JPMORGAN CHASE & CO.

Barry L. Zubrow
Executive Vice President

July 14, 2011
SUBMITTED ELECTRONICALLY
Office of the Comptroller of the Currency Securities and Exchange Commission
250 E Street, SW., Mail Stop 2-3 100 F Street, NE
Washington, DC 20219 Washington, DC 20549-1090
Attention: Elizabeth M. Murphy, Secretary
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Attention: Jennifer J. Johnson, Secretary  Attention: Comments/RIN 2590-AA43, Alfred
M. Pollard, General Counsel

Federal Deposit Insurance Corporation Department of Housing and Urban
550 17th Street, NW Development

Washington, DC 20429 Regulations Division

Attention: Comments, Robert E. Feldman, Office of General Counsel
Executive Secretary 451 7th Street, SW, Room 10276

Washington, DC 20410-0500

Re: Proposed Rule, Credit Risk Retention
OCC Docket No. 2011-0002; Federal Reserve DockeiRND411; FDIC RIN
3064-AD74; SEC File No. S7-14-11; FHFA RIN 2590-AA4

Ladies and Gentlemen:

JPMorgan Chase &Co. (“*JPMorgan Chase”) is pleasadbmit this letter in response to
the above-referenced proposed rule on credit esdation published on April 29, 201the
“Proposal”) by the Board of Governors of the FetlBeserve System (the “Board”), the Office
of the Comptroller of the Currency (the “OCC”), thederal Deposit Insurance Corporation (the
“FDIC"), the Securities and Exchange Commissioe (tBEC”), the Federal Housing Finance
Agency (“FHFA”), and the Department of Housing dsdban Development (“HUD”)
(collectively, the “Agencies”).

JPMorgan Chase is a leading global financial ses/itm actively involved in many
aspects of the asset-backed securities (“ABS”) etarkKhrough several subsidiaries, JPMorgan
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Chase is an issuer and, in some cases, a serficemny types of ABS, including residential and
commercial mortgage-backed securities (respectivBRIMBS” and “CMBS”) and ABS backed

by credit card receivables, auto loans and studant, among others. JPMorgan Chase Bank,
National Association is an administrator of thresed-backed commercial paper (“ABCP”)
conduits, which, as of June 30, 2011, had aggregdattanding ABCP of approximately $22.25
billion. Our subsidiary, J.P. Morgan Securitiesd.('J.P. Morgan”), is a broker-dealer
registered under the Securities Exchange Act of,188 amended (the “Exchange Act”) and is a
leading underwriter/placement agent and dealdrarABS markets. As part of our Asset and
Wealth Management business, J.P. Morgan InvestManagement Inc. (“J.P. Morgan
Investment Management”) is a significant investomiany sectors of the ABS markets on behalf
of our clients. In addition, our Chief Investméifice (“CIO”) invests in the ABS markets as
principal. We are also a servicer for residentialtgage loans and auto loans owned by
unaffiliated third parties and are active in prorglderivatives to ABS issuers and investors. In
addition to these activities in the ABS markets,ageas sponsor, underwriter, placement agent
and/or dealer with respect to other structured getg] such as collateralized loan and debt
obligations and municipal tender option bond tratisas.

In each of these businesses and across secuatizestructured products, JPMorgan
Chase has a leading market position. For exardplglorgan Chase is the third largest
originator and servicer of residential mortgagenkan the United States, with over 10% market
share. In addition, as an issuer in 2010, JPMo@jaase was the second largest bank originator
of automobile loans and leases in the United Stétessecond largest originator of credit card
receivables in terms of general purpose credit rzgdivables outstanding and sales volume, and
the largest sponsor in the CMBS market. In addjtmior to the collapse of the securitization
market during the recent residential mortgagegrid?Morgan Chase was one of the largest
issuers of private-label RMBS in the United Stat&s.an underwriter and dealer, J.P. Morgan
ranked #1 in the ABS and CMBS league tables ag¢tiakof the first quarter of 2011. Finally,
JPMorgan Chase is the #1 bookrunner in syndicatsusl

First and foremost, JPMorgan Chase recognizes @femdes’ extraordinary efforts to
assemble the Proposal and commends the Agencidleaindtaffs for seeking to address,
through the Proposal, certain deficiencies in tBSAnarkets that may have contributed to the
collapse of these important markets over the gl years. ABS provide an extremely
important source of funding in the domestic andnmational credit markets, increasing the
availability of credit to consumer and corporaterbwers alike. JPMorgan Chase supports the
public policy goals of more closely aligning incees to ensure the quality of securitized assets
and agrees that improvements are necessary intorteing the securitization markets back to
full health. However, we have issues with the ttleand certain details of the Proposal, which
we discuss more fully below. The Proposal will mep new, and in some cases onerous,
requirements on ABS sponsors and we are very coedehat if adopted in its current form, the
Proposal will significantly and negatively impaketviability of an effective securitization
market and the availability of consumer and corfeocaedit.



Therefore, we urge the Agencies to take the tinesled to carefully devise a practical
and lasting regulatory framework that is faithfwitthe principles behind the Dodd-Frank Wall
Street Reform and Consumer Protection Act (“Dodakkt). Dodd-Frank was the culmination
of an exceptional legislative effort intended tteef comprehensive change in the financial
markets. The resulting language reflects importantpromises that the Agencies must heed
rigorously. The Agencies, therefore, should cdhetailor the final rules against the language in
Dodd-Frank to ensure that they properly reflect @¢easional intent.

Although there are many aspects of the Proposaltbdeel need to be modified, this
letter is not intended to address all of the matitethe Proposal that are of concern to us. We
actively participated in the preparation of the coamt letters being submitted to you by the
American Bar Association (“ABA”), the American Setization Forum (“ASF”), the
Commercial Real Estate Finance Council (‘“CREFQig, toan Syndications and Trading
Association (“LSTA”) and the Securities and Finahdarkets Association (“SIFMA”)
(together, the “Industry Comment Letters”), an@y@meral we concur with and support the
analysis, commentary and recommendations expectee tontained in the Industry Comment
Letters, particularly as to matters not coverethis letter. We note in this letter any significant
positions from the Industry Comment Letters whiaghwould like to stres5.You should not
infer from our choice of discussion topics in tlager that we are any less concerned about the
other issues in the Proposal which are being briotagthe Agencies’ attention by these groups
and other members of the financial and legal comtesn However, there are certain items in
the Proposal which are of particular concern tands we also felt that we could provide the
Agencies with additional information on how the pwsal would affect JPMorgan Chase and our
perspective on its impact on the relevant marketdopted in its current form.

We want to emphasize that our comments reflectofiective views of JPMorgan Chase
in its capacity as sponsor and servicer, J.P. Mongdts capacity as a broker-dealer and J.P.
Morgan Investment Management and CIO in their c&pas investors, and are consensus
positions intended to bridge the various viewpoeoftall of the JPMorgan Chase lines of
business that participate in these markets. We kugtt this consensus approach to our
comments more accurately reflects the views aaltket sectors, and are our attempt to propose
changes that are fair and balanced and will beeetsimplement for all market participants.

1We would like to note that we did not have an opytity to review the final versions of all of thedustry
Comment Letters before submitting this letter tod#ye understand that some of these letters, diopsrthereof,
will be filed after the date of this letter. Ouatements herein referring to comments and recordat&ms made in
the Industry Comment Letters are based on the ¢ttoSeal drafts which we reviewed. In the eveny af such
letters subsequently filed change in any mateeisppect, we may submit a supplement to this lettadtiress any
such changes.



This comment letter is divided into the followiBgections:

General Comments

QRM/RMBS

CMBS

Auto ABS

Credit Card ABS

Student Loan ABS

ABCP

CLOs

Municipal Tender Option Bond Transactions
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1. GENERAL COMMENTS

Forms of Allowable Risk Retention

JPMorgan Chase applauds the Agencies’ inclusianudfiple risk retention options in
the Proposal. This approach is fundamental t@taservation of a regulatory environment that
encourages flexibility, innovation and tailoredwans to individual financial structures.
JPMorgan Chase encourages the Agencies to incoegata the final regulation all reasonable
risk retention techniques proposed by other comaters so long as they are market neutral and
result in rules that are simple, consistent angl gamonitor. Flexibility will also be helpful to
sponsors seeking to meet multiple risk retentigmnes. For example, the European Union in
Article of 122a of the Capital Requirements Direet{(*Article 122a”) provides more flexibility
in meeting risk retention requirements than thampged by the Proposal, permitting, for
example, horizontal risk retention in the form gtccollateralization.

Increased Cost of Borrowing

As noted more specifically in our comments as tthessset class below, if adopted in its
current form, the Proposal is likely to result igtrer borrowing costs for consumer and
corporate borrowers.

“Crowding Out” Effect

We note that if securitization sponsors retainréiced, horizontal or L-shaped piece, the
retained interests would be on balance sheet &olifthof the issue and would require additional
capital to be held against the retained inter@gig;h would reduce the securitization sponsor’s
return on equity. At some point this would regttie capacity of even the largest securitization
sponsors to continue to issue ABS. As discussedbire detail below, this would argue for the
benefit of setting an expiration date for the ieBons on transfer of the retained interests.

Accounting Considerations

The Proposal provides a number of permitted apjesmand methods for meeting the
risk retention requirements. The use of each ambror method will vary depending on the
particulars of the product being securitized. pplging each of these methods, one thing that
needs to be considered is the potential impactiiese approaches would have on the
accounting consolidation analysis.

The accounting guidance for these transaction8$C'810, Consolidations” (formerly
SFAS 167, Consolidation of Variable Interest Easit). The guidance requires an assessment of
all involvement with variable interest entities (B6”) to determine whether there is a
controlling financial interest, which includes bdththe power to direct the activities of a VIE
that most significantly impact the VIE's economgrformance; and 2) the obligation to absorb



losses of the VIE that could potentially be sigrafit to the VIE or the right to receive benefits
from the VIE that could potentially be significaotthe VIE.

While the concept of “potentially significant” hast been defined, industry practice and
interpretations have developed regarding quantéatnd qualitative considerations used to apply
the concept of “potentially significant.” The paged credit risk retention threshold of 5% in the
Proposal generally falls within industry practicenbt be considered “potentially significant.”
Therefore, we believe that the consolidation amalgsd conclusions would generally be
consistent with current practice. However, theodtiction of any additional credit risk retention
in excess of the stated criteria (for example athéitional requirement to establish a premium
capture cash reserve account (“PCCRA”")) would praiss on the consolidation analysis and
could cause firms to consolidate entities where theerests would otherwise be deemed not to
be significant. Besides the market impact thaC&€RA requirement could have (as discussed
more fully below), it could result in many morenibt all, securitizations that contain this
account to be consolidated, especially when consbivith control of servicing. We believe that
this is a significant unintended consequence tlatidvhave a much broader and much more
negative impact than anticipated by the Agencies.



2. ORM/RMBS

Our key comments relating to QRM and RMBS can be smmarized as follows:

. The definition of a Qualified Mortgage (“QM”) unddre Ability-to-Repay Test in the
Truth in Lending Act (“TILA”) should be finalizeddfore the Agencies’ finalize the
Proposal and the Qualified Residential MortgageRRJ) exemption as intended by
Dodd-Frank.

. Servicing standards should not be part of the QRFhdion and should not be adopted
by making them part of the mortgage documents. JgMoChase supports the adoption
of reasonable uniform servicing standards thatyajgpall mortgages and all servicers.

. The premium capture provisions, as currently stmact, are broader than necessary to
achieve their purpose and as a result would adyeaffect the availability of mortgage
products nationwide, would result in significarttigher interest rates for borrowers, and
should be eliminated or fundamentally redesigned.pfdpose changes to the provisions
that would preserve their intended function whiléigating unintended negative
consequences.

. The Proposal’s flexible approach to allowable fowhsisk retention should be retained.
The 5% risk retention requirement, in and of itsislinot expected to drastically increase
interest rates for residential mortgage loan boersw

. The Agencies’ overall approach to defining QRMapgropriate with some
modifications. Underwriting for QRMs should be bédss loan-to-value ratios and credit
scores, with a single back-end debt-to-income tthti achieves the goals of Dodd-
Frank.

. The final risk retention rules should allow for tleemination of the risk retention
requirements for RMBS after three years.

. The final rules should allow “commingling” of QRM&d non-QRMs that are QMs
under TILA in the same securitization, without treg such securitization as if it were
backed entirely by non-QRM mortgages. OtherwiseM3Rwhich are very high quality
loans with low risk of default, would be subjectrisk retention simply because non-
QRMs that are still QMs are in the same pool.

. The Agencies should be mindful of the effect oftin@ng of the final risk retention
rules. If the effective date precedes Federal lguadministration and Government
Sponsored Enterprise (“GSE”) reform there is a wutigl risk that FHA and the GSEs
will realize high concentrations of non-QRMs.



The Agencies Should Finalize the Risk Retention Ratation After the Ability-to-Repay
Rule Under the Truth in Lending Act is Finalized

To properly implement Congressional intent, the Ages must define a QRM after the
Consumer Financial Protection Bureau (“CFPB”) defim QM under TILA. Nowhere is
Congressional intent more clear than with respebitrtitations on the definition of a QRM.
Dodd-Frank plainly requires that the Agencies,defining the term ‘qualified residential
mortgage’ ..._shall define that term to be no brodlden the definition of ‘qualified mortgage’
... as the term is defined under Section 129C(c){#e@ Truth in Lending Act, as amended by
the Consumer Financial Protection Act of 2010, weglilations adopted thereunder.”(Section
941(b); emphasis added.)

As indicated by this language, it is clear that @ress intended that QRMs be a subset of
QM. On May 11, 2011, the Board proposed amendmeriegulation Z to define QMs (“the
Qualified Mortgage Proposal”). Public commentgiom Qualified Mortgage Proposal are due
on July 22, 2011, the day after authority to finalthe Qualified Mortgage Proposal shifts from
the Board to the CFPB. Moreover, there is no deadbr the CFPB to issue a final rule on QM.
JPMorgan Chase believes it is not feasible for gaye lenders and securitizers to understand
the full impact of the risk retention proposal listich time as the QM definition is finalized.

Finalizing the QRM definition before the QM defiom creates the potential for
necessitating corrective rulemaking for the QRMmdebn, a process that could take significant
time as a result of the need to coordinate rulengaimong the six Agencies. This disjointed
approach could result in uncertainty for sponsasiavestors by calling into question the risk
retention obligations for loans that were secwgdifif any are securitized) after the effectiveedat
of the final risk retention rules. Accordingly, tAgencies should not finalize the QRM
definition until after the CFPB issues a final role ability-to-repay and QM.

