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HEICKSHER

Prior to sales, carry out internal analysis of the underlying assets’
information when required.

The Centre and GFAJ are very much in support of the principle of this proposai. In its representation to regulators in the United
States, the Centre has stood by its view that originators and arrangers of asset-backed securities should make available al| relevant
information about the pool of assets used in {(or the contents of} a securitized product, the structure of the product., and the servicer
of the product prior to its issuance. The Centre has al so advocated that credit qual ity and performance information about the underlying
assets behind the securities be made available on an ongoing basis.

The chal tenge of the proposal is identifying the relevant information that should be internally analyzed and subsequently made
avai lable to the chain of players involved in the sale of the securitized products, including the ultimate investars, While originators
and ‘arrangers should be aple to analyze the contents of the underlying assets with great level of detail, it may be impractical
to expect credit rating agencies and distributors of securitized products - the party with the most direct interface with investors
- to inspect and value every asset included in a securitization pool, The Centre and CFAJ therefore believe that guidance is needed
with regards to the pieces of information that should be reasonably shared among the key players involved in the securitization
market.

For this purpose, the Gentre and CFAJ believe that the folfowing are some of the relevant pieces of information: 1) average balance:
2) lean—to-value ratios: 3} percentage of the portfolic with full documentation: 4) geographic concentrations; 5) deal structure:
6) percentages of the portfolio suffering from 30-, 60-, and 90-day delinguencies: 7) defaults: B) prepayments; 9) real-estate owned:
and 10) remaining balances. Furthermore, items 6 through 10 above should be analyzed and made available for disclosure on an ongoing
basis,

The Centre and CFAJ believe that the new proposed supervisory checkpoint can be effective and enforceabie as long as it provides
guidance on the scope of the internal analysis necessary for communication; the analysis {5 done on a regular basis depending on
the {ife of the product: and the outcome of the analysis is communicated to all entities involved, including the end—investors.

centents and risk to enable the provision of appropriate

Your comment will be taken into account in the

operation of supervision.

In addition te the amendments, the self-regulatory
organization, Japan Securities Dealers Association is
establ ishing a working group to draw up best praciices
for distributors on information disciosure (including
oreation of a standard formai) and risk valuation of
securitized products. The JSDA will discuss what
information shouifd be disclosed by the distributors.

When sel ling securitised products, internal procedures and rules exist so that internal znalysis of underlying assets’ contents
and risk, and liguidity risk not reflected in the rating is communicated internally. Merely depending on ratings is inappropriate
when selling the product. N

The Centre and CFAJ are very much in support of this proposal. We believe that the securitization market has reached z point where
credit ratings have become a major, if not the most important, determinant of investment decisions. The Centre has recently proposed
to (0SCO, in light of the organization’ s ongoing review of its Code of Conduct Fundamentals for Credit Rating Agencies, that credit
rating agencies: 1) use a rating nomenclature that distinguishes struetured produsts from both corporate and commercial paper ratings
to help investors recognize the differences: 2) refine or otherwise el iminate the concept of “investment grade” wherever possibie
to reduce the incidence of misconception about the purpose of the CRA' s ratings; and 3) refrain from rating new structured products
until the statistical data are sufficiently robust to produce a defensible rating.

Absent these mechanisms, and in |ight of the current weaknesses in the credit rating process, the Centre and CFAJ believe it has
become imperative for all entities involved in the creation and sale of securitized products - fram the originators to the investors
- to conduct their own due di | igence on the contents and structure of these products to ful ly comprehend their inherent risks, especial ly
where the underlying assets include subprime mortgages. One example of such due diligence is to perform stress—testing on the portfolio
to visualize how its valuation and liquidity would perform in difficult situations, including a pericd of financial crisis.

We therefore support the FSA' s initiative to reouire these entities to set up internal rules and procedures for continuously
and regularly analyzing the underlying assets’ inherent and liquidity risks, regardless of the rating already assigned by credit
rating agencies to these instruments. For practical considerations, we further add that these rules and procedures must be determined
at the company level, and subsequently reported to and validated by the FSA to ensure that they meet the standard of diligence that
the FSA deems appropriate.

The checkpoints listed on the Guideline are not
regulatory rules in themselves but are intended to
introduce desired practices in the business operations
of financial instruments firms.

The Japan Securities Dealers Association Is
establishing & working group to draw up best practices
for distributors on information disclosure (including
creation of a standard format) and risk valuation of
securitized products. We believe they will make a
preferable practice of the industry.

Ensuring that internal procedures and rules exist so as to enable information of the underlving assets' contents and risks to

We understand the importance of the formalized
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be available to customers/investors when requested.

The Centre and GFAJ believe that this is the crux of the Proposal for ensuring the traceability of securitized products. We fully
support the FSA’ s view that entities invelved in the creation and sale of these instruments must have rules and procedures ensuring
transparency with regards %o their inherent risks. Originators and arrangers must have the readiness and the ability to disclose
to credit rating agencies, distributors and investors information about their most current analysis of the credit quality and
performance of the underlying securities. Equal iy important, ameschanismmust be in place - such as in the prospectus or via a provision
in the securities purchase agreement - to make sure that such information is indeed accessible to the securities distributors and
investors without precenditions or prejudice. We believe that a formalized system of communicating risks is a necessary, if not
sufficient, condition for the information asymmetry currently inherent in the securitization market to be eliminated or minimized
at least.

system of communicating risks.

The Japan Securities Dealers Association is
estabiishing a working group to discuss (ssues related
to distribution of securitized products, and the
creation of a standard format for disclosure will be
included in the scope of the discussion.

We believe that the standardization of information
will contribute to solving the information asymmetry.

Ensuring that even when the market value of the product is difficult te ascertain, procedures exist so as to enable smooth provisicn
of information on the theoretical price and valuation when requested. Procedures should exist so that the valuation process is objective
and appropriate.

The Centre and CFAJ agree with this proposal, and even go a step further by calling on underwriters or arranging institutions
1o create a transparent secondary trading market. The goal is to increase transparency in the pricing methods and methodologpy of
mortgage structured products and their derivatives. These markets would inciude specialists or market makers who would step in and
provide liguidiiy into the market for products and structures they have created

Your comment will be taken into account in the
supervisory operation and planning.
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