetic markets leading  to concern about the ability and willingness of the rating agencies (among others) to keep up with the pace of financial innovation. Growth led to rising revenues and ratings became increasingly dominated by mathematical models at the expense of fundamental analysis. Market participants increasingly found the quantitative assumptions underlying rating criteria lacking transparency and complained of rating agencies acting like a black box. Bad assumptions were made not just by the rating agencies but also by t bankers and investors. 

The rating agencies were slow to act in the sub-prime crisis. While the rating agencies did caution about problems in the sub-prime market as early as 2005, their warnings were often in low tones and were largely ignored. It took the collapse of the two Bear Stearns hedge funds and the huge markdowns of structured finance products in the inventory of Merrill Lynch and others for the rating agencies to take more aggressive rating actions. The SEC and the markets scored the agencies not only for the faulty rating criteria but also for inept surveillance processes after the initial rating had been assigned. Past rating agency stress tests for assigning high ratings have now been abandoned for far more draconian standards – too late for investors in securities that were too highly rated. The agencies should seek better means to assign ratings that do not just gyrate with the markets; rather they should adjust to fundamental changes in the marketplace so they have meaning over time, through business cycles. It has become fashionable to think that market prices and spreads can be reverse engineered to derive credit ratings. But if the reasons for the price drop have to do with liquidity issues rather than reasons for increased concerns over probability of default then market price driven credit ratings can also lead to errors. 

The conflict of interest charge: The rating agencies are paid by issuers, but in the past this criticism has been downplayed both by the agencies and the markets. The conflict of interest is aggravated by the fact that the three leading rating agencies are either public companies themselves (Moody’s) or owned by public companies (S&P by McGraw-Hill and Fitch by Fimilac and Hearst) whose fundamental purpose is to provide returns to their shareholders through price appreciation. 

We believe that this conflict of interest should be removed with a new rating compensation model whereby, as discussed in more detail below, debt rating costs should be included in the cost of the issue. The trustee or similar fiduciary would deduct this cost from issuance proceeds for new issues and from interest payments for the annual maintenance of ratings.  

4. The Threat to Rating Agencies is Real 

Prior to the rise of structured finance ratings, the agencies were clearly “outsiders” making assessments of corporate, financial, and municipal credit based on publicly available information, financial and otherwise, as well as management meetings. The emergence of structured finance led to exploding innovations in rating methodologies. It also put the rating agency analysts in a position somewhere between insiders and outsiders, as structured finance ratings required intense interaction among rating agencies, investment banks and issuers to determine if the rating agency stress tests were met by the proposed transactions. The rating agency’s role as the setter of standards for bankers and investors became critical in the design and structuring of rated transactions.

With the financial crisis, the franchise of the rating agencies has been challenged for seven reasons:   

1.  The current credit crisis is deeper than prior crises as vast portions of the capital and credit markets essentially shut down until regulators acted to inject liquidity and take on huge credit risks.  

2. While the structured finance markets are gradually recovering, only the most “plain vanilla” transactions can be sold. The US Asset Backed Commercial Paper market has shrunk from $1.2 trillion dollars in August 2007 to $454.7 billion as of November 2009. Arbitrage Structured Investment Vehicles (SIVs) and SIV-lites are history.   

3. Today’s censure of the rating agencies follows in the footsteps of the outrage against accounting firms, investment banks, hedge funds, etc. 

4. The massive bailouts of the financial sector in the US and Europe have led to public demands that those culpable be held to account for their sins of commission or omission. 

5. Legal defenses, such as the First Amendment right used by rating agencies to avoid liability for their ratings, are under attack.

6. Regulatory mandates for ratings in rules and regulations that permeate the institutional infrastructure of the investment business are dwindling. 

7. Some structured finance issues have begun to be sold sans rating.

5. The Rating Agencies Respond

Under pressure, the rating agencies have responded with a plethora of measures to enhance disclosure and transparency, improve governance and revamp their rating methodologies and rating systems. While we do not underestimate the potential benefits of these self correcting measures, we doubt that by themselves they are sufficient as they fail to address the conflicts of interest that we believe lie at the root of the problem.  