Moreover, JPMorgan Chase has an overriding conmegiarding the interplay between
the QRM and QM definitions. The Board’s proposeitlitgkto-repay rule provides two options
for QMs. The first alternative contemplates a catgl'safe harbor” from liability for both the
creditor and assignee. The second alternative cgiédes only a rebuttable presumption of
compliance, under which the creditor or assigndebaiheld liable if the borrower can show that
there was no ability-to-repay. JPMorgan Chasesbes that the market would be served best if
the CFPB adopted a broad and unambiguous saferfarf@Ms and the Agencies retained the
current scope of QRM in order to promote respoerdeahding.

Including Servicing Standards in the Mortgage
Documents is Inconsistent with Dodd-Frank

JPMorgan Chase strongly supports the adoption ibdnam national mortgage servicing
standards pursuant to the Agencies’ general regylabwers, rather than including servicing
standards within individual sets of loan docume8tzvicing standards should apply equally to
all mortgage loans and all mortgage servicersrédidential mortgage borrowers, servicers and



investors should benefit from uniform, consistemd aredictable servicing standards applied to
the mortgage industry as a whole. Limiting sengcstandards to mortgage loans of the highest
credit quality is counter-intuitive and misguided.

Servicing standards do not belong in the Propedath focuses on risk retention in the
securitization process and seeks to exempt fraaretention loans of the highest credit quality.
Section 941(b) of Dodd-Frank directs the Agenateddfine the term *’qualified residential
mortgage’ . . . taking into consideration undenngtand product features that . . . result in a
lower risk of default.” Servicing standards are aotong the underwriting and product features
identified in Dodd-Frank “that historical loan penfnance data indicate result in a lower risk of
default.” The only way in which servicing standacdsild be considered underwriting or product
features is by forced inclusion as terms in thetgame documents.

If the Agencies wish to address servicing standdhdy should do so through separate,
targeted and coordinated guidance or by way ofmaleng under their general regulatory
powers. In fact, the Proposal acknowledges thetsftuurrently underway by the Board, the
OCC, the FDIC, the Office of Thrift Supervision, FA, HUD, CFPB and Treasury to develop a
uniform set of nationally applicable mortgage seing standards to address more completely the
servicing issues identified in the Proposal. Theregency efforts to develop uniform servicing
proposals also contemplate reforms beyond thosmedtn the Proposal, such as reform of
compensation arrangements. Any document-basectsgngtandard that would apply on top of
a national servicing standard would be counterprtide and weaken the goals of uniformity and
predictability sought by Dodd-Frank.

Lastly, in the current market structure, the magtgaervicer often is different from the
securitizer. Embedding servicing standards in naggégoan documents will impair the free
transferability and liquidity of servicing and tleby affect a servicer’s ability to manage
servicing and capital costs.



The Premium Capture Provisions Should Be Redesigned

Premium Capture Should Not Apply to Vertical Risk Retention

We understand that the purpose of the premium maptovisions is to discourage
securitizations that are structured to monetizessspread, and we agree with the goal of
ensuring that structuring cannot dilute the rigeméon requirement. The economics of a vertical
retention, however, cannot be changed throughtsiting, because any structural changes in one
class of securities will be exactly offset by stural changes in other classes of securities, and
vertical risk retention holds an equivalent peragetof each. As such, this retention form cannot
be manipulated, is outside of the stated goal®ptlemium capture provisions, and should not
be subject to premium capture. While the exampleswll discuss below are based on RMBS,
we would propose that vertical risk retention ubg@ny ABS asset class should not be subject
to a premium capture.

For example, suppose that a securitization canrbetsred one of two ways: “Structure
A” is a sequential structure whereby excess spieadly released to the residual holder after all
other securities are retired. In this structuréhé excess spread was sufficient to cover ale®ss
over the life of the deal, the residual holder neiteive the remaining cash after all other
securities have been paid in full, and if the excgwead was insufficient to cover all losses over
the life of the deal, the residual holder will re@enothing. “Structure B” allocates all excess
spread each month to a senior interest-only (“i)&¥s and, as a result, its subordinate class
(Class B) has less credit enhancement and lowedaneaalue, and the senior IO in Structure B
has a commensurately higher market value tharoftthe residual in Structure A. The table
below shows the impact of changing the structurgestical risk retention as compared with
horizontal risk retention:

Structure A (Sequential Pay): Vertical vs. HoriadrRisk Retention

Market Value Vertical Retention Horizontal Retent
Class Balance % [63) % [63) % [63)
A 95 100 95 5% 4.7% 0% 0
B 5 80 4 5% 0.2 100% il
Residual n/a 3 K 5% 0.15 100% 3
Gross Execution 102 Total retained 5.1| Total retained 7
Costs 1.00
Net execution 101.00 as % of net 5.05%| as % of net 6.93%
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Structure B (Senior Interest-Only Strip): Vertieal Horizontal Risk Retention

Market Value Vertical Retention Horizontal Retien

Class Par % (%) % (%) % (6]
A 95 100 95 5% 4.7% 0% 0
A-10 n/a 4 4 5% 0.2 0% )
B 5 60 3 5% 0.15 100% €]
Gross Execution 102 Total retained 5.1| Total retained 3
Costs 1.00

Net execution 101.00 as % of net 5.05%| as % of net 2.97%

As this example illustrates, changing the struch&® no impact on vertical risk
retention, because any change made to any intards structure is equally offset by a change
in one or more other interests in the structurd,the vertical retention holds an equal share of
each interest.

Another issue that vertical retention highlightshiat the PCCRA calculation, as
proposed, could be construed to be circular. Fangle, if a sponsor elected a 5% vertical
retention and a PCCRA was required in the amouit @dllars, then the gross proceeds of the
securitization, which is now funded by an additiokalollars of hard cash, would increase by X,
of which 95% would be included as “gross proceddsthe purposes of calculating the PCCRA
amount. This in turn would require that the PCCR#oant is increased by 95% of 95% of X,
and so on. The result of this circularity wouldtbat a dollar of premium loan execution would
result in a PCCRA funding requirement of twentylais? We do not believe this is the intended
outcome of the premium capture provision.

The economics of vertical risk retention cannobianipulated through structuring. As
such, this form of retention falls squarely outsidéhe purpose of the premium capture
provisions, which is to discourage securitizatitvet are structured to monetize excess spread,
and should not be subject in any manner to prenciajpture.

The Premium Capture Provisions Should Define “Net @sing Costs” To Include All Costs
Related To the Transaction and to the Origination o Sale of its Assets

The premium capture provisions are intended toesehiheir purpose by prohibiting
sponsors from receiving compensation in advancexoess spread income expected to be
generated by securitized assets over time. Howav@rpnsor must pay various costs, both
directly and indirectly related to the final se¢zation transaction, before a profit can be
realized. These costs include taX&EC registration fees, rating agency fees, mtk-nd other
hedging costs, operational costs in originatingntioetgage loans, underwriting fees, and legal,
accounting and other direct deal expenses. We peoftrat “net closing costs” should be defined
to include any cost related to the originationae of the securitized assets, or related to the

2$1 + .95*1 + .95*.95*1 + .95*.95*.95*1... = $20.
3 For example, REMIC transactions trigger an immiedimin-on-sale tax liability upon closing, to hent the
REMIC securities are sold.

11



securitization transaction itself, that would belagable under generally accepted accounting
principles (“GAAP”) to reduce the net income reatiZzrom the securitization transaction.
Again, while the examples we will discuss below laased on RMBS, we would propose that
“net closing costs” in connection with any ABS dsdass should be defined in this manner for
this purpose.

Without this clarification, the proposed provisiawwuld be interpreted to require a
sponsor to maintain a PCCRA in the case of an diglote securitization. For example,
consider a mortgage loan that was committed wtB-day rate lock period. Upon locking the
rate, the lender would hedge the interest ratesush that if interest rates decrease, the hedge
will incur a loss that offsets the increase inphiee of the mortgage loan. In order to originate
this loan, assume the lender had to pay its staffiacur other overhead expenses of 0.10%.
Now assume that rates did decrease, the loan wasvoah 100.50%, and the lender must pay
0.50% to cover the hedge loss. The lender has @ovQp60% in direct costs, owns a loan worth
100.50%, and will lose 0.10% upon securitizatib®CCRA does not consider the hedge and
other costs in its calculation, it could requirb@4b of “premium” to be captured, even though
the lender did not receive any up-front compensdto the transaction (and, in fact, incurred an
up-front loss).

The same example would hold true for mortgageswea¢ purchased at a premium.
Taxes have a similar effect: if a REMIC securitigatwas executed with a 50 basis point
premium net of all costs, then a sponsor who rethan5% vertical interest in the transaction and
sold the other 95% could have a tax liability opapximately 19 basis poinfsn direct
reduction of any “compensation” received by thensgoo.

Properly accounting for costs is essential to achgethe purpose of PCCRA without
having the unintended consequence of drasticadlyaed liquidity in the mortgage loan market,
which as a result could significantly raise mortgagtes and further depress housing prices.

The Representative Sample Method Is Impractical anédhould Be Expanded to Include a
Participation Class

We commend the flexibility that the Proposal pr@ador meeting risk retention through
the use of a representative sample (“Representdtweple Method”) which is based on an
economic interest that is representative of therg&ed pool. We are concerned, however, that
as proposed, the Representative Sample Method tharmmployed in practice. For example,
the proposal requires that the sample be chosemalg, but also requires that the sample be of
equivalent risk as the securitized pool. In ordepitk a sample of equivalent risk, a sponsor
could be required to pick the random sample sevienals, each of which, it could be argued,
undermines the level of “randomness” reflectechaendgample selection. Furthermore, the
definition of “equivalent risk” is sufficiently vage that a sample pool could reasonably be
argued to be of equivalent risk or not of equivalek. Without clear guidance on how to meet
these competing requirements, a sponsor choosenBepresentative Sample Method could be

4 Assuming a 40% tax rate, 50 basis points * 959%4= 19 basis points.
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put in the position of being required to meet ctinds that cannot be met with reasonable
certainty.

Recognizing that the requirements of the Repretieat8ample Method are intended to
ensure that the retained interest is represenfatw@ropose that the Representative Sample
Method be broadened to include the retention afrestructured pass-through participation class
(a “Retention Class”), which represents a 5% ecaaamerest in all loans included within the
transaction and receives 5% of all cash flows ftbenloans in the securitization. As such, the
Retention Class would be subject to the same ¢radipayment, and other risks that impact the
entire collateral pool, and would have the sam@&eguoc profile as a representative sample,
without having any specific tranches that are stthietime tranching, credit tranching or
coupon stripping. We believe that this approachld/éully achieve the purpose of the
Representative Sample Method in a manner thatsisefticient, clearly defined, and impervious
to manipulation.

If Mortgage Origination Is Financed Through Securitization Structures Requiring a
PCCRA, the Inefficiencies of Such Structure Would Rquire Higher Mortgage Rates

We estimate that newly-originated non-Agency 30-ye@d rate residential mortgage
collateral could be securitized at approximatel\o@6is points above par today. In order to
match these securitization economics when applyiagroposed premium capture provisions,
we estimate that an increase to the borrower’sastagate of approximately two full percentage
points would be required. This effect would be additivether effects described herein, and
could be higher for lower-credit borrowers. As dissed more fully below, a rate increase of this
magnitude would have significant impact on creddikability and home affordability for
borrowers.

If Mortgage Origination Is Financed Through Securitization Structures Not Requiring a
PCCRA, Sponsors Would Incur Significantly Higher Caital Costs That Would Require
Higher Mortgage Rates to Offset

The Proposal’'s comments state that the Agenciescexipat few, if any, securitizations
would be structured to monetize excess spreaasing and, thus, require the establishment of a
premium capture cash reserve account.

However, the alternatives to a PCCRA requiremeattwe discuss herein would be
equally costly. For servicer-sponsors who originagas that are serviced by an affiliate of the

® Assumes a current coupon 30-year fixed-rate mgetga a 5.25% rate with gross securitization prdsées a
percentage of unpaid balance) of 101.40, direosaetion costs of 0.50, other related costs (sadrigination,
acquisition, and/or hedging) of zero, tax rate @4 and that funds in the PCCRA are i) investedh @aonth at a
rate equal to the lesser of 2.00% and the rateicim date per the 1-year CMT forward curve as o R011, ii)
released in 30 years, and iii) funded by and salelged by the sponsor. Under these assumptionkiding the
impact of consolidation, hedging costs, or othetdes discussed herein, we calculate that mortgaigs would
need to increase by approximately 190 basis poirgsder for the sponsor's equity holders to resiie same
economics when applying the proposed premium cagitovisions as would be realized without such isious.
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sponsor (such as JPMorgan Chase and many of teelatgest mortgage originators in the
country), increasing the retained interest in otdeavoid PCCRA would result in consolidation
under GAAP for transactions that would otherwiseenbeen accounted for as a sale, regardless
of what form of risk retention the sponsor chosenblidation for these types of transactions
would have severely negative implications for sspbnsor’s balance sheet, income statement
and regulatory capital treatment, would lower theant of capital available to homeowners and
the liquidity of mortgage loan trading, and assutg would require such lenders, under today’s
regulatory capital requirements (which could inseem the future), to increase mortgage rates
by approximately 300 basis poitits.

Non-regulated mortgage originators, an integral pbthe “shadow banking system,”
would also need to increase rates due to the preroapture provisions, though for different
reasons than discussed herein. In the event thaetjuired rate increase for those entities is less
than the required increase for the regulated semgponsors, the premium capture provisions
would have the effect of tilting the playing fialufavor of mortgage origination through non-
regulated “shadow banking” entities. In either ¢asertgage rates would rise significantly.

The Premium Capture Provisions Would Raise Hedgingosts Significantly, Leading to
Higher Mortgage Rates

The premium capture provisions would substantiaige hedging costs due to the
asymmetrical impact that the premium capture promswould have in response to interest rate
changes. For example, consider a sponsor who ategiror purchased a loan at par and
securitized six months later. During this six-mop#riod, the interest rate risk to which the
sponsor would be exposed would typically be hedgéd Treasuries or swaps, such that any
change in the loan value due to an unexpectecestitesite change would be offset by a
corresponding change in the value of the hedge.

With the introduction of the proposed premium capforovisions, however, the interest
rate risk would become asymmetrical: a declinentarest rates during that period would cause
the value of the securitization to increase, tlaisimg the required premium capture amount.
Realization of this captured premium, which coualklet decades, would reduce the present value
of this premium to a fraction of the premium amoUHbbwever, an increase in rates, which
would lower the loan's value to below par, would celuse any premium capture amount account
to be created, since the securities would be sallolbthe par value of the loans.

