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Viaemail to:
jstevenson@osc.gov.on.ca
consultation-en-cours@]lautorite.gc.ca

Re: Proposed National Instrument 41-103 Supplementary Disclosur e Requirements for
Securitized Products, related proposed rules and rule amendments' (Proposed Securitized
Products Rules)

Dear CSA:

DBRS’ very much appreciates the opportunity to provide@SA with its comments on the
Proposed Securitized Products Rules (PSPR).

DBRS is the only Canadian based global credit gadigency (CRA). With headquarters in
Toronto and offices in Chicago, London and New Y&BRS’ credit ratings, research and
financial analysis help investors make informedficial decisions. DBRS' role in Canada is of
particular significance, with comprehensive ratiogserage for asset-backed securities, all
provinces, virtually all corporate entities, majp@nks and insurance companies. DBRS is the
primary CRA for term securities, commercial paper] preferred shares, and is the only CRA
that focuses on emerging Canadian companies.

As the only Canadian based CRA, DBRS believesagph unique and critical role in the
Canadian capital market. It is on this basis tHBRB offers its comments on the PSPR.

! Proposed Securitized Products Rules incluBesposed NI 41-103 Supplementary Prospectus Dis@os
Requirements for Securitized Products, ProposeblINI06 Continuous Disclosure Requirements for
Securitized Products, Proposed Amendments to NIE®-Certification of Disclosure in Issuers’ Annual
and Interim Filings, Proposed Amendments to NI 86-Prospectus and Registration Exemptions and NI
45-102 Resale of Securities, and Proposed Consggudmendments issued April 1, 2011.

2 DBRS operates its ratings business through DBRSted, DBRS, Inc. and DBRS Ratings Limited.



Support for additional transparency and investor protection

The CSA recognizes that securitization plays aroit@mt role in the capital markets. It notes that
“Securitization can have a positive impact on thppby of credit, and thus provide important
economic benefits.”

The PSPR sets out a new framework for the regulaticecuritized products in Canada focused
on two main features:

1. Enhanced disclosure requirements for securitizedymts issued by reporting issuers; and

2. New rules that narrow the class of investors wholnay securitized products on a
prospectus-exempt basis (in the “exempt marketit), require that issuers of securitized
products provide disclosure at the time of disttitmy as well as on an on-going basis.

DBRS is fully supportive of greater transparencg disclosure in the Canadian securitization
market. Indeed, DBRS has worked consistently orawipg ratings transparency in the
Canadian and global capital markets before and tiféefinancial crisis of 2007-2008 (financial
crisis) as outlined in a number of commentariémi published over the past several years

However as proposed, DBRS sees the PSPR as hawgiggificant and potentially negative
impact on the form and continued existence of duaistization market in Canada.

Distinct and separate Canadian securitization market

DBRS appreciates that the PSPR is intended toitaxeaccount the particular features and risks
of the Canadian securitization market. However, ynari the CSA’'s proposals reflect
developments and rules in the U.S méatkahd do not reflect the uniquely different Canadia
market.

DBRS suggests that the CSA should focus on ishiave arisen specifically in the Canadian
securitization market, not the very different Us8curitization market. DBRS would respectfully
request that the CSA consider the actions takefamadian market participants (including
CRASs) over the last several years to address thikateonditions and weaknesses demonstrated
during the financial crisis before imposing addiab and potentially unworkable requirements
and costs on the Canadian market.

DBRS concurs with the comment that, "...if not prdp regulated, the securitization markets can
be a source of systemic risk." This comment is eyppately reflective of the period prior to the

® These commentaries can be found under Regulatifajréonwww.dbrs.com Commentaries on
transparency includéttp://www.dbrs.com/research/240065/strengtheniagsparency.pdf
http://www.dbrs.com/research/236188/dbrs-s-gloloaumitment-to-high-standards-and-market-
communication.pdfttp://www.dbrs.com/research/230767/how-dbrs-maistindependence-and-ratings-
quality.pdf, http://www.dbrs.com/research/229488/dbrs-commitrtefitigh-standards-and-continuous-
improvement.pdfhttp://www.dbrs.com/research/227113/dbrs-initiagite-enhance-the-quality-and-
transparency-of-its-ratings-process.pdf

*In July 2010, the Dodd-Frank Wall Street Reforrd @onsumer Protection Act was enacted in the U.S.
(the Dodd-Frank Act) which included a number ofyis@mns dealing with securitization. The Securities
and Exchange Commission (SEC) has made rules iement certain provisions of the Dodd-Frank Act
including disclosures regarding representationsveaudlanties, issuer review of underlying securiize
product assets and rules regarding risk retentio8.(Securitization Initiatives).
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financial crisis. However, the reference to an trate-to distribute-model”, which has been
prevalent in the U.S. market, is incorrect in tten@dian context. Most originators in Canada use
securitization as one of several methods of fundipgrations, and the vast majority of Canadian
securitization structures used since 2007 havanedtjthat the asset originator maintain "skin in
the game" which is at risk if the assets secudtide not perform within expected parameters.
Furthermore, the "Alteration of credit risk throusfinuctured finance techniques" may be relevant
to some of the more esoteric structures founderCbllateralized Debt Obligation (CDO)
segment of the Canadian securitization marketthstriot applicable to the traditional (self-
amortizing) segment of the market. Therefore, thesevery different segments should not be
considered in the same grouping for review andlatigun.