S&P
 has taken soundings from financial market experts, regulators and legislators and taken actions with respect to three areas: governance, analytics, and market education.  Improvements include the following: establishment of an Office of the Ombudsman; engagement of an external firm to conduct periodic independent reviews of its compliance and governance processes, creation of an independent Policy Governance Group to develop and approve all new ratings policies and procedures, enlargement of the compliance department, reorganization of an Enterprise Risk Oversight Committee, better procedures to ensure the integrity of ratings when an analyst leaves S&P to work for an issuer, periodic rotations for lead analysts, better surveillance, highlighting non-default risk factors (such as liquidity, volatility, correlation and recovery) that can influence the valuation and performance of rated securities, a new Model Oversight Committee to assess and validate the quality of data and models, increased disclosure on underlying collateral, procedures to ensure accuracy and integrity of collateral data and to detect fraud, etc.

Fitch Ratings
 is considering new and complementary rating scales or indicators for structured finance transactions to improve transparency and provide additional information other than default probabilities provided by the current rating scale, such as: Loss Given Default (LGD) Ratings to quantify recoveries at the tranche-level, Transition/Stability Ratings to capture the potential for rating migration, Distressed Recovery ratings for structured finance transactions, etc.   

Moody’s has organized its responses around four main themes:
 (i) organizational integrity of the ratings process; (ii) independent reviews of key rating methodologies and models; (iii) forward-looking perspective on the reasonableness of ratings and the frameworks used to assign them; and (iv) closer examination of assumptions, models, and other sources of uncertainty affecting the ratings. It established in fall 2007 an independent function responsible for periodically reviewing the methodologies and models used in the rating process, is publishing Assumption Volatility to assess potential rating volatility based on the uncertainty of rating model assumptions, and Loss Sensitivity to capture a rating's sensitivity to changes in the expected loss rate on underlying collateral pools.
6. The Securities Industry Responds

The Securities Industry and Financial Markets Association (“SIFMA”) has formed a global, investor-led industry task force, the Credit Rating Agency Task Force, to examine key issues related to credit rating agencies in light of recent market turmoil and questions regarding the quality of ratings and the integrity of the rating process. 
Based on extensive discussions with and input from lawmakers, regulators and rating agencies, the Task Force developed and in July 2008 issued some recommendations designed to avoid a repetition of the recent rating agency failures and to strengthen investor confidence in the global financial markets. Some of the key recommendations include: enhanced disclosure of rating methodologies, enhanced disclosure of due diligence information and other information relied upon by the rating agencies in the rating process, disclosure of their surveillance procedures,  disclosure of rating agency performance so it can be compared, better segregation between rating agencies’ core services and their consulting services,  disclosure of rating agency fees,  mechanisms to ensure consistency of ratings, and better use of rating modifiers. SIFMA also recommended greater recognition of the need for independent risk analysis by investors, better disclosure by issuers and underwriters, and the need for convergent global rating agency regulatory frameworks. Finally, SIFMA has created a Global Credit Ratings Advisory Board.

7. Are the Measures Taken to Date Sufficient to Restore Confidence in Rating Agencies? 

The measures taken both by the securities industry and the rating agencies to date are in general commendable and necessary but in our view not sufficient for confidence to be restored nor, more importantly, to avoid a repeat of prior rating problems. At the same time, we must highlight that no reasonably informed person believes rating agencies can or should be eliminated. But, in our view, to regain credibility, the rating agencies must revamp the compensation model of the rating business and introduce a new business model. 

8. Why A New Business Model 

In 2009 the debt rating industry will figuratively celebrate its 100th anniversary, although John Moody might have a difficult time finding many similarities between his pioneering “Analyses of Railroad Investments” and the modern rating industry. Realistically, today’s debt rating business more accurately traces its beginnings to 1969, when a rating cut by Standard & Poor’s precipitated the bankruptcy of the Penn Central Railroad Corporation and suddenly raised the profile of the long-sleeping rating industry for a much broader cross-section of capital market participants.
  The subsequent jump in demand for ratings allowed Standard & Poor’s and then its competitors to begin charging debt issuers for ratings during the 1970s. The justification for this move was that increasing demands on the agencies required much higher staff and compensation levels than could be afforded through sale of publication subscriptions alone. Income from rating fees quickly eclipsed amounts previously earned from subscriptions. 

Thus, for the past four decades the “issuer pay” business model has been the standard in both developed and developing capital markets. The rating business has been dominated by S&P, Moody’s, and Fitch, which in 2008 had aggregate revenue from ratings of about $4 billion, down more than a fifth from a record level of just over $5 billion in 2007
, the decline being mainly from the drop in structured finance business. Until fairly recently, there were very few other agencies given recognition as NRSROs by the US Securities and Exchange Commission (SEC).
 