To hedge this asymmetrical impact on value dudutdations in interest rates, the
sponsor would need to use hedging instruments warelsignificantly more expensive than

® Assumes that required regulatory capital equal¥4 6f the securitized portfolio at 100% risk weigltapplied at a 10%
capital ratio and requires equity-like yields.
" For example, the present value of one dollar defefor 30 years and discounted at 4% annuallylsgproximately 0.30.
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those currently used. We estimate that these isetehedging costs, which would ultimately be
transferred to the borrower, could raise mortgagesrby approximately 40-45 basis pofhts.

The Premium Capture Provisions Treat Identical Ecommic Interests Differently

The proposed premium capture provisions treatcadrtetention, which provides a
perfect economic representation of the ABS intsredifferently from representative sample
retention, which provides an approximate economcasentation of the ABS interests. If any
differentiation is appropriate, then arguably, maitretention should be subject to a lower
retention requirement because it is always a peeigmomic representation of the ABS
interests.

The Effects on Liquidity of the Premium Capture Provisions Would Undermine Federal
Monetary Policy Decisions

Market interest rates and mortgage loan pricesrgépenove in opposite directions. As
a result, the proposed premium capture proviswhg;h would lower the liquidity of premium
loans, would reduce the capital available for lagdvhen a policy decision to lower rates results
in the creation of premium loans. This would berteuto the effect that is generally intended by
such policy decisions. Thus, the premium captuogipions would dilute the impact of the U.S.
government's federal interest rate policy decislmnseeducing the capital available for mortgage
loans when interest rates are lowered and by isargdhe capital available for mortgage loans
when interest rates are raised.

Economic Impact of thePremium Capture Proposal

For the reasons outlined above, we believe thegsegh premium capture provisions
would result in an increase in mortgage rates,ni@tdy up to or even in excess of 200 basis
points. This increase in borrowing costs would bmbk by the consumer and would negatively
impact affordability and, as a result, housing gsicTo illustrate, the below table shows the
impact of a 2 percent rate increase on a hypotddimrower of a 30-year fixed-rate mortgage
today:

Current Loan Amount Premium Capture Effect Breakeven Loan Amount

Loan Amount 500,000 500,000 400,000
PropertyValue 625,000 625,000 500,000
Loan to Value 80% 80% 80%
Rate 5.25 7.25 7.25
Monthly Income 9,861 9,861 9,861
Mortgage Payment 2,761 3,411 2,729
DTI 28% 35% 28%

8 For example, we estimate that using options inlstéa reasuries and swaps for hedging could inerétas cost of a six-month
hedge by approximately 200 basis points upfronickvive estimate to be approximately equivalentGel8 basis points per
year in rate.
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As this table illustrates, in order to maintain saene level of borrower affordability (as
measured by DTI) with the higher mortgage rate pitogperty value must be reduced by
approximately 20%. A reduction of that magnitudeulgichave a severely negative impact on
home prices and ultimately on the U.S. economy.

We Believe That the Premium Capture Provision Shoul Be Eliminated or Significantly
Modified

Risk Retention can be accomplished in other forntisout having such a negative
impact for both issuers and borrowers. To therexteat Premium Capture is contained within
the final rules, we believe that it could be betédlored to serve its purpose without incurring th
severe negative consequences that the Proposal waate. In particular, for the reasons
discussed above, we would recommend:

* Eliminating the application of premium capture Vertical retention and the
Representative Sample Method.

» Defining “net closing costs” to include all costdated to the transaction and its assets
that would be applied under GAAP to determine nebime.

* Broadening the Representative Sample Method tadecthe retention of a 5% pass-
through participation class.

» If premium capture is not eliminated for verticatention (and we believe it should be,
for the reasons discussed above), then in thelasilmu of the capture amount, excluding
cash reserve account amounts from gross procedtatsihe calculation is not circular,
and using the same multiplier for vertical retentas is used for its economic
equivalent, the Representative Sample Method: £0€ept.

We believe that these changes will have the folhgwbenefits, which will support the
goal of achieving a strong and vibrant housing raark

» Ensure that the sponsor's retained interest iseainmngful significance, aligns the
interests of the sponsor and the holders of theetssecurities, and achieves the purpose
and fulfills the mandate of Dodd-Frank.

* Ensure that structuring choices do not undermsiergtention economics.

* Increase the amount of capital available for legdby allowing a sponsor to continue to
achieve sale accounting treatment for securitinatibat currently qualify for such
treatment.

* Protect borrowers from significant rate increases.
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* Ensure that risk retention requirements are noufar and treat identical economic
interests in the same fashion.
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The Qualified Residential Mortgages’ Proposed Undewriting Criteria
Are Generally Appropriate, With Some Modifications

Congress directed the Agencies to define the téymafified residential mortgage’ . . .
taking into consideration underwriting and prodigettures that . . . result in a lower risk of
default.” See Section 941(b) of Dodd-Frank. In msipg the eligibility requirements for QRMs,
the Agencies expressed several goals and principies, the Agencies stated that QRMs should
be of the highest credit quality, given that Cosgrexempted QRMs completely from the credit
risk retention requirements. Second, the Agen@esgnized that setting fixed underwriting
rules would exclude from QRM some mortgages tomgatty creditworthy borrowers. The
Agencies believed that the benefit of providingefixand simple eligibility requirements rather
than codifying the trade-offs used in underwritmgweighed the cost of excluding such
mortgages from QRM. Third, the Agencies soughtreserve a sufficiently large population of
non-QRMs to enable the market for securities batieithose mortgages to be relatively liquid.
Fourth, the Agencies sought to implement standdwaiswould be transparent and verifiable to
participants in the market. Finally, the Agencieaght to address the requirement that the
definition of a QRM be no broader than the defamtof QM.

The Agencies asked for comment on their overalt@ggh to the definition. They also
asked for comment on the impact of the proposejbdity requirements on the securitization
market, pricing, credit availability, and the impaa low- and moderate-income borrowers,
among other issues. While JPMorgan Chase belibats$he overall approach is appropriate,
certain of the specific eligibility requirement®arot sufficiently tailored to the goals and
principles expressed by Congress and the Agenoniéslzould be modified or removed.

The Agencies’ Overall Approach to Defining ORM is $und

JPMorgan Chase generally supports the effortseoAtencies to define QRM as
outlined in the Proposal. We recognize the betiadit tighter underwriting standards can bring
to the mortgage origination market. The failuresnoirtgage originators who did not uphold high
credit standards are well documented.

JPMorgan Chase has determined that the price eliffiat in private label securitizations,
based on the 5% risk retention requirement aloiieba/minimal, and as a result should have
little impact on borrowers who are able to qualdy standard or “plain vanilla” mortgages. As
more fully discussed elsewhere in this comment, digish Chase believes that non-QRMs will
only be priced 10 to 15 basis points higher ind/iblan comparable QRMs private label
securitizations without credit risk retention. dddition, it is certainly understandable that the
underwriting requirement for a QRM loan will be b@ih, given that QRMs are supposed to be
the least risky types of mortgages that can be maggefor this reason that we believe the
Agencies should take all appropriate steps to rsake that a vigorous non-QRM market exists
following the issuance of the final risk retentiates. This will help ensure that reasonably
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priced mortgage options are available for low arodienate income borrowers and other
underserved populations.

The ORM Eligibility Requirements Should be Adjustedin Some Areas

The definition of a QRM is limited to home purchdsans and refinancings secured by a
borrower’s principal dwelling. These loans must hiespecific eligibility requirements in
order to qualify as a QRM, as well as all of thetwtiory limitations for a QM under TILA. The
Agencies state that the 13 criteria for QRM arédiacthat should result in lower risk of default
and/or reduce the likelihood of “payment shockbtorowers. JPMorgan Chase agrees that
many of the requirements identified by the Agenaiessignificant factors in determining risk of
default. For example, the loan-to-value ratio (“L')éf a mortgage is clearly a factor in
performance. JPMorgan Chase proposes, howeveréttatn eligibility requirements are either
too restrictive as proposed or do not have a mgéulibearing on loan performance. As
discussed in further detail below, JPMorgan Chasie\es that changes to the following
eligibility criteria would better further the Ageles’ stated goals.

The LTV Ratios are Appropriate; However, the Rate and Term Refinancing Loan-to-
Value Ratio Should be the Same as the Ratio for HoenPurchase Loans

The Agencies have proposed three LTV ratios fdereht types of loans. For purchase
mortgages the LTV may not exceed 80%, for ratetanmd refinance mortgages the LTV may not
exceed 75%, and for cash-out refinance mortgagesTR may not exceed 70%. JPMorgan
Chase believes that the LTV limits proposed forchase mortgages and cash out refinances are
appropriate but advocates changing the ratio teraad term refinances for the reasons
discussed below.

As the Agencies have acknowledged, loans originatddLTVs above 80% could be
considered prudent and appropriate. Nevertheles4ol§an Chase does not recommend
increasing the proposed thresholds for purchaségangpes and cash out refinance mortgages for
the following reasons:

First, the 80% and 70% thresholds for purchasegagds and cash-out refinance
mortgages support the Agencies’ goals of providiegr and simple eligibility
requirements that will also have a positive imgacttoan performance;

Second, in our experience, the proposed LTV ratiweelate with lower risk of default;
and

Third, LTV ratios should generally be conservatigwen that even the best and most
accepted methods of collateral valuation cannairensomplete accuracy of value.
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However, JPMorgan Chase has concluded that rateeamdefinancings perform much
like purchase mortgages and, therefore, it wouldggopriate to set a maximum LTV of 80
percent for rate and term refinance loans. In gdnborrowers tend to pursue rate and term
refinance transactions that improve their relaggsition with respect to their payment
obligations, interest rates or remaining termss®mould generally result in a lower risk of
default. Other credit risk factors being the sabmrowers who refinance to reduce their rates
but who do not cash out equity demonstrate themmoament to the home and should be
subjected to the same maximum LTV requirement aa ftome purchase loan.

While it has been suggested that Dodd-Frank wastertded to allow the Agencies to
utilize factors such as LTV to define a QRM, wedfihis argument to be unsubstantiated. The
fact that Congress decided not to include a reeréom LTV ratios in 8941 of Dodd-Frank does
not in any manner diminish the Agencies’ authatynclude LTV ratios when implementing
their statutory authority to define the characterssof a QRM. Moreover, JPMorgan Chase
believes that LTV ratios are an appropriate elenretdan underwriting and, therefore, in
defining low risk loans that should be eligible @RM status.

The Agencies Should Incorporate Credit Scores intthe Credit History Requirements

JPMorgan Chase supports the use of borrower dreddtry in defining QRMs, but
believes the Agencies should adopt an approactalioats the lender, at its option, to use a
validated credit scoring model in place of the jmsgd credit criteria. The Proposal’s rules-based
approach runs the risk of including unacceptalihisk borrowers in QRM, and at the same
time, excluding mortgage loans with lower risk @dweristics from QRM. Credit scoring almost
universally outperforms binary rules-based appreach predicting default risk, because scoring
algorithms can weigh credit bureau attributes witier transaction-level risk characteristics.
Credit scores consider statistically significarattees of the borrower’s credit behavior that
would not be considered in the Proposal. Speclficdie number of recently observed credit
inquiries, the utilization rate on revolving debihd the age and depth of the credit file all tend t
appear as attributes in credit scores but arenctided in the Proposal’s rules-based matrix.

The superior performance of credit scoring in idgimy loans with a high default risk is
observed in our own experience. For example, we Baen a measurable improvement in loan
performance beginning with 660 FICO scores, witbregreater improvement occurring when
scores exceed 700 FICO. Indeed, credit scoringdslwincorporated in other underwriting
guidance because of its superior performance idigreg risk of default. Guidelines currently
maintained by FHA and the GSEs, as well as priodential guidance from the federal banking
regulators, all acknowledge the predictive valubigh quality credit scoring models. In some
instances, credit scores are explicitly incorpatat¢o these underwriting matrices.

We recognize the Agencies’ reluctance to embeckaifsp scoring system in regulations.

Accordingly, JPMorgan Chase urges the Agenciegpioee whether credit scoring algorithms
and associated cutoffs could qualify for use in@RM definition without endorsing a specific
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credit score model. JPMorgan Chase offers itstasgie to the Agencies should they decide to
explore this approach to credit history.

The Agencies Should Adopt a Single Debt-to-IncomédTI™") Ratio

JPMorgan Chase supports a DTl measure in conjunetith the maximum LTV ratios
and credit history criteria, but believes a sifghek-end DTI of 42 percent would better achieve
the goals of Dodd-Frank than the proposed DTI satdT| is meaningful because the more a
borrower’s income must be used to service all megidebt, the more likely a brief interruption
in income or a large unexpected expense could camipe his or her ability to maintain
mortgage payments. The Proposal caps monthly hguassibt (front-end DTI) at 28% of monthly
gross income and total monthly debt (back-end @BTB6% of monthly gross income.
Recognizing the lack of empirical data supportimg @se of DTI in evaluating risk, the Agencies
looked at historical trends and certain limitedngeerformance data and determined that the
ratios were consistent with the goals of the Prapos

JPMorgan Chase believes the proposed DTIs wouldheasurably improve performance
of loans included in QRM, and at the same time theyld exclude many low-risk loans from
QRM. In contrast, a single and more generous badk-&tio would better predict risk of default
without unnecessarily excluding sound loans fromMQRistinguishing between front-end and
back-end DTl is not very meaningful in the curreabnomic environment. Borrowers today do
not give priority to their mortgage debt over othecurring obligations, as they once did. Thus,
for newly originated mortgages the front-end DTd\pdes very limited predictive value in
comparison to the additional predictive value afteby the back-end DTI.

Therefore, JP Morgan Chase supports eliminatidhefront end ratio altogether, and
advocates only a back end DTl ratio. We have olesktivat for loans meeting the Proposal’s
maximum LTV ratios and credit criteria, loan perf@ance begins to deteriorate when DTIs
exceed 42 percent. A single DTI ratio of 42 perceotild better ensure that high credit quality
loans are included in the QRM, as intended by Diedihk, than the proposed ratios. JPMorgan
Chase notes, however, that if the final rule all@dsgher LTV and lower FICOs than the
current Proposal, the Agencies also should recheeback-end DTI ratio to an appropriate
percentage based on loan performance data.

We note that a White Paper prepared by the Mortgagkers Association (“MBA”)
cites data intended to demonstrate that DTI rdtao& little impact on default rates. Specifically,
the MBA argues that elimination of the DTI ratioerh the QRM definition will expand the
number of loans qualifying on QRMs significantly vehdefaults would increase by only a small
percentage. JPMorgan Chase believes the MBA'srdaa important public policy
considerations and should be given close scruyrthé Agencies. However, JPMorgan Chase
does not believe that DTI should be eliminated ftbmmQRM definition altogether, because this
could result in loans with very high DTlIs beingsddied as QRMs. These borrowers are
significantly more likely to experience overwhelmipayment stress given the existence of
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obligations in addition to the mortgage loan. Tieihg the case, JPMorgan Chase continues to
believe that a single back-end DTI ratio of 42%ppropriate.