Conditions of the financial crisis have been remedied

In terms of the problems experienced in the Cameskguritization market, DBRS draws
attention to three features of this market prioAtmust, 2007, each of which contributed to the
resulting market conditions:

1. Canadian ABCP market exposure to non-Canadian amdraditional securitization assets
through the use of CDO technology;

2. The use of "market disruption" liquidity which wtee norm in the Canadian securitization
market prior to September, 2007; and

3. Alimited amount of transaction structure transpayeand asset performance disclosure
within the Canadian securitization market.

These three features, more than any other aspdut @anadian securitization market,
contributed to the liquidity crisis experiencedidgrthe late summer and fall of 2007. However,
each of these features has since been address#ukamthted systemic risk has been mitigated.
More specifically:

1. There is no exposure to CDO transactions in angeatiCanadian ABCP market
transactions rated by DBRS;

2. In September and October 2007, initiated by DBRS;@nadian bank sponsored conduits
converted from market disruption to a global liqtyidtandard (GLS). All current DBRS-
rated Canadian ABCP meets the GLS liquidity staghdand

3. The amount of transaction structure transparendyaaeet performance disclosure provided
by asset originators, securities issuers and ratjjgcies has been significantly increased to
support Canadian securitization investors makifgrimed initial and ongoing investment
decision3

To ensure the proper functioning of the Canadianritization market, DBRS is supportive of
codifying these market practices as part of theRREBRS is also supportive of restrictions on
investors to sophisticated (and likely institutinavestors who have the resources to perform
adequate initial and ongoing investment analysipake informed investment decisions
regarding Canadian market securities.

5 http://www.dbrs.com/research/229488/dbrs-commitrtestigh-standards-and-continuous-
improvement.pdf
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To expand the scope of the PSPR beyond codifyirat vgmow practice would negatively
impact the continued functioning of the Canadiacuséization market. A specific example of
this concern is the additional administrative bardad costs associated with the proposed
guidelines on the preparation and maintenancefefiof documents related to short-term
securitized products. The proposed amendments mayworkable, and may discourage or
prevent both asset originators and issuers frortiraged participation in the Canadian
securitization market.

DBRS is of the view that the purpose and requirgsehan offering document should be
differentiated from that of ongoing reporting. Matlparticipants currently provide substantively
detailed monthly reporting on both incremental (heand ongoing ABS transactions and asset
performance. The maintenance of these reportingfipes would assist in ensuring there is
adequate disclosure of information for investorthaiit the costly and unnecessary burden of
amending and distributing new offering documengrgtime a new transaction is entered into
by the issuer.

Disproportionate focus on the short-term securitization market

DBRS suggests there is a disproportionate focub@short-term securitization market that is
unnecessary especially given the considerably emlbissuer and ratings information
transparency in the Canadian market. The CSA abkksher the short-term exemption under
which securitized products can be sold should ineirhited. DBRS believes that all securitized
products should continue to be sold under theiagigtxemptions. The short-term prospectus
debt exemption does not need to be singled outCEmadian market offers conventional, low
risk products. Many small issuers would not be &blgo to public market due to the cost.

DBRS does not disagree with the proposed condifimnthe ABCP prospectus exemptions as
they provide a good match with current best prastio the Canadian market. These conditions
include among other things: the ABCP includes aimmiim of two credit ratings; the ABCP is
backed by GLS and the ABCP does not have expos@®0s or credit derivatives (other than
for obtaining asset-specific protection).

Section 3 Requirements

In response to request for comments on particypsrs of requirements in Section 3, DBRS
offers the following:

1. Requirements for securitizations to be structimea particular manner:

DBRS notes that a prescriptive approach to strirdubeyond establishing minimum standards
to address systemic risks, is likely to constraarkat evolution required to meet changing
market conditions and presumes that all future etarnditions can be projected at the current
point in time. Consistent with its rating methodgks, DBRS outlines general requirements to
meet designated credit rating levels and reviewsdhmethodologies on a regular basis to
maintain currency with market evolution.