Through their explicit or implicit decisions, regulatory authorities throughout the world have deemed the issuer pay model as acceptable, notwithstanding the wide recognition that there are inherent conflicts of interest when rating agencies are paid directly by those being rated.  Internationally, credit rating agencies voluntarily abide by the International Organization of Securities Commissioners (IOSCO) Code of Conduct which dates from 2004. Compliance with the Code is assessed annually by the Committee of European Securities Regulators (CESR). Rating agencies have long argued that any professional services firm faces conflicts of interest and that the rating agencies have in place policies and processes that effectively manage such conflicts. However, the poor performance of ratings on mortgage-backed securities, collateralized debt obligations and other structured and corporate credits in the current financial crisis has seriously undermined the credibility of such rating agency assertions that conflicts of interest have been effectively managed.  In this context it should be noted that the European Commission of the European Union has acted to foster higher quality in ratings and to contain and manage conflicts of interest.  The proposals would require credit rating agencies to make further disclosures on their working methods and set new rules on staff compensation as well as limit the time a rating agency analyst could cover a given  agency client as well as prohibiting rating agencies from consulting or other activites with rated clients. The original plan proposed to the EU Parliament late in 2008 called for credit rating agencies to be regulated by the “competent authorities” in each Member State but on March 23, 2009, the European Parliament's economic and monetary affairs committee voted to establish a single regulator, CESR, to administer the registration and supervision process for rating agencies operating within the EU.
  Moreover, the rules require US based credit rating agencies seeking to operate in Europe to establish a legal presence in Europe and comply with the EU regulatory regime. The European affiliate of the US based credit rating agency would need to apply for registration as a credit rating agency in an EU Member State where it is registered.
  

Actually, well before the sub-prime crisis, the “subscriber or investor pay” business model began to make something of a comeback. A small number of entrepreneurial, US-based firms have within the past about 15 years developed a sufficient following among institutional investors that they appear to be financially viable and, at least in one case has  achieved the US SEC’s recognition as an NRSRO.  As these companies derive income only from subscriptions, they clearly do not have the same conflicts of interest as “issuer pay” firms. Also, as long as their subscriber bases are sufficiently atomized, it is unlikely that one or a small number of subscribers could unduly influence their opinions. Nonetheless, there are critical areas where companies using the “investor pay” model fall short relative to those using the “issuer pay” model, particularly their scope of coverage and the public access they allow to their rating information, both of which are limited. The reality is that the “investor pay” rating agencies only cover a fraction of the market covered by the issuer paid agencies. Specifically, their coverage of the structured finance, project finance, international and US municipal markets is minuscule. One key constraint for them is that they can only rate an issuer or an issue when publicly available information is adequate. 

It is also absolutely critical to note that, in contrast with the “issuer pay” agencies, “investor pay” agencies do not publicly disclose even their ratings, let alone their analyses. The fact is that investors are voluntarily willing to pay more than nominal amounts only for research they consider of “added value”, one measure of which is that  neither the ratings nor the analyses are generally available to non-subscribers. On the other hand, the “issuer pay” agencies typically distribute all their ratings and often their full analyses to anyone willing to register on their web-sites.  

9. A Proposed New Business Model 

Given the serious shortcomings of both existing rating agency business models, we propose a new business model that might both serve the market’s purpose and be financially viable. The proposed new business model considers the events of the recent past in which failures on all sides – rating agencies, investors, debt issuers and their investment bankers, as well as regulators – contributed to an unprecedented loss of confidence worldwide in credit markets. Rating agencies must be seen as objective and not beholden to any constituency if they are to be credible again in measuring as best as is possible the credit risks of investing in fixed income markets. 

The most important and unique benefits of our proposal are that it would (i) eliminate rating agency conflicts of interest, (ii) ensure competition with each issue or issuer being rated by several appropriately licensed rating agencies, (iii) promote transparency of rating criteria; (iv) lead to free and wide dissemination of ratings and rating information, and (v) avoid the dilution of rating standards from rating shopping. 