The ORM Definition Will Not Drastically Increase Interest Rates for Loans That Are
Subject to Risk Retention

The Agencies stated that their aim was to defindQ&include only the highest credit
guality loans without unnecessarily increasing £ést creditworthy borrowers whose loans
would not meet the high QRM criteria. Based up@nediminary analysis, JPMorgan Chase
believes that the 5% risk retention element, stajdione, is not expected to drastically increase
the cost of credit for residential mortgage lodrat tlo not meet the QRM definition. However,
we are concerned about, the cumulative impact&fretention and the PCCRA on
securitizations and borrowers.

In the current market, borrowers with adverse ¢nesk profiles are already subject to
higher credit costs such as GSE guarantee feemarigage insurance premiums. Similarly, it is
expected that borrowers whose loans are subjehetb% risk retention will bear the resulting
costs, including the higher liquidity costs anditaosts associated with these loans. For
example, assuming a 5% risk retention for a padfof loans, the loans in the portfolio will be
subject to a 6% weighted capital requirement, wiriahslates to an additional capital burden of
approximately 30 to 40 basis points. This increasgaital cost will, in turn, require an increase
of roughly 10 to 15 basis points in yield versuaparable loan in a private label securitization
without credit risk retention.

This estimate of a minimal impact is consistentwvaih estimate suggested by Chairman
Bair of the FDIC in a recent address to the CournrtiForeign Relations and by Board Vice
Chair Janet Yellen in a recent speech at the 2@tlerfal Reserve Bank of Cleveland Policy
Summit. In JPMorgan Chase’s view, these increasesa significant and are consistent with
the Agencies’ goals.

JPMorgan Chase believes that the larger and mgmnéisant issue the Proposal poses is
the absolute cost of risk retention to the induatrgt borrowers. In particular, as discussed above,
JPMorgan Chase is concerned that the combinatitimeaisk retention requirement, the
imposition of the proposed PCCRA, and the origimgatender’s continued servicing of the loans
will, in the aggregate, result in such a large l®feisk retention that it will jeopardize the &u
sale treatment of mortgage securitizations. The, loseven the threat of loss, of true sale
treatment will endanger the entire securitizatiarket. If this occurs, lending costs will increase
and the availability of residential mortgage credit be severely constrained. Accordingly,
JPMorgan Chase strongly urges that the final réigml@stablish a risk retention level and a rule
for premium recapture that will not risk the trudestreatment of residential mortgage
securitizations.
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JPMorgan Chase Supports a Prudent Expansion of th®RM Definition That Includes
Relaxed LTV and DTI Standards

As discussed above, JPMorgan Chase believes thaigdéncies’ overall approach to
defining QRMs is sound. However, JPMorgan Chasemserned that tighter underwriting
requirements could inappropriately restrict ac¢esnortgage credit for low and moderate
income communities, minority neighborhoods, firstd homebuyers and other vulnerable
groups. JPMorgan Chase believes that the Agesbmsd explore whether these potential
adverse effects could be avoided by calibratind_ifé ratio and other criteria, such as DTI or
credit scores, contained in the Proposal.

JPMorgan Chase believes the Agencies should conslther it is possible to develop
a QRM definition with a more relaxed LTV ratio, tgp90%, with private mortgage insurance,
while adjusting other underwriting criteria to ersthat QRMs remain relatively low risk assets
across a range of LTV values. The importance wélbping a more flexible approach that
increases homeownership opportunities to more bam® of diverse income, racial and ethnic
groups should be balanced by a full understandinigeopotential increase in the frequency of
defaults that is likely to result. This will hedmsure development of a responsible and balanced
approach that affords a meaningful level of pratecto consumers and investors alike.

The Final Rule Should Allow Issuers to Include ORMswith OMs in the Same Pool

The proposed risk retention rule states that alhefmortgage loans in a securitization
must be QRMs or qualifying government loans in otdeavoid the 5% risk retention
requirement. By its terms, the proposal would ingptbee 5% risk retention requirement on all
loans in the securitization if any of those loarssevQMs but did not qualify as QRMs or
government loans. While this proposal generalliofes Section 941 of Dodd-Frank, it has the
effect of depriving QRMs and government-insurechioetom the risk retention exception that
they would otherwise enjoy, solely because theyrarleded in the same securitization as loans
that qualify only as QMs. In these situations, @uld be a simple mathematical calculation to
apply the 5% risk retention requirement solelyhi® QMs in the securitization that did not also
qualify as QRMs or government loans. This approaidigive lenders — particularly, community
banks and other smaller lenders — the flexibilitpondling a wide range of high quality,
relatively safe mortgage loans in a single se@atitbn without losing the risk retention
exemption for those loans that also qualify as QRMgovernment loans. Accordingly, we
request that the Agencies permit QMs to be includedsecuritization with QRMs and
government loans, with the 5% risk retention reguient being applied solely to the QMs that
do not also qualify as QRMs or government loarishd Agencies are concerned about this
approach, JPMorgan Chase urges the Agencies taleoas alternative under which a specified
percentage of the securitization may consist of @s do not qualify as QRMs or government
loans without losing the exemption from risk retentfor those loans that otherwise would

qualify.
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The Final Rule Should Permit Termination of Risk Raention after Three Years

JPMorgan Chase recommends that, after a threepgead, the risk retention
requirements terminate and the securitization spoe allowed to sell its retained interests.
This would provide a powerful incentive for sounamn originations by rewarding good
underwriting practices with a reduction in the Eapital and liquidity costs required by the
Proposal.

JPMorgan Chase estimates that risk retention whignifmplemented will require the
industry to set aside $250 to $300 billion of lidjty and $15 to $20 billion of capital to support
the 5% risk retention requirements. We believe these costs can be mitigated by
approximately 50% if the period of risk retentiarlimited to three years. JPMorgan Chase has
observed that underwriting defects often surfadbénfirst three years of a loan’s life and that
deterioration in loan performance after three yeatsually attributed to customer life or
financial events unrelated to the original loamslerwriting quality, such as death, divorce,
illness, or unemployment. This suggests that aetiear risk retention period will appropriately
meet the Congressional purpose in enacting Segiaérof Dodd-Frank.

In reviewing proposals to terminate risk retentiequirements after a reasonable
seasoning period, the Agencies should considerdigmificant enhancements to securitization
disclosures being implemented by the industry ¢fample, under the ASF’s Project Restart or
as a result of Dodd-Frank) will increase the avmliy of performance data and support
transparent pricing before and after retained @stisrare free to trade.

The Limitation on Points and Fees Should be Removddom the Risk Retention Rule and
Implemented by the CFPB in the “Qualified Mortgage” Rulemaking under TILA

The proposed definition of QRM limits the pointddees payable by the borrower in
connection with the loan to three percent of thaltman amount. The Agencies imported this
points and fees limitation from the definition oMQn TILA as amended by Title XIV of Dodd-
Frank. They stated that the points and fees test bmiincluded in QRM “to ensure that the
standard applicable to QRMs would be no broadar thase that may potentially apply to
QMs.” 76 FR 24090, 24126 (Apr. 29, 2011). Howetlee, Agencies’ action is unnecessary, as
the CFPB’s final QM rule will apply to all loansatcould potentially be QRMs, thereby
ensuring that QRMs would meet the points and festsincluded in QM.

More importantly, the Agencies’ points and fees tesnconsistent with, and stricter
than, the points and fees test in QM. Specificalig, QRM points and fees test does not adjust
the points and fees limit for small loans and doaspermit exclusion of bona fide discount
points. The Agencies offer no justification for tsteingency, which will result in some loans of
extremely high credit quality being barred from QR#latment contrary to Congress’ intent. In
addition, the different points and fees tests f&\MQand QM will result in additional compliance
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burden and cost without any offsetting benefith®marketplace or consumers. Accordingly,
the points and fees test should be removed fromghkeetention rule and should be
implemented through the QM rulemaking.

The Agencies Must Provide Guidance on Key Provisianof the ORM Definition to Provide
Certainty to Originators, Sponsors and SupervisoryAgencies

The definition of QRM contains some key terms aral/izions that require clarification.
Without clarification, originators and sponsorslvialce compliance costs that are inappropriate
for loans that Congress clearly intended to beikgadginated and securitized. JPMorgan Chase
requests clarification in the final rule on theuiss discussed below, and we also respectfully
request that the Agencies commit to issuing ineggtions on a regular, timely basis and with
opportunity for interested parties to comment beforalizing any guidance. This could be
accomplished under the auspices of the FSOC ohanwtteragency body the Agencies deem
appropriate.

Definition of “refinancing”

Section ___ .15(a) defines a “refinancing” for pup®e of QRM as a home-secured loan
that “satisfies and replaces” an existing home-ggtioan. This definition should be revised to
recognize transactions which accomplish the egentadf a refinancing without satisfying and
replacing the existing loan. These transaction®#en referred to as “modifications, extensions,
and consolidation agreements” or “MECAs.” MECAs ased extensively in New York, Florida,
and Texas, to allow borrowers to effectively refioa their loans while legitimately avoiding
increased state and local recording taxes and btivdens on refinancings. Notably, federal
regulators consider MECAs as part of a financiatitation’s lending activities under the
Community Reinvestment Ackee, e.g.Interagency Questions and Answers Regarding
Community Reinvestment Act, 8§ .22(a)(2)-3, 751AR42, 11655 (Mar. 11, 2010). There
being no indication that Congress intended to el«MECASs from QRMs, we urge the
Agencies to include them provided they otherwisettige QRM definition.

Requirement for an Appraisal

Under Section __ .15(b)(11), the Agencies’ proposalires the use of a formal
appraisal for all loans that are to meet the QR$1 {Ehis is inconsistent with federal prudential
standards and regulations that allow the use afp@nopriate evaluation (e.g. an automated
valuation model) for residential mortgages of $250Mess. Automated valuation models are
highly predictive of actual value and are routingded by loan originators for smaller loans in
order to reduce unnecessary costs and delaysrisuoters. Moreover, requiring appraisals for
QRMs is inconsistent with Section 1471 of Dodd-ktamhich mandates the use of an appraisal
only for higher-risk mortgageseven when the loan is for $250M or less. Thiscats that
lenders originating QRMs, which are by definitianvirisk, should be able to use evaluations in
lieu of formal appraisals when otherwise authorizgdaw. Therefore, we urge that use of these
evaluations be permitted for QRMs, consistent withrent federal prudential standards.
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Clarification of Credit History Requirements

A QRM must meet the credit history requirementSaction _ .15(d)(5). As discussed
above, we support the use of an acceptable craating model. However, if the Agencies retain
the credit history requirements, several itemsireqtlarification. We request that the Agencies
clarify the following terms: (1) “90 days from ciag” should be calculated in a manner
consistent with widely accepted underwriting guitkes, including the GSE’s guidelines; (2)
“Closing” means when the borrower(s) become obdidgatn the transaction, not funding; ; (3)
“Credit report” has the same meaning as a “consuapart” in Section 603(d) of the Fair Credit
Reporting Act, 15 USC1681a, and any implementiggilegions; and (4) “Past due in whole or
in part” should be interpreted to allow a de mirdrmpast due amount to be ignored for QRM
purposes.

26



3. CMBS

JPMorgan Chase generally supports the positiome®toposal taken by the CREFC in
its comment letter, including the criteria for aatitying commercial real estate loan.

General Risk Retention Requirement

JPMorgan Chase supports the goals of risk retenatbelieves that there are some
problems with the Proposal as it applies to CMBStigularly the PCCRA. Dodd-Frank
mandates retention of 5% of the credit risk of tssgansferred into a securitization transaction,
as does the Proposal, which would indicate thab¥eelates to no more than the par (or face)
value of the issue. However, the Proposal relabrihe PCCRA goes beyond that. In addition,
the provisions regarding retention of the firstsl@®sition in a CMBS issuance by a third party
purchaser (the “B-Piece Buyer”) and the qualiff2igE loans are particularly troublesome.

Premium Capture Cash Reserve Account

JPMorgan Chase strongly opposes the idea of a PGGR2MBS because it would
reduce credit available for commercial propertied eause substantial declines in commercial
property values. The requirement for a PCCRA waldt remove the major source of the
sponsor’'s compensation and incentive to secure could shut down the CMBS market
altogether. The consequences of severely dimidjstreof the elimination of, CMBS issuance
would result in higher costs of financing for bamers. In addition, the fact that the PCCRA acts
as the first loss piece unnecessarily imposes staoial burden on securitization sponsors for
which they are not being compensated and is adudisincentive to securitize.

The PCCRA goes beyond the risk retention requirésneinDodd-Frank. There is no
need for a PCCRA if a third party B-Piece Buyer thesretention risk since the purpose of the
PCCRA, according to the Proposal, is to prevemtcaigtization sponsor from structuring issues
so as “to effectively negate or reduce the econ@xposure it is required to retain.” If a CMBS
sponsor monetizes the excess spread, it doesmautish the risk the third party B-Piece Buyer
has agreed to assume.

In addition, based on discussions with the Fedeeskerve Bank of New York
(“FRBNY?"), there appears to be an inconsistencyveen the Proposal and the intent of the
drafters (or at least of the FRBNY) regarding tb&ained risk amount being based on the market
value or net proceeds of the issue as opposee fpathvalue or face amount of the issue.
JPMorgan Chase requests that the Agencies clahiéthver the PCCRA for purposes of risk
retention is determined based on par value (eee A&mount) as per the Proposal or market value
(i.e. net proceeds) as indicated by the FRBNY.

The underlying assumption by the Agencies/FRBN¥t the PCCRA is intended to

prevent excessive monetization of excess spreachwhduces the market value of the first loss
position below its face value and to ensure thiaag adequate value, does not take into account
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the fact that the purchase of a first loss B-pegca steep discount to par is mandated by the B-
Piece Buyer’s yield requirements and entirely appate given the B-Piece buyer is taking the
first loss on the assets and is exposed to greskeof loss.

Another misconception on the part of the AgenciB8RY is that the existence of
excess spread is an indication of aggressive undergvand lending at above market interest
rates and a method to circumvent the risk retertites. In fact, the agreed-upon interest rate by
the borrower and the originator is the market fat&eommercial mortgage loans at the time of
origination, whereas the securitization yieldsrageket rates for CMBS at the time of
securitization, i.e., different market rates irfeliént markets. Furthermore, the monetization of
excess spread has been a hallmark of CMBS seatigtis at all times prior to the Proposal.

