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Introduction

Credit rating agencies have been heavily criticized regarding the performance of their structured finance
ratings, especially ratings on securities linked to subprime residential mortgages. They have been faulted for
initially assigning ratings that were too high; for failing to adjust those ratings sooner as the performance of
the underlying assets deteriorated; and for not maintaining appropriate independence from the issuers and
underwriters of those securities.

The intense scrutiny of credit rating agencies in the U.S. and abroad is a reflection of the prominent role they
play in the securities markets. Notwithstanding the criticism, their ratings continue to be widely used by
investors to evaluate whether to purchase securities. Additionally, regulators continue to favor credit
ratings over more idiosyncratic, subjective standards when needing to classify debt instruments for
regulatory purposes.’

Brief History of Credit Rating Agencies and the Term “NRSRO”

Nationally Recognized Statistical Rating Organization, or “NRSRO” is a relatively recent term, but credit
rating agencies have existed for over a hundred years. In fact Standard & Poor's traces its origins to the
1860 publication of Henry Poor's History of Railroads and Canals in the United States, a precursor of modern
stock reporting and analysis.3 John Moody & Company published Moody's Manual of Industrial and
Miscellaneous Securities in 1900, the company's founding year.4 The manual provided information and
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* For example, just last month the Federal Reserve proposed a process for the New York Fed to determine the eligibility of credit
rating agencies and the ratings they issue for use in the Term Asset-Backed Securities Loan Facility (“TALF”). The threshold
requirement for eligibility is that the credit rating agency be registered with the Commission as a nationally recognized statistical
rating organization.

* “A History of Standard and Poor’s,” available at http://www.standardandpoors.com/about-sp/timeline/en/us/.

* “Moody’s History: A Century of Market Leadership,” available at http://www.moodys.com/moodys/cust/AboutMoodys/

AboutMoodys.aspx?topic=history.