As credit flows and the effects of such flows are now truly international, it is desirable to approach credit rating agencies from a global perspective.
 However, the challenges to implementing global cooperation and consistency in rating agency regulation are enormous. As rating agencies have been a US based industry that has expanded globally, it is appropriate for the US to demonstrate responsible leadership in helping restore credibility of credit ratings. 

The Three Compensation Models Compared

Attribute  V
Investor Pay
Issuer Pay
Pay from Deal Proceeds

Fee paid by =>
Investors 
Issuers / bankers 
Both issuers and investors 

Conflict of Interest
Investors would like ratings as low as possible to increase return
Issuers would like ratings as high as possible to reduce funding costs
Neutral as both investor and issuers pay for ratings 

Disclosure of ratings and rationales without paying subscription fee
Disclosure limited to criteria as the paying investors want ratings to be provided only to  them 
Ratings and criteria disclosed to all; full rating reports,  industry and other research only available to fee paying subscribers 
Ratings, rationales and criteria would be  disclosed for free 

Ratings Shopping
Not a concern under this model


Great scope for rating shopping as issuers want to reduce costs of financing by getting as high a rating as possible 
Initially, (two or three) agencies would  be assigned to rate each issue on a rotating basis if each agency is (i) recognized  by the regulator and (ii) qualified to offer ratings for the specific type of issue.  Later, assignments would be made subject to accuracy of the agency’s ratings 

Regulatory issues 
Generally not used by regulators 
Have been used widely to determine permissible investments and adequacy of capital but their use is likely to decline 
Given the lack of conflict, their use likely would and probably should be fostered by regulators.  

We propose that legislative action be undertaken to set up a new US Rating Fund (“the Fund”) to pay for ratings and to foster the development of a new, conflict-free rating agency model.  Creation of the Fund would be an explicit recognition that ratings are necessary and must be paid for in a manner that reduces and in time eliminates the conflicts of interest at the root of the failure of the rating agencies to reflect correctly and on a timely basis the high credit risks in structured finance products such as residential mortgage backed securities and collateralized debt obligations. The Fund would pay for independent ratings, whether issued in the form of term debt or of short term money market instruments. The Fund would be established by the an Act of the US Congress and financed by a fee payable out of the proceeds of every security either (i) issued in the public or private US term and money markets or (ii) traded in the secondary markets. The fee, initially estimated at 10 bp of the par value of the rated obligation on new issues and a smaller amount of, say, 2 basis points on secondary market trades, would be collected and used to pay accredited rating agencies at the time of issuance of such securities and annually thereafter for purposes of rating monitoring and surveillance.
 The new compensation model could be rolled out in stages beginning with structured finance markets and extended in time to all ratings. At least two and perhaps more rating agencies qualified to rate such structured issues would then have rotating assignments per a queuing system. 

The process would be modeled on the precedent of the Municipal Securities Rulemaking Board (“MSRB”), a congressionally-chartered self-regulatory organization with statutory authority and jurisdiction over broker-dealers participating in the US Municipal market, that is funded by primary and secondary market transaction fees. The fees for MSRB are modest in comparison to those that would be needed to pay for structured finance and other ratings.

10. Conclusions 

The financial crisis has led to a lot finger pointing at the rating agencies and they, the regulators and the stakeholders are responding with reforms. The regulators are tightenging regulation and regulatory capacity for the first time to seriously regulate the industry. The credit rating agencies are increasing transparency, improving governance, and enhancing rating methodologies and products. All that is good and necessary but not sufficient to restore confidence in the industry which has a fundamental conflict of interest in the dominant compensation model. Though there may be little or no hard evidence that the way in which rating agencies are compensated (payments from issuers and bankers) has ever actually caused rating agencies to publish distorted ratings, the appearance of a conflict of interest needs to be eliminated in order to restore confidence. We propose an alternate compensation scheme in which both issuers and investors would pay for ratings. The system would work in the same way as the Municipal Securities Rulemaking Board's, by imposing a small charge for every primary and secondary market transaction. Initially rating assignments would be assigned to ratings via a queue. Over time, rating agencies that produced superior performance would receive more assignments. The process would be overseen by a governing board representing issuers, investors, rating agencies, and intermediaries. Without such reform of rating agency compensation, the inherent conflicts in the currently dominant issuer / banker pay model will not be addressed, confidence will not be restored and rating agency failures will likely be repeated.  