Finally, the Agencies/FRBNY are correct that thedR2& will make securitization of
excess spread unappealing to securitization spsihsrare mistaken in their view that the
excess spread will be at the bottom of the waterfal, distributed to the B-Piece Buyer in terms
of additional yield/increased value or to the rasicholder. The reality is that securitization
sponsors will not securitize if there is insufficigrofit.

JPMorgan Chase recognizes, however, the Agenaesetn that risk retention could be
“gamed” by sponsors issuing bonds at substantahpmes, or that B-Piece Buyers would not
have sufficient “skin in the game” given their pliase of the B-Pieces at a deep discount to par.
JPMorgan Chase therefore recommends that PCCRAnieated in the final rules, but that
potential manipulation of the price of the B-Piea@& be prevented through a requirement that
the B-Piece have a coupon equal to the lessey bO{year Treasuries plus 1.0% or (ii) the net
weighted average coupon (“WAC”) of the loan poGlurrently, investors are buying conduit
CMBS B-Pieces with coupons that are approximatgliaéto 10-year Treasuries plus 50-100
basis points, which is slightly below the WAC oétloan pools.

We further recommend that if the PCCRA is not atiated in the final rules, another
viable alternative would be that, in addition te tiase 5% risk retention (based on par) held by
the B-Piece Buyer, the CMBS sponsor would retagngiteater of 5% of the market value (net of
closing costs) or par value of the securitizatiareach case after taking into account the
proceeds of the sale of the B-Piece to the B-Feger. This would be accomplished by the
additional retention by the CMBS sponsor of a passu loan participation or pass-through
interest in the entire pool of loans in an amounta to the greater of:

(i) 5% of the par value of all of the principal-payitigsses issued in the CMBS
transaction minus the proceeds of the sale of tReeBes sold to a B-Piece Buyer;
and

(i) 5% of the market value (i.e., gross proceeds @) sdlall of the classes issued in
the CMBS transaction, less the net closing costsipted to be deducted under
GAAP (e.g., taxes, hedging costs, rating fees| l@ga accounting fees) minus
the proceeds of the sale of the B-Pieces soldBd’&ece Buyer.
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This additional retention ensures that even ifghensor issues bonds at a substantial
premium, the combined retention by both the spoasdrthe B-Piece Buyer accomplishes the
goal of meaningful risk retention that complieshniite intent of Dodd-Frank, but permits the
sponsor to realize the value from the sale ofth@$ up front, as opposed to waiting until the
maturity of the transaction in the form of a PCCRWe should note, however, that this
additional retention by the sponsor will cause ioagjon spreads to increase by as much as 50
basis points and will ultimately make commercialrtgage borrowing more expensive for the
borrower.

Risk Retention and PCCRA in Investment Grade Issues

We note that the specific exemption for CMBS rigtention by a B-Piece Buyer
generally would only apply to “conduit” CMBS issuagwhich originators of commercial
mortgage loans aggregate loan pools of 10-100 Iwarsecuritization. The conduit business is
only a part of annual commercial mortgage loanioatjons and securitizations. The B-Piece
Buyer concept is not directly applicable to singterower CMBS backed by a single mortgage
loan or related mortgage loans made to a singlewer (“Single Borrower CMBS”) or to
floating rate CMBS products. These transactionsilisinvolve the origination and
securitization of one to ten loans, each with 58645V ratios that are made in conjunction
with mezzanine loans, as discussed below, and tlassae below investment grade
subordinated classes or unrated first loss classes.

Single Borrower and floating rate CMBS issues Uguak accompanied by substantial
amounts of mezzanine debt in excess of 5% of theg@ds of the CMBS issue. The LTV of the
CMBS issue would typically be 50-65% while the candd LTV of the CMBS issue and the
mezzanine loans would be 75-80%. The mezzanineisiebcured by the ownership interests in
the mortgage loan borrower and sequentially thezeal the ownership interests in each
mezzanine loan borrower, i.e., there are multipgz ranine loans and related borrowers. These
mezzanine loans are priced at par and are oftelhasthe same time as the related CMBS. The
convention in the market has been that the mezedoan buyers and their counsel essentially
perform the same kind of, or even more comprehensive diligence on the mortgage loan and
mezzanine loan collateral than B-Piece Buyers db wispect to the CMBS collateral because
the mezzanine loans are not directly secured byntbrégaged property.

The loss record on Single Borrower and floating @MBS transactions is that all losses
have been absorbed by the mezzanine loan holdénscalosses have been borne by the CMBS
holders. The mezzanine loans are effectively gaiima reverse sequential basis as the first loss
pieces. These facts strongly argue for allowingzaaine loans in Single Borrower and floating
rate CMBS transactions to satisfy the risk retentequirement and against any PCCRA
requirement since this first loss protection igatty being provided on a par purchase price basis
by the mezzanine lenders.

Qualifying Commercial Real Estate Loan (“OCREL™)
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We believe that the criteria set forth in the Pisadare, for the most part, not workable in
the marketplace. Taken together the debt seracerage ratio (‘DSCR”), LTV and 20-year
straight line amortization requirements are sueth #imost no loans intended for securitization
heretofore originated would qualify for the exeropti Twenty year straight line amortization
would be viewed extremely negatively by borrowaidrig out lower LTV loans because the
increased amortization significantly reduces césh fo the property owner. Lower LTV
borrowers like to maintain leverage for the ternowhership.

We note that in CMBS the borrower is a single pagoentity (“SPE”) and would not
have a 2 year borrowing history as required byRtaposal and that the originator is not capable
of estimating the ability of the borrower to payotyears prior to and after the loan closing since
the loan is non-recourse.

We propose that the requirements for a QCREL haeddllowing characteristics:

DSCR: 1.25x

LTV: 65%

Debt Yield: 9.25%
Maturity: 5- 10 years

Amortization Term: 30 years or less (scheduled stratight line)
LTV at Maturity: 55%

Combined LTV: 80%*

Delinquent: Never

* Combined LTV means the first mortgage loan ang subordinate or mezzanine loan as a
percentage of appraised value of the underlyinggaged property.

We are also of the view that the requirement that.flV be limited to 60% if the loan’s
capitalization rate is less than the 10 year swagpplus 300 basis points fails to take into
account other reasons why a borrower would invegte property, such as upside potential. We
believe that the Proposals’ underlying assumptiat the LTV constraint will prevent
speculation and cheap financing does not addressatlises of the financial crisis.

We suggest that pro rata credit be given for padtls some percentage of loans that
gualify as QCRELSs in which case the risk retentioa deal could be calculated as either the
product of 5% and 1 minus the percentage of thé Ipmsed on principal balances of loans that
qualify as QCRELSs or reducing risk retention overet by formulas based on the percentage of
the pool that qualifies as QCRELs. This will enage lenders to make incremental steps
toward reducing loan amounts and allow the CMBSketaio evolve toward better pool quality.

Lastly, the buyback obligation for QCRELs shouldckeified so that there would be no

such buyback obligation if the default is due toremmic conditions rather than faulty
underwriting by originators.
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Third Party Risk Retention

Our opinion is that although the provision for B«iece Buyer to hold the risk retention
piece is welcome, it unfortunately is not workabéeause of the conditions that must be
satisfied, in particular restrictions on financihgdging and transfer for the life of the
transaction, servicing control rights and disclesoirthe B-piece purchase price and the B-Piece
Buyer’s experience. In particular, the restriciam transfer for the life of the transaction will
make for fewer B-Piece Buyers in the market nommthdew years ago. Fixed income managers
and real estate investors typically cannot raisaeyavith no liquidity options without paying
significant premiums. The ultimate effect is likéb be that B-Piece Buyers may not agree to the
retention of risk provisions, which could be thatteknell for CMBS issuance.

B-Piece Buyer’'s Cash Investment

As discussed above regarding the lack of claritypdke intent behind the PCCRA, if the
intent is that the B-Piece Buyer’s cash investnben¢qual to 5% of the proceeds of the
securitization issuance amount, such a requiremdikely to have extremely negative
consequences for both the B-Piece Buyer and seatiain sponsor and ultimately borrowers.
B-Piece Buyers typically buy 5% of the face amauifrthe issue, which equates to the below
investment grade bonds in today’s market. Howewerpurchase price paid in cash is at a steep
discount to the face amount of the certificatesroter to achieve the B-Piece Buyer’s yield
requirements. That discount translates into thaichase price being approximately 2.5% of the
face amount of the issuance. A requirement the@pthichase price equal 5% of market
value/proceeds of the issue means that the B-Bieger would have to buy all of the Non-
Rated, B, BB, BBB- and BBB rated bonds. This cleawguld effectively double the amount of
high yield B-piece capital needed to support theessssuance volume. In order to achieve their
yield requirements, the price paid would be sigaifitly less than the purchase prices being paid
by traditional investment grade buyers of BBB a@BB securities.

Because the proposed regulations impose transfanding, hedging and special
servicing restrictions on the retained risk holdeRiece Buyers (if they agree to accept the
restrictions) will require, at a minimum, that theditional bonds they are required to purchase
yield at least as much as the B-pieces they now Bsguming an issue with 2% of proceeds in
excess of par and a B-Piece Buyer’'s 17% yield requent, J.P. Morgan’s CMBS trading desk
estimates that in order to maintain the econonaiché securitization sponsor and the B-Piece
Buyer, the commercial mortgage collateral wouldeéhtovhave an average coupon at least 47
basis points higher than that required for colkdtar a current CMBS issue. This additional cost
would be borne by borrowers.
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Transfer and Hedging

The restriction on transfer and limited hedginghef B-piece for the life of the
transaction and the prohibition of financing thrbuge securitization sponsor will be major
negatives for B-Piece Buyers. Either the relaifelv B-Piece Buyers currently in the market
will exit the market or increase their yield requirents to the detriment of borrowers and
ultimately the economic viability of the CMBS matkaVe would propose that the B-piece
could be transferred to “Qualified Institutional ygus” (within the meaning of Rule 144A under
the U.S. Securities Act of 1933 (the “Securitieg”Aoor institutional investors that are
“accredited investors” within the meaning of Ru@Lfa)(1), (2), (3) or (7) of Regulation D
under the Securities Ads long as the transferee is subject to the saowespons as those
applicable to the B Piece Buyer at issuance. dtfitiath, we would propose that the retention
requirement expire after three years if there H@an no losses as a result of loan modifications
or liquidations which would be indicative of qugliriginations. We believe that most B-piece
investors would agree to a three year hold peri®ghieces provide protection against principal
loss to investment grade bond buyers and no additiapital is required to be posted by the B-
Piece Buyer. An important distinction is that tiek retention should reside with the B-piece
itself rather than the initial B-Piece Buyer, itat the holder of the B-piece takes the B-piece
subject to the restrictions rather than assumiegith

Operating Advisor

If the special servicer and B-Piece Buyer areiatéd and the B-Piece Buyer is to
exercise servicing control rights, the Proposalines that an operating/trust advisor must have
the right to advise the special servicer and tomenend replacement of a special servicer
affiliated with the B-Piece Buyer unless more tbafb of certificateholders disagree, which is a
very high standard to meet given voting participatio date. This imposition of power to the
operating/trust advisor is contrary to what theiBeB Buyer has offered investors to date and
significantly alters the risk versus reward equatimfirst loss investors. We note that the
Proposal does not indicate whether eligibility tdevincludes appraisal reductions or not, which
matter should be addressed in the final rules.rédemmend that the operating/trust advisor’s
right to recommend replacement of the special serbe exercised only after the B-piece
position is reduced to less than 25% of its origprancipal balance (after taking into account
appraisal reductions) and then only after a majarfifprincipal balance certificate-holders (after
appraisal reductions) agree. This is JPMorgan €sasirrent approach in CMBS and it is
working to the satisfaction of both investment graavestors and B-Piece Buyers.

We also recommend that only after the B-piece osis reduced to less than 25% of its
original principal balance (after taking into acnbappraisal reductions), 25% of principal
balance certificateholders could recommend replacemwf the special servicer subject to
approval by principal balance certificateholdegistered to vote with either 51% or 66 and
2/3% of voting rights (after realized losses angrajsal reductions) . This is JPMorgan Chase’s
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current approach in CMBS and it is working to th&saction of both investment grade
investors and B-Piece Buyers.

The current market is also very different with mspto the operating/trust advisor's right
to consult on major servicing decisions if the saleservicer is an affiliate of the B-Piece Buyer.
It should be noted that the Proposal does not stagther the consultation is or is not binding on
the special servicer. We believe that it shouleshdwe-binding and subject to the special servicer
acting in accordance with the servicing standardenthe B-piece investor is exercising control.
We recommend that only after the B-piece posiisoreduced to less than 25% of its original
principal balance (after taking into account apgabreductions) the special servicer would be
required to (i) consult on a non-binding basis wiita operating/trust advisor with respect to
asset status reports and (ii) act in the bestasterof all certificateholders in accordance wli t
servicing standard.

B-Piece Buyer’'s Purchase Price

JPMorgan Chase believes that B-Piece Buyers w@hliobject to disclosure of their
purchase price for the 5% retained piece sinceuldcreveal the B-Piece Buyer's pricing
parameters to its competitors. We recognize thel slisclosure is of interest to investment
grade buyers but note that it has not heretofoea loensidered material for disclosure purposes
because of the confidential and proprietary nadfitee information.

B-Piece Buyer’s Financial Resources

While we recognize that the requirement for B-PiBaogers to have adequate financial
resources to back losses is in Dodd-Frank, we waskdhe Agencies to clarify the intent. The
B-piece investment will already have been madbaetime of issuance and there would be no
further cash outlays in the event of losses allectbthe B-piece. It is a funded type of risk
retention, as opposed to a guaranty or lettereditwhich requires that the issuer have the
financial wherewithal to meet its future obligatsonOtherwise it is unclear what would be
considered “adequate” in this context.

B-Piece Buyer Compliance

In our view it is not feasible for a securitizatisponsor or depositor to monitor on an
ongoing basis the B-Piece Buyer’'s compliance withdonditions (especially the restriction on
hedging) proposed by the Agencies. A more realeggproach would require the B-Piece Buyer
to certify compliance on an annual basis.
B-Piece Buyer Experience

While the identity of the B-piece buyer would conte to be disclosed, JPMorgan Chase

guestions the need for disclosure of the B-PieggeBsi experience in CMBS investing. In
existing securitizations a qualified special sesvis the entity whose experience is most relevant
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to investors and that experience is already disdas public and private offering documents.
The experience of the B-Piece Buyer has not heyetdfeen viewed as material for disclosure
purposes and it is unclear what its relevance wbaldiven that investors that have not
previously invested in CMBS B Pieces may nevertigelee very capable of analyzing the
investment.