2. Requirements for due diligence:

DBRS is of the view that codification of currentmket practice would be sufficient to avoid the
systemic risk experienced in the U.S. securitizati@arket.
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3. Requiring or restricting the involvement of partanuparties in a securitization:

DBRS recognizes the potential risk posed by casfli€ interest if they exist in Canadian
securitization transactions but would caution #ititer requirements or restrictions imposed on
other than a case by case basis may result inamdatl consequences. For example, the over
reliance on a transaction counterparty or the litalof a transaction participant to act may lead
to a higher probability of default in the secuetiztransaction.

4. Requirements for new disclosure:

DBRS reiterates its position that significant pexg has been made in transparency and that
disclosures that are working, and hence, wouldi@a@ction beyond codification of current
Canadian securitization market practices.

Credit ratings disclosure

Section 10 of the proposed Prospectus Disclosute Rgjuires issuers to disclose a variety of
information regarding credit ratings. Among sucscthsures is the requirement to

include “any preliminary credit rating obtained &gponsor or arranger for any class of the
securitized products being distributed.” The PSRR eequires the disclosure of “the minimum
rating that must be assigned as a condition o$é¢loarritized product transaction” and the final
rating provided by each CRA. Given these requitedldsures, it is not clear what purpose
disclosure of preliminary ratings would serve. Maver, DBRS would be concerned that
disclosure of preliminary ratings by CRAs would mate the inappropriate practice of ratings
shopping among issuers and as such, potentiallyianedcessarily introduce issues regarding
conflicts of interest.

The PSPR also requires disclosure of “whether aggitcrating agency has refused to assign a
credit rating to a class of securitized produciadpéistributed, and the reasons for refusalig it
related to the structure or the financial viabitifythe securitized product transaction.” There are
a variety of reasons why a CRA may refuse to assigredit rating to a particular class apart
from the structure or non-financial viability ofetlsecuritized product. A CRA may have refused
to rate the preliminary structure of a deal bugubsequently able to rate the final structure. In
these circumstances, disclosure of the refusalttothe preliminary structure might confuse the
market and not add any useful information for inmresnt decision-making. DBRS suggests that
this proposed disclosure be dropped.

Removal of credit rating references

The CSA has requested comment on a number oftinédgathat are being considered in the U.S.
to determine if they are appropriate in the Canmadiantext. One of these areas regards whether
to replace approved credit rating criterion for shert-form and shelf prospectus systems.

In the U.S., the Dodd-Frank Act has mandated theval of credit ratings in U.S. Federal
securities legislation which the SEC is now obligegropose related rules. U.S. Federal
regulators have acknowledged the difficult taskemfioving credit rating references in the face of
no viable, tested alternatives. In addition, th8.Jace the conundrum of implementing the Basel
capital rules which call for a balanced use ofiggi In contrast, Canadian securities legislation
requires the use of ratings where a rating is akbil Moreover, the CSA proposes to introduce a
regulatory regime for designating and overseeierditrating agencies (designated rating
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organizations or the DRO propo$alfhe CSA’s DRO proposal is premised on regulaGRAs
who wish to have their ratings eligible for useéCianadian securities legislation

DBRS believes credit ratings continue to be an i tool to bondholders and other capital
market participants in conveying an opinion of d@redk. Although only one tool among many
available to investors in their decision making thol is an important one. CRAs contribute to
capital market efficiency by providing an informehitd party view about issuers and securities
and changes in the larger economy which may aiffielcistries and individual companies. In
addition to enhancing investor understanding &, riatings provide a common language to
communicate credit risk to the market. In the abeesf viable, tested alternatives, using non-
credit rating agency opinions would simply shif thurden of providing independent credit
assessments to a less regulated market and magiunte untested and highly volatile swings in
the capitalization of companies in the financiaiteg.

For these various reasons, DBRS suggests thaultdviie inappropriate to replace the approved
credit rating criterion in the Canadian short-faarmd shelf prospectus systems.

DBRS appreciates this opportunity to provide itmoments on the PSPR. We would be pleased
to further discuss any of the matters raised hemitior provide additional information. Please
do not hesitate to contact us.

Very truly yours,
N C e ,
J )
Mary Keogh Jerry Marriott
Managing Director Managing Director
Global Regulatory Affairs Canadian Structureddrice
416.597.3614 416.597.7358

® Refer to the revised version of the Proposed Natitnstrument 25-101 Designated Rating
Organizations (the Proposed Instrument), RelatdidiB® and Consequential Amendments.

" The Bank of Canada’s Standing Liquidity FaciliSLF) includes credit-rating requirements for assets
acceptable as collateral. DBRS’ credit ratingscited as eligible for collateral purposes.

8 Asan example alternate model, having asset mamagsign credit ratings, credit quality standards o
expected losses would merely shift the accountgltdian unregulated entity, which may also have a
conflict of interest.
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