� Report of the Senate Committee on Banking, Housing, and Urban Affairs to Accompany S. 3850, Credit Rating Agency Reform Act of 2006, S. Report No. 109-326, 109th Cong., 2d Sess. (Sept. 6, 2006) (“Senate Report”), p. 1.


� See Oversight of Credit Rating Agencies Registered as Nationally Recognized Statistical Rating Organizations, Securities Exchange Act of 1934 (“Exchange Act”) Release No. 55857 (June 5, 2007), 72 FR 33564 (June 18, 2007) (“Adopting Release”).


� See also New York Times, April 27, 2008 “Triple-A Failure” by Roger Lowenstein


� See “Progress Update: S&P’s steps to further manage potential conflicts of interest, strengthen the ratings process, and better serve the markets.  April 10, 2008.”


� Source: Fitch Ratings Press Release April 28, 2008


� Source: Inside Moody’s Credit Policy 


� According to testimony given at Congressional hearings after the Penn Central bankruptcy, S&P’s assignment of a “BB” rating to a proposed new issue and downgrade of the outstanding rating from “BBB” to “BB” resulted in refusal of the commercial paper holders to rollover outstandings, thus forcing the bankruptcy filing. National Credit Office, then an affiliate of Moody’s, assigned its highest commercial paper rating to Penn Central right up until the bankruptcy filing.


� The 2008 McGraw Hill Annual report disclosed that total new issue revenues from structured finance were down both in Europe and US approximately 80% from 2007 levels compared to declines of 22% for the US and 33.3% for Europe in 2007. Moody’s reports in their 2008 Annual Report that structured finance revenues were down some 53% in 2008 compared to 2007


� There were six NRSROs through the 1990s - S&P, Moody’s, Fitch, Duff & Phelps, IBCA and Thomson BankWatch. The number shrank to three when Fitch acquired Duff, IBCA and BankWatch. An additional seven agencies were granted NRSRO status in 2007 to foster competition and greater transparency as well as faster rating agency response to changing credit events. So now there are ten NRSROs and the numbers could rise further.


� See � HYPERLINK "http://www.eubusiness.com/Finance/credit-rating-guide/" �http://www.eubusiness.com/Finance/credit-rating-guide/� for original proposal.  The proposal as amended will need to be negotiated and ultimately agreed by the Member States and the EU Parliament.


� The United States has criticised EU  plans for its "extraterritorial" effects as it would impact how ratings agencies go about their business outside the EU


� On January 15, 2008 The  Group of Thirty (G30)  project on financial reform under the leadership of a Steering Committee chaired by Paul A. Volcker issued a series of recommendations, of which number 14 was specific to rating agencies: “Regulatory policies with regard to Nationally Recognized Securities Rating Organizations (NRSROs) and the use of ratings should be revised, preferably on an internationally coordinated basis, to achieve the following: a. Users of risk ratings, most importantly regulated users, should be encouraged to restore or acquire the capacity for independent evaluations of the risk of credit products in which they are investing; b. Risk ratings issued by the NRSROs should be made more robust, to reflect the risk of potential valuation losses arising not just from default probabilities and loss in the event of default, but also from the full range of potential risk factors (including liquidity and price volatility); c. Regulators should encourage the development of payment models that improve the alignment of incentives among the providers of risk ratings and their clients and users, and permit users to hold NRSROs accountable for the quality of their work product.” 


� The fee levels would be determined based on a review of the historic and projected volumes of primary market issuance and of secondary market trading with the fee level set to exceed the current level of rating agency revenues from ratings. 


� Municipal Securities Rulemaking Board (“MSRB”) is a congressionally-chartered self-regulatory organization with statutory authority and jurisdiction over broker-dealers participating in the US municipal market, that is funded by primary and secondary market transaction fees. The fees for MSRB are modest in comparison to those that would be needed to pay for ratings. MSRB made about $22 million in 2008, mostly from new issue and secondary transaction fees charged under its rule A-13. The primary issue fee (a little over $12 million annually) is 0.1 bp or 0.3 bp based on maturity of the issue, the higher for the maturities of longer than 3 years and the lower for those maturing between 9 months and 3. The secondary transaction trading fee (a little under $8 million) is 0.05 bp. Both fees are billed and collected by the MSRB based on information reported to it by dealers.  An annual registration fee of $300 is paid by each of over 2100 registered broker-dealers. See � HYPERLINK "http://www.msrb.org" ��www.msrb.org�, annual financials and Rule A-13.