Assumptions and Methodologies

The requirement that material assumptions and rdethgies used to determine the
aggregate dollar amount issued, including estimeast flows and discount rate used, is
inapposite in that the principal balance of theitteaites sold to investors will equal the
aggregate initial principal balance of the mortgkgas and CMBS transactions do not utilize
overcollateralization as is the case with coveraads and other structures. Furthermore, the
offering circulars for CMBS issues already provimsyers of interest-only bonds with the pre-tax
yield to maturity based on assumed purchase palcésonstant prepayment assumptions which
are the material disclosures needed by potentiahagers. The discount rates used to determine
the expected proceeds of the interest-only bondsotlappear to be material to investors.

L-Shaped Retention

We have some concerns with the L-Shaped Retensisetorth in the Proposal. Based
on discussions with the FRBNY there appears tonhe@nsistency between the Proposal and
the intent of the drafters (or at least of the FRBMegarding the securitization sponsor holding
all 5% of the required retention as in the Propogaicording to the FRBNY, the securitization
sponsor could hold a 2.5% vertical piece and thi&dge Buyer could hold a 2.5% horizontal
piece. If the latter approach was intended, therProposal should be so clarified as we believe
this greater flexibility would be attractive to seitization sponsors and B-Piece Buyers.

If the securitization sponsor held a vertical piand a B-Piece Buyer held the bottom
horizontal piece as in an L-shaped retained pasiaad assuming 2% of proceeds in excess of
par and a B-Piece Buyer's 17% yield requiremei, Morgan’s CMBS trading desk estimates
that in order to maintain the economics to the sezation sponsor and the B-Piece Buyer, the
commercial mortgage collateral would have to haveverage coupon at least 21 basis points
higher than that required for collateral in a cotr€ MBS issue. This additional cost would be
borne by borrowers.

Duration of Risk Retention Requirement

JPMorgan Chase does not believe that risk retestionld be for the entire term of the
securitization. The cumulative effect on secuattian sponsors and B-Piece Buyers will be to
diminish their balance sheet capacity to issueilavekt. As stated above, we believe that most
securitization sponsors and B-Piece Buyers woutdeatp a minimum hold period not to exceed
three years. Poorly underwritten loans are likelynanifest themselves within the first three
years, which should be the period of risk retention
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Sharing of Risk Retention

JPMorgan Chase thinks that the realities of thekatare such that securitization
sponsors should have the ability to share risktite with other sponsors in addition to loan
contributing originators, and in amounts less tB@%. CMBS are often issued with multiple
sponsors contributing loans into a transactionsghare all considered “sponsors” for purposes
of Regulation AB). It would not be equitable faryaone sponsor to be required to hold the risk
retention relating to loans originated by otherrsmos in the transaction.

Representative Sample

JPMorgan Chase proposes that a retained 5% pau pasticipation in each mortgage
loan qualify as an alternative form of risk retenti That would be the most exact alignment of
interests with investors and would be a particulageful alternative in transactions with no B
Piece Buyer, as described above. The requiremeheiProposal that a representative sample
pool consist of 1,000 loans would eliminate mdstot all, CMBS issues done to date. The
1,000 loan requirement works for pools of smal@msumer loans but not a CMBS pool because
commercial mortgage loan balances are so muchrlakye propose that a representative sample
for CMBS could more easily be met through the Usgan passu participations in each loan

Representations and Warranties

JPMorgan Chase is of the view that the requirertiettthe loan seller explain why loans
are included in a pool if there are exceptionsefwesentations (i.e., identifying compensating
factors or immateriality) is a major undertakingttbutweighs any benefit to investors insofar as
there are so many exceptions that are the resokgidtiations with borrowers. Exceptions to the
representations and warranties are a normal aridmasy result of the underwriting process and
we believe that disclosing the exceptions is sigfitfor an investor to make an informed
investment decision and notes that in today’'s CMa8sactions, all the representations and
warranties and all exceptions thereto are fullgldsed.
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4. AUTO ABS

JPMorgan Chase, through its various subsidianddiaes of business, is an active
participant in the automobile loan industry, ramgirom being an originator and servicer of
automobile loans, to being an issuer, underwriteriavestor in asset-backed securities secured
by such automobile loans (“Auto ABS”). While we agrin principle with the concept of risk
retention, there are several critical modificatitimst must be made to the Proposal as they relate
to Auto ABS in an effort to make the rules pradtead workable, while maintaining the
vibrancy of the market for Auto ABS. JPMorgan Ghasas been actively engaged in the
comment letter process being organized by eadheoASF and SIFMA, and, as a result, we
support certain key positions and rationale (asril@=sd below) contained within each of the
ASF and SIFMA comment letters (collectively, theSESIFMA Comment Letters”) with
respect to the Proposal and its application toraatnle loans and Auto ABS.

Maintain Core Transaction Structure

Since 1996, Chase Auto Finance (“CAF”), the autbimedinancing division of
JPMorgan Chase, in its capacity as an originatwo(igh various affiliates) and a servicer of
principally “prime” automobile loarishas been involved with the issuance of 23 pritrte ban
securitizations totaling almost $32 billion. lItilsportant to note that CAF originates all of its
automobile loans as if it were holding the loangsrportfolio until maturity. Similarly, all ofts
prime automobile loans are serviced in accordanttethe exact same criteria and procedures
regardless of whether those loans are securitizeéld in its portfolio. CAF feels strongly that
all its automobile loans have been originated amdised in accordance with the highest
standards. Of equal importance is that CAF hasitaiaied “skin in the game” in each of its auto
loan securitizations in the form of retained sulbwated residual interest (the bottom of the
waterfall, or first-loss position). Indeed, norfeCAF’s auto loan securitizations has resulted in
any principal losses or missed interest paymenitsviestors. In addition, Auto ABS generally
has had sound historical performance. This shbatssecuritization structures used in the
industry, and specifically those structures likeFZ3Awhich include retention of a subordinated
residual interest in its present form, already fe\an appropriate alignment of interests
between issuers and investors. We firmly beliéna if the Proposal is not modified in such a
way so as to accommodate existing prime Auto AB&ctires whereby the retention of a
subordinated residual interest in its current fatearly satisfies all, or a portion, of the risk
retention requirements, then the resulting costaddify the typical Auto ABS structure (such as
CAF's structure), including costs relating to tleegrogramming or overhaul of internal systems
for purposes of complying with the Proposal, wdbokdprohibitively high and would force CAF
to reconsider its future use of Auto ABS.

Most Auto ABS do not have a “loss allocation” maclsm. These securitizations treat
all amounts received during a collection perioé amngle pool of distributable cash, subject to a
single priority of payments — or “waterfall” — frowhich note interest, note principal, swap

° In general, we characterize “prime” automobile as automobile loans with a FICO score of 68(bova.
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payments, service-provider fees, credit enhancefmading and other securitization expenses
are paid. To the extent that there are lossesetlusses only reduce collections to be
distributed, which may result in non-payment oftagr waterfall priorities, but do not result in a
“write-down” of any ABS interests. While a suborated residual interest is not explicitly
allocated losses, its placement at the bottomefmaterfall means that it is the first ABS interest
in an Auto ABS to have its distributions reduceclminated in a particular period to the extent
there are losses on the related asset pool or cdilsérflow disruptions. Therefore, we firmly
believe that, if an Auto ABS lacks an explicit Ideature, the subordinated residual interest
adequately ensures that horizontal risk retensidmeing achieved by the sponsor holding the
first-loss, most subordinated ABS interest. Assult, the Proposal needs to be modified to
account for Auto ABS structures that do not haws lallocation mechanisms and make clear that
the sponsor of such Auto ABS may satisfy horizoris retention by holding the related
subordinated residual interest.

In order for issuers of Auto ABS to utilize thertzontal risk retention option, we believe
that the Proposal needs to be modified to refleat, in Auto ABS, there is generally no
distinction between scheduled or unscheduled patgadmprincipal and interest. Currently,
throughout the industry all prime Auto ABS collexts, regardless of whether they are scheduled
or unscheduled, are pooled as available funds. Pfoposal, however, would essentially
mandate that a separate waterfall be incorporatedccurrently used Auto ABS structures to
accommodate the allocation of scheduled and unstdegrincipal collections. We believe it
would be highly intrusive and, more importantlysttg to revise existing Auto ABS structures to
facilitate the separate tracking and treatmentbéduled and unscheduled principal payments.
In addition, we feel that it could potentially cte@onfusion in the Auto ABS market as investors
and rating agencies, among others, would needalyzmand evaluate significant structural
changes. Accordingly, we strongly support the me@@ndation in the ASF/SIFMA Comment
Letters that allows Auto ABS subordinated residatdrest to receive distributions on the pool
assets in any period, regardless of whether tmeipal payments are scheduled or unscheduled,
so long as the senior ABS holders have all recktleeir required periodic principal and interest
payments, all issuing entity fees and expenses bewe paid, all credit enhancement that is
funded or maintained with cash flow from the posdets is at its then-required level and an
“allocable share” of the amount by which the redadecuritization’s asset balance has declined
since the closing date has been used to pay davior #&BS interests.

We firmly believe that, with respect to prime autubile securitizations (“prime” as
determined on a pool level basis), excess spraadresidual interest, calculated under the
“Discounted Cashflows Approach” should be able to satisfy all, or a portion,taf tisk
retention requirements. In most retail automobédeuritizations, excess spread, by itself, has
been more than sufficient to absorb all lossederuhderlying securitized automobile loans. As
a result, residual interests, which are held bysfiansor or its affiliate throughout the life oéth
transaction, provide adequate “skin in the gameidsuers of Auto ABS.

10 We interpret this to mean the discounted presdoevaf future cash flows on the related ABS inttses

37



We firmly believe that cash reserve accounts, lvkae utilize in our auto loan
securitizations, should be permissible as a formisifretention. A cash reserve account is a
form of credit enhancement that is available tadfghortfalls in payment on Auto ABS interests.

We support the recommendation in the ASF/SIFMA @mant Letters that would allow
issuers to hold a combination of exposures tofgdtie risk retention rules. We also support the
ASF/SIFMA Comment Letters suggestion that cashithiat a securitization reserve account
available to fund shortfalls in payments on the AB®rests should be a permissible form of risk
retention, distinct from Horizontal Risk Retention.

OQualifying Automobile Loans

While we appreciate the concept of a “qualifyingaanobile loan,” the qualifying
requirements are not remotely consistent with ourent automobile loan origination practices,
and, as a result, we would not be able to useuhbfgng auto loan exemption contained in the
Proposal. Moreover, it appears that no automabée originator currently originates
automobile loan pools that would meet the excedygistgngent requirements set forth in the
Proposal.

We are working with the ASF to develop comments suggestions on the proposal for
the securitization of qualifying automobile loanss a result, we may submit a supplemental
response letter that could, among other thingemeeend certain revisions to the Proposal in an
effort to make the qualifying automobile loan ext@p more practical and workable.

Overall, the Auto ABS market has been, and consiriade, a stable and vibrant sector
of the securitized capital markets as evidencethéynvestors’ continued willingness to
purchase Auto ABS at reasonable spreads. In geder® ABS has performed as expected and,
is consistent with investors’ expectations. Werggty feel that the Proposal has failed to
consider the numerous positive features of Auto AB8 the unique aspects and performance of
Auto ABS. In sum, we believe that the Proposathaut significant clarification and
modification, could force issuers of Auto ABS tetsidelines, which would effectively stifle
liquidity for auto loan lenders, auto makers, adgalerships and all the related micro economies,
and, in the end, result in a lack of affordablewailable credit to consumers.
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5. CREDIT CARD ABS

The credit card securitization market has beencantinues to be an important
diversified source of funding for JPMorgan ChageMorgan Chase is one of the largest
originators and servicers of VISA and MasterCasmtltrcards in the United States. Through its
subsidiaries and their predecessor institutionslafBan Chase has been an active securitizer of
credit card receivables since 1990, with secudtizedit card receivables reaching a peak of
$89.3 billion as of June 30, 2009, and of $41 .4dnilas of March 31, 2011. JPMorgan Chase is
also a prominent underwriter, market-maker andstoreof credit and charge card ABS.

JPMorgan Chase has actively participated in amhgly supports the comments and
recommendations submitted by the Credit Card IsSubforum of the ASF. However, we
would like to take this opportunity to re-emphasare highlight several issues relating to the
Proposal, the resolution or clarification of whiwbuld be critical to the continued viability of
the credit card and charge card ABS market anddh&nued participation and commitment to
the market by the credit card or charge card ABShsers, including JPMorgan Chase.

It is important to note that there are fundamesttaictural features inherent in existing
revolving credit card master trust structures wilatign the interests of the credit card
originators/securitizers with those of the investancluding the retention by the sponsors (or its
consolidated affiliates) of the seller’s interesterest in the excess spread and certain
subordinated investor interests issued by the mast&. The effectiveness of these risk
retention mechanisms already imbedded in existiaditcard master trust structures is evident
in the consistent performance of credit card aradgdncard ABS, particularly during the recent
financial crisis. Historically and currently, JPkgan Chase, through its subsidiaries, has always
maintained and continues to maintain more than bébedlit risk exposure in each of its credit
card master trusts in the form of seller’s intgresen in the absence of any regulatory
requirements. In addition, JPMorgan Chase, thratsgbubsidiaries, also holds the interest in
excess spread and retains meaningful amount ofduate ABS issued out of its credit card
master trusts. JPMorgan Chase strongly belieadltl final risk retention rules should take
into account current market practices and be &dldo reflect and preserve these existing
structural features, which are commonly considéressuers and investors alike to be effective
forms of risk retention. Moreover, the Proposat@asently drafted would require significant
amendments to existing master trust structuresiwtoald have a material adverse impact on
ABS investors. Any amendment that would have senedtadverse impact on ABS investors
under program documentation requires investor cureed will be, for all practical purposes,
highly difficult, if not impossible, to execute.h@&refore, it is critical that the final risk retent
rules enable credit card and charge card secusdtizecluding JPMorgan Chase, to continue to
utilize their existing credit card master truststures without any material amendment.

Definition of Seller’'s Interest

The Proposal defines “seller’s interest” as an AB8rest “...that is pari passu with all
other ABS interests issued by the issuing entity \wespect to the allocation of all payments and
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losses prior to an early amortization event (agéddfin the transaction documents).” This “pari
passu” requirement is inconsistent with virtuallyod the existing credit card master trust
structures, including JPMorgan Chase’s master stugctures. Generally, during revolving
periods, the allocation of collections and lossgsro rata between the seller’s interest and
investor interests. However, during other periddsexample, scheduled principal
accumulation period, or scheduled amortizationqaBrithe allocation of principal collections to
the investor interests is generally fixed pursuarthe master trust program documents. And in
some cases, collections allocated to the sellet&sest during these non-revolving periods may
be subordinated to those allocated to the investerests. The fixing of the allocation
percentage and the subordination of collectiorcallle to the seller’s interest are mechanisms
intended to provide for orderly and timely paymefithe investor interests, without affecting the
seller’s interest’s pro rata exposure to the cneskt of the receivables. To ensure that “the
definitions of a seller’s interest...are...to be coteis with market practices...” pursuant to the
stated intent in Section I11.B.4 of the Propos&Mbrgan Chase requests that the definition of
seller’s interest be revised to allow for the g&lenterest to be pari passu with or subordinate t
the aggregate investor interests issued by thenguntity.

Measurement of Seller’s Interest

Paragraph (a) of 8_.7 of the Proposal has the geregjuirement that at the closing of
and throughout the life of the securitization tit®n “...the sponsor retains a seller’'s interest
of not less than five percent of the unpaid priatimlance of all the assets owned or held by the
issuing entity...” JPMorgan Chase believes clarification to tleiguirement is warranted to
ensure that it is consistent with market practiog does not impose unnecessary administrative
and operational burden on sponsors.

The seller’s interest fluctuates continuously duéhe revolving nature of credit card
receivables and the issuance and maturities obtovénterests from time to time. In addition,
all credit card master trust program documentsadireéequire minimum seller’s interest tests to
be performed periodically at certain pre-determitiee intervals, a practice that is widely
accepted by ABS industry participants. Therefare support ASF’s suggested revisions to
paragraph (a) of 8_.7 of the Proposal to clarigt the required seller’s interest should be
measured (i) based on the assets and liabilitilseomaster trust as of a current point in time,
and (ii) as of the dates in accordance with thateel master trust program documents.

Retention of Seller’s Interest by “Consolidated Affliates”

Section 1lI(D) of the Proposal “permits a trandfarcredit risk exposure required to be
retained] to one or more consolidated affiliatesase the required risk exposure would remain
within the consolidated organization and, thus, Mawot reduce the organization’s financial
exposure to the credit risk of the securitized @BssaVe agree with and appreciate such a
reasonable approach taken by the Agencies onahsfér of required risk retention within a
consolidated organization. But we are concernatlttie definition of “consolidated affiliate”
could be misinterpreted and we believe it will néete revised to align with the intent stated
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above and to be workable. We would like to progbsé the definition of “consolidated
affiliate” be revised as follows:

Consolidated affiliate means, with respect to a sponsor, an entity (atear the
issuing entity) the financial statements of which eonsolidated with those-of:
{ythe sponsoas part of the same parent consolidated group or organization

under applicable accounting standards; or

hose of

Forms of Risk Retention in Credit and Charge Card ABS

JPMorgan Chase strongly believes that, besidesdlhes’s interest, other forms of risk
retention as permitted under the Proposal shoulhbeare intended to be options available to
credit card and charge card securitizers to satmyisk retention requirements. Moreover,
securitizers should be permitted to satisfy thie mdention requirements through a combination
of different forms of risk retention, both at tHese of a transaction as well as on an ongoing
basis, so long as the aggregate retained creditsexgs are at least 5%.

In addition to the seller’s interest, all creditat@and charge card securitizers also retain
the first-loss position in the form of excess sdraad, in many cases, all or a portion of the
subordinate classes or tranches of ABS, whichtanetsred to absorb credit losses before more
senior tranches are impacted. The retentioneogétier’'s interest and the subordinate interests
described above expose the credit card and chardesecuritizers to a ratable or more than
ratable share of credit risk of the receivablethexmaster trust, and is, therefore, an effective
tool to align the interests of the securitizers amvéstors. JPMorgan Chase requests that, for the
purpose of determining the form and amount of nexgurisk retention, a credit card or charge
card securitizer should be permitted to take credjtat the very least, the retained subordinate
classes or tranches of ABS so long as such semiur{@and its consolidated affiliates) is the
holder of (i) the seller’s interest and the firss$ positions, such as excess spread, and (ii) all
other interests that are subordinated to suchnedasubordinate classes or tranches. A
securitizer should also be allowed to change thmgoof risk retention throughout the life of a
transaction and of a master trust, so long asdabergizer (and its consolidated affiliates)
maintains the required amount of risk retentioaggregate and provides adequate disclosure.
Such flexibility is important to allow securitizets adapt and adjust to market and structural
innovations, underlying product developments arahging investor demands. JPMorgan Chase
also supports all the technical revisions to tHed®n of “Eligible Horizontal Residual
Interest” which ASF proposes in its comment letf€hose revisions are essential to providing
credit card and charge card securitizers the flityiland the ability to combine the different
forms of risk retention as discussed above.
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Issuance Trust Structure — Two-Tiered Issuance Plébrms with Multiple Asset Pools

To facilitate the adoption of the delinked issuateznology in response to changing
investor demand and to allow for an efficient stuoe which securitizes revolving assets from
multiple legacy master trusts which an ABS spomsm acquired over time, JPMorgan Chase
and several other major credit or charge card gemrs established issuance trust structures
with multiple tiers and/or multiple asset pools aba decade ago and have been well-received
by ABS investors due to its structural flexibility accommodate specific investor preferences.
The issuance trust is typically a statutory trhst issues securities in the form of notes, backed
by a pool of credit card receivables or collatestificates representing interests in one or more
legacy credit card master trusts, or both. Asxammle, the Chase Issuance Trust, JPMorgan
Chase’s primary credit card securitization issw@ngty, following the merger of Bank One and
JPMorgan Chase in 2004, held a collateral certdicssued by the First USA Credit Card Master
Trust (a legacy credit card master trust of Bank)Oa collateral certificate issued by the Chase
Credit Card Master Trust (a legacy credit card srastist of JPMorgan Chase), and a pool of
credit card receivables. The notes issued outeoCthase Issuance Trust were, therefore, backed
by credit card receivables in two master trusta {lae collateral certificates) and in the issuance
trust itself.

The issuance trust structure is an efficient, Bexstructure that has been used by many
credit or charge card securitizers for almost adeand is well-understood by ABS investors
and other industry participants. However, the Bgah in its current form, does not contemplate
these revolving asset securitization structureskwvimclude multiple tiers and/or multiple asset
pools backing a single issuing entity. JPMorgaasghagrees with and strongly supports the
recommendations of and remedies suggested by tReaA& the ABA, including the clarification
that the issuance trust and any underlying masiststshould be treated as a single issuing entity
and a unitary issuance platform, and the revisioriee definitions of “issuing entity” and
“revolving asset master trust”.

All of the existing credit or charge card mastestrprograms have fundamental
structural features that have long been recogrige@BS issuers and investors as effective
forms of risk retention. The preservation of thiselamental risk retention features, through
the clarifications specified above and the othéesiified by the ASF and the ABA in their
comment letters, is critical to enabling JPMorgdrase, along with other credit card and charge
card securitizers, to continue to use existing erastist programs in an efficient and vibrant
securitization market and to facilitate the avallgbof consumer credit.
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6. STUDENT LOAN ABS

JPMorgan Chase, through its various subsidiariddiaas of business, has participated
and/or currently participates in the student loafustry as a lender to students, an issuer of
asset-backed securities secured by student lo&hsdgnt Loan ABS”), an adviser to clients in
the student loan industry, a broker-dealer pawiing in the Student Loan ABS market and an
investor in Student Loan ABS. JPMorgan Chase kas hctively engaged in the comment letter
process being organized by the ASF, as well ag tth@e and industry groups, and we support
the positions and rationale contained within th&=ABmment letter with respect to the proposed
risk retention rules and their application to studeans and Student Loan ABS.

In particular, we strongly believe that the Propes®uld be modified to include a
general class exemption for Student Loan ABS sedoyestudent loans that have been
originated in accordance with the Federal Familydadion Loan Program under Title IV of the
Higher Education Act (“FFELP”). Essentially, studdéoans that have been originated under
FFELP are guaranteed by the federal governmenhdii that the Proposal already
contemplates exemptions for other federally insunegovernment guaranteed loans, we are of
the opinion that FFELP Student Loan ABS should égb& exempt from the risk retention
requirement set forth in the Proposal.

In the absence of a general class exemption foL PFEudent Loan ABS, we believe
that a reduction in the risk retention requiremésigarranted due to the negligible credit risk
afforded by the guaranty of 97% to 100% of defaligiencipal and accrued interest under the
FFELP guaranty programs administered by the U.paBment of Education. In the end, we
firmly believe that the absence of these criticadifications to the Proposal will have
significant negative implications on the Studenah®BS market, which would ultimately result
in constrained credit and increased economic costiudents and would reduce the ability to
restructure currently illiquid instruments, suchaastion rate securities, held by investors.
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7. ABCP

JPMorgan Chase appreciates the Agencies’ effopgsadide ABCP conduit sponsors
with an alternative risk retention method (the “ABConduit Risk Retention Option”) that
reflects the unique structure of ABCP conduit pamgs. We understand that the Agencies did
not intend to change the way the ABCP conduit ntaskerates with this Proposal; however, we
believe that significant modifications to the Prsglare required for the ABCP Risk Retention
Option to be a workable alternative. We also ask the Agencies consider adding provisions to
the horizontal risk retention section that wouldnpi ABCP conduit sponsors to satisfy risk
retention requirements for ABCP conduits throughgponsor’s continued provision to the
conduits of certain types of unfunded program supiaailities, including, specifically, letters of
credit.

JPMorgan Chase acts as administrator and as thenyrliquidity and program support
provider for three ABCP conduit programs, and hesnba leading administrator of ABCP
conduits since 1988. Our ABCP conduits providengmortant source of financing for
JPMorgan Chase customers, who utilize the finanitiag receive from the conduits for their
working capital needs, including payroll, financimgentory and providing financing to
consumers and small businesses. Since inceptiedRMorgan Chase ABCP conduits have
provided more than $303 billion in financing to J&Mglan Chase customers; as of May 30, 2011,
the JPMorgan Chase ABCP conduits had approxim@giybillion ABCP outstanding and
approximately $31 billion in outstanding commitneetd its customers.

Each transaction funded by the JPMorgan Chase A&@Buits includes a liquidity
facility covering 100% of the ABCP issued by theédoit in connection with the underlying
transaction. JPMorgan Chase currently providesfdhe transaction specific liquidity facilities
to the conduits (at times, a small percentage bas provided by other financial institutions). In
addition, JPMorgan Chase provides a letter of tteddach conduit, sized in an amount for each
conduit that equals or exceeds 5% of such conduifstanding ABCP, that can be drawn on to
repay ABCP in the event that funds from the liquyidiacilities or collections from the
receivables pools are insufficient to provide fardly payment of ABCP.

Eligible ABCP Conduit Risk Retention Option

We believe that it is important for the final rukescontinue to give ABCP conduit
sponsors the option to satisfy risk retention rezgraents by looking to the credit enhancement
provided by the underlying originators/sellers atle conduit transaction. JPMorgan Chase
actively participated in the development of the AS#mment Letter, and we believe that letter
provides a very thorough analysis of changes thatlg be made to the Proposal to ensure that
the ABCP Conduit Risk Retention Option is a viadlkernative for risk retention, so we will not
attempt to reiterate all of those changes in #tief. However, there are a few issues that we
would like to highlight.
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First, the Proposal would force ABCP conduits tguiee that underlying
originators/sellers satisfy the risk retention riegments using the eligible horizontal risk
retention option. ABCP conduits fund a wide variet assets, including assets that traditionally
use other forms of risk retention that are recagphizy the Proposal as acceptable forms of risk
retention. We do not believe that any policy obyes would be served by limiting
originators/sellers into ABCP conduits to feweealatives for risk retention than they would
have were they to fund in the term ABS marketsABfCP conduits are required by these rules to
accept only horizontal risk retention from origioi/sellers, many of our customers would no
longer desire conduit funding, and without sufficidemand for ABCP conduit facilities,
conduits would no longer be viable funding sources.

Second, the Proposal provides that the sponsessnsible for the originator/seller’s
compliance with the risk retention requirementawsdver, conduit sponsors are not in a position
to ensure that originators/sellers comply with thoequirements, nor are conduit sponsors able
to know whether an originator/seller has violatisé retention requirements. Accordingly, we
believe that the final rule should make clear thatsponsor will satisfy its obligations under the
risk retention rules if it includes appropriate negentations, warranties and covenants with
respect to risk retention in transaction documents.

Disclosure Requirements

We also strongly support the ASF Comment Lettertsiments and proposals with
respect to disclosure requirements for ABCP cosdeitying on the ABCP Conduit Risk
Retention Option. We want to emphasize that inolgid requirement to disclose the underlying
seller/originator’s identity to investors would pheéde conduit sponsors from using the ABCP
Conduit Risk Retention Option. Existing transagesiovith customers include confidentiality
provisions which prohibit the disclosure of thetouser's name to ABCP investors, and we
believe that many current users of ABCP conduitliog would no longer view ABCP conduit
facilities as desirable if the conduit were reqdite disclose the customer’s identify to ABCP
investors. Furthermore, ABCP investors typicadllyron the credit quality of the ABCP conduit
sponsor and provider(s) of program support faesitiand therefore are willing to purchase
ABCP without knowing the identity of the underlyingginators/sellers. We note that in the
ASF comment letter on Regulation AB, we providedetailed disclosure that ABCP conduits
can make (and most currently do make) to ABCP itores ABCP investors voiced their
support for our suggestions on Regulation AB dsate, and those suggestions explicitly
excluded identifying originators/sellers by name.

We support the provisions in the Proposal that oetuire ABCP conduits to disclose
customer names to the Agencies upon request, ga®the disclosure of names to the Agencies
is made on a confidential basis. We do not beltkae ABCP conduit customers would object to
the non-public disclosure of their names to them®ies or other regulators, and in fact, the
confidentiality provisions in existing transacticaigseady permit such disclosure.
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Current Risk Retention Methodologies Should Be Reficted in Final Rules

Since current ABCP conduit structures already glevyor meaningful risk retention by
ABCP conduit sponsors in the form of program supfamilities such as letters of credit, we
believe that the eligible horizontal risk retentmption should include provisions that would
allow ABCP conduit sponsors to satisfy the rislengion requirements through the continued
provision of these program support facilities. aAninimum, we believe that letters of credit
issued by the sponsor of an ABCP conduit or ontscfffiliates to a conduit should be a
recognized way for ABCP conduit sponsors to satisk/ retention requirements.

JPMorgan Chase, like many conduit sponsors, prevatdarrevocable letter of credit (a
“Program Letter of Credit”) to each conduit thahdze drawn on to repay ABCP in the event that
funds from the liquidity facilities or collectiorisom the receivables pools are insufficient to
provide for timely payment of ABCP. The Progranttees of Credit are sized in an amount for
each conduit that equals or exceeds 5% of suchuattsdutstanding ABCP. However, because
the Program Letters of Credit are unfunded, thegpataneet the requirements of any of the risk
retention options set forth in the Proposal.

We believe that requiring ABCP conduit sponsomntaify their current form of risk
retention by funding their program support faaitidoes not further the purpose of the risk
retention requirements, and will have an advergmonhon the ABCP conduit market. We have
always had significant incentives to ensure tratdactions funded by the conduits are carefully
underwritten, because we must approve each ofribggrdn Letters of Credit and liquidity
facilities provided to the conduits in a mannersistent with safe and sound banking practices.
For years, JPMorgan Chase also has included tagseslof credit and liquidity facilities in its
calculation of regulatory capital. As a resulg thterests of JPMorgan Chase, as conduit
sponsor, and ABCP investors have always been suladhaaligned; in fact, no credit losses
have been incurred by ABCP investors in our 23 yestory as an administrator of ABCP
conduits, and we are not aware of any credit lobsexy incurred by any ABCP investor in a
conduit with 100% liquidity suppdrt

We understand that some of the Agencies are coadéhat the true “first loss” for
ABCP conduits is the transaction specific credhiarcement that each originator/seller is
required to provide for its transaction. Howewee, believe that ABCP investors traditionally
have not relied primarily on the individual tranaw specific credit enhancement, but instead
on the liquidity facilities and, to the extent thiag¢ liquidity facilities failed to provide suffient
funds to repay ABCP (because, for example, the niyidg transaction specific credit

1 We are aware of the credit losses incurred by AB®Bstors in programs that did not benefit frond%0

liquidity support, and we agree with the Agencieforts to limit the use of the Eligible ABCP ContdRisk
Retention option to ABCP conduits with 100% liqtydéoverage. We also support the Agencies applyiadl00%
liquidity coverage requirement to ABCP conduit spans that desire to provide risk retention in terf of
unfunded program support facilities such as letéigedit, and we support the adoption by the Aienof criteria
to ensure that the program support facilities amgarable to letters of credit and are provideddnylated entities.
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enhancement was insufficient) the ABCP investokehalied on the letters of credit or other
program support provided or arranged by the ABORIad sponsor. We therefore believe that
it would be appropriate for the Agencies to viewgram support facilities, such as the Program
Letters of Credit, as an acceptable form of rigsknmgon.

We also understand that some of the Agencies’ bameerns with unfunded risk

retention as an alternative; however we believeuhfunded commitments to ABCP conduits
that lack any conditions to funding properly incére risk retention provider to engage in sound
underwriting of the conduit’'s assets. Furthermbatters of credit provided by sponsoring banks
to ABCP conduits which allow for no “outs” to fumdj are very different from other unfunded
exposures that have failed to fund during the refteancial crisis, such as:

Canadian liquidity Liquidity facilities provided by Canadian bartkstheir ABCP

conduits that issued only in the Canadian markeeéstuctured differently from

liquidity facilities provided to U.S. issuing ABGgdnduits. These Canadian liquidity
facilities included “market out” provisions thatlgmequired funding by the liquidity
providers if it could be proven that there was akegwide disruption in funding. In
2007, several Canadian liquidity providers failedund under these facilities. This was
due to the fact that there were several other Gananduits that were able to issue
ABCP and therefore the liquidity providers arguledttthere was not a “market wide”
disruption in funding. By contrast, the Progranttées of Credit provided by JPMorgan
Chase to our ABCP conduits have no conditions nalifug, other than the presentment
of a drawing request specifying the amount of furedgiested and the date on which the
funds are requested.

Representations and Warrantie&/e understand the Agencies were also conceritéd w

the failure of parties to honor repurchase oblgyetiwith respect to breaches of
representations and warranties. However, whilgaestor would need to demonstrate
that a representation had been breached in oradaté&in any protection from these
provisions, program credit support in the formetdtdrs of credit may be drawn to
provide funds at any time, without any conditiohestthan the presentation of a draw
request.

Monoline Financial Guarantee\ letter of credit, particularly a letter of cli¢ provided

by the sponsor of an ABCP conduit, can also bengistshed from a monoline financial
guarantee provided by an entity that is not af@bawith the sponsor of the ABCP
conduit. Financial guarantees issued by monohsarance companies are, in contrast to
letters of credit, a more recent development ardatv is less well-settled as to the
certainty of payment. Furthermore, since finangisdrantees evolved as an instrument
in the insurance market, the insurance companies b@en able to successfully raise
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defenses to payment typically available to insuagxd guarantors (but not to letter of
credit issuers) in order to avoid payment on arfoi@ guarante&?

In contrast to the unfunded commitments descrilbede, letters of credit are widely and
uniformly recognized as imposing on the issuingkoastrict obligation to fund, for which
defenses to payment that may be asserted by mesainother guarantors or insurers (including
private mortgage insurers) are not available. Wthenssuing bank is presented with complying
documents — whether in the form of a sight drafh gertificate — that issuing bank has a virtually
unconditional obligation to honor the request fawing'®. If the documents presented by the
beneficiary otherwise comply with the terms of kieer of credit, neither the breach by the
applicable parties on any underlying commerciaki@m nor the bankruptcy of any such party
will provide the issuing bank with any defense émbring its commitment under the letter of
credit. Only in the face of material fraud by theneficiary of the letter of credit will the law
begin to allow a defense to payment, and then ioriynited circumstances that would be
inapplicable to a funding request or “presentationder the Program Letters of Credit, since the
applicant under the Program Letters of Credit ésgpplicable JPMorgan Chase conduit, the
issuer is JPMorgan Chase Bank, National Associatind the beneficiary is JPMorgan Chase
Bank, National Association, as administrative agenthe conduit*

Additionally, Article 122a explicitly recognizes fumded program support facilities as
acceptable risk retention forms for ABCP conduitBich would put ABCP conduit sponsors
that are U.S. financial institutions, like JPMordahase, at a significant competitive
disadvantage to their non-U.S. regulated countesjpfathe final U.S. risk retention rules do not
recognize unfunded program support facilities aa@®ptable form of risk retention. For new
ABCP conduit programs, and beginning January 14264 existing ABCP conduit programs, a
U.S. ABCP conduit’'s European investors or affilsaté European investors will be forced to
meet the requirements of Article 122a. Failuralign the risk retention rules will put an
additional burden on U.S. ABCP conduits, which \#él forced to meet two very different
requirements for risk retention.

12\We also note that some of the defenses to paytimaninay be raised by monolines, such as fraud or
misrepresentation by the party requesting the Giziguarantee, would not be defenses that couldised by a
letter of credit issuer that is also the sponsahefABCP conduit (or that is affiliated with theosisor of the ABCP
conduit), since any information that the sponsar dtaout the investment would also be availabléeddtter of
credit provider.

134[A]n issuershall honor a presentation that ... appears on its face stiietbomply with the terms and conditions
of the letter of credit.” (Uniform Commercial Coftbe “UCC"), Section 5-108(a)) “An issuing bankiisevocably
bound to honour as of the time it issues the creditfiform Customs and Practice for Documentary Creiits.
600)(the “UCP™)). “When an issuing bank determittest a presentation is complyingnitist honour.” (UCP
Article 15).

%1n the face of a complying presentation, even éndhse where “a required document is forged ornmadiye
fraudulent, or honor of the presentation wouldlfeate a material fraud by the beneficiary on tbsuier or
applicant,” the issuer is required to honor theeledf credit in certain specified cases and irotlers may, acting in
good faith, honor the demand for payment. (UCQiSe®&-109).
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For these reasons, we believe that it is appragptiett the final rules include provisions
that would enable ABCP conduit sponsors to satisfyrisk retention requirements through the
continued provision of letters of credit or otheniéar unfunded, unconditional commitments to
the conduits.
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8. CLOs

We concur with the submissions of other commenpagies that Dodd-Frank does not
authorize imposing risk retention requirements ugomvestment adviser or any other
participant to “traditional” collateralized loan lagation funds (which we define below as
“CLOs"). We base this upon the language of Doddikrand its legislative history. There is
simply no evidence that CLOs or syndicated loan®wlee intended target of this regulation.

If the Agencies ultimately designate the investnaghtiser or any other CLO transaction
participant (each, a “Participant” and, collectiveghe “Participants”) as a "securitizer" for
purposes of risk retention, an unnecessary burdébevmposed on the Participants which, in
turn, will threaten the viability of an industryahprovides necessary capital to businesses that
employ millions of Americans across the countryhwiit any support from Dodd-Frank’s plain
language or its legislative history. To further gag our position, we have also provided some
background on CLOs which highlight how CLOs ardidct from other forms of securitizations
in the way in which such transactions are initiated motivation of the parties involved and in
respect of the creation and acquisition of thetass&e then set forth our analysis of the plain
language of relevant portions of Dodd-Frank andteel legislative history as it pertains to
CLOs.

Introduction

To begin, we would like to distinguish between “&ate Sheet CLOs” and “Traditional
CLOs” (also referred to as “Arbitrage” or “Open Mat’” CLOs). Our comments apply solely to
Traditional CLOs and not to Balance Sheet CLOswrather collateralized debt obligation
transaction, for reasons set forth below.

Balance Sheet CLO

A Balance Sheet CLO is a securitization of credfosure to corporate entities,
predominantly loans to companies. In a BalanceeSGEO, a financial institution, such as a
bank or an insurance company, has a portfolio@isahat the financial institution securitizes.
Balance Sheet CLOs are typically intended to aehae or more of the following purposes: (i)
improved funding, where the cost of capital for @e0’s tranches are less expensive than the
funding the owner of the loans could achieve onrmsecured basis, (ii) diversification of
funding, (iii) risk reduction or (iv) regulatory paal relief. The financial institution transfeise
portfolio of loans to an SPV in exchange for a gagyment. The SPV funds the purchase of the
portfolio of loans by issuing securities represemtrarious tranches of risk. In many instances,
the financial institution selling the portfolio alpurchases a portion of the various tranches of
risk. Typically either the senior-most or junioest tranche of the securitization is retained by
the financial institution, depending upon what ma the financial institution is trying to
achieve with the securitization. Any tranchepartions thereof not retained by the financial
institution are sold to third party investors e tcapital markets. There is typically no
investment adviser reviewing the portfolio but stthe financial institution performs certain
administrative/servicer duties with respect toltdans. In this instance, the financial institution
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is basically acting as the depositor or sponsdhetransaction, similar to a more traditional
ABS transaction.

Traditional CLO

A Traditional CLO is also a securitization of corate credit, predominantly loans to
companies. However, the main purpose of a Tragiti€LO is typically asset gathering by a
portfolio manager (i.e., to grow a portfolio mangg@assets under management), and in some
cases to replace existing forms of financing, sagh total return swap (“TRS”), that a portfolio
manager may have on assets it currently manageslitibnal CLOs should be thought of as
investment vehicles, as one would think about cessd funds. Investment advisors utilize the
CLO as a means to grow assets under managemeincaedse management fee income, not as
a means of disposing of self-originated assets.

Henceforth, every reference to “CLO” shall medfaditional CLO” and not a
“Balance Sheet CLO” or any other collateralizedtddfligation transaction.

Background

As stated above, CLOs should be thought of as imes# vehicles and not a source of
originator risk distribution, as is the case witle toriginate to distribute” (“OTD”) model of
securitizations where the originator creates asgisthe intention of selling or transferring
those assets into a securitization velifcléuch like a closed-end fund, CLOs offer investor
the opportunity to take levered exposure to cofgoteedit at various risk and reward levels (i.e.,
tranches). While the securitization technologyibeélthe CLO is similar to other forms of
securitization that support the OTD model, the amdntal building blocks of CLOs are very
different. This distinction is clearly evidencedhoth the underlying collateral and the
management framework of a CLO.

Underlying Collateral

The assets comprising a CLO are loans made to corrahentities by a syndicate of
banks and other institutional lenders. The arranfjthe syndication and the initial lenders in
the syndicate engage in a rigorous and extensiiggdce process prior to closing the credit
facility. Financial and other information regargitne borrower and its business are provided by

'* Footnote 121 of the Senate Report describes thgifiate to distribute” model as follows:

In an ‘originate-to-distribute’ model, for the mostart, the originator of
mortgages sells the mortgages to a person who gaskhe loans into securities
and sells the securities to investors. By selllmgmortgages, the originator thus
gets more funds to make more loans. However, tiigyaio sell the mortgages
without retaining any risk, also frees up the avégor to make risky loans, even
those without regard to the borrower’s ability épay. In the years leading up to
the crisis, the originator was not penalized fdlirfg to ensure that the borrower
was actually qualified for the loan, and the buykthe securitized debt had little
detailed information about the underlying qualifyttee loans.
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the borrower to potential lenders, and lender mgstare held by the borrower for purposes of
answering questions from the potential lender groihen a CLO enters into a loan agreement
as a lender by acquiring a syndicated loan by assgt into its portfolio, it becomes a direct
lender to the borrower and, pursuant to the typitalketing materials and constituent

documents of CLO’s, as part of that process the '€ii@estment adviser (on behalf of the CLO
investors) are to perform a review of the financ@hdition of the borrower prior to the CLO's
purchase of the loan. Indeed, lenders in a syreticatedit agreement expressly acknowledge that
they have made their own credit analysis of thedveer. Additionally, any loan acquired by the
CLO will be purchased by the CLO at arms-lengtmtem fair, open market transactions.

Typically, loans in a CLO’s portfolio are loansdompanies that provide a variety of
goods and services, generally supporting corpdaterica and the overall health of the
economy. Of the 27 largest companies that borevm {oans from institutional lenders, the total
principal amount of term loans borrowed is appraatiely $135.8 billion and 19.5% of the
principal amount of these loans are held by CEO%hese 27 companies include healthcare
providers, energy producers, automotive compafoesl, producers and service providers, as
well as many others, and employ approximately lilkam people!” And this is just a small
sample of the 100+ companies to which a typical (dsals.

Note that while the CLO is an important providercapital to these companies, CLOs are
only one of many types of lenders in syndicatedicfacilities to these companies. In addition
to CLOs, other lenders include banks, mutual fumdgjrance companies, prime rate funds and
other types of funds.

Unlike the assets that are in OTD securitizatisgadicated loans are far larger (typically
in the multi-hundreds of millions of dollars, wigome loans reaching into the billions of dollars)
than any one CLO could own in its loan portfolibhe typical CLO size is $300 million to $500
million and the typical maximum single obligor lindoes not exceed 2 percent of the portfolio
notional, meaning the maximum exposure to any gigan in a typical $500 million CLO is $10
million, with average exposure more likely in the illion range. In addition, there is an active
secondary market for loans where one can easilgraasvalue to such loans and in many cases
from at least two pricing services, further conitibg to an additional degree of asset level
transparency.

Management Framework

CLOs employ an investment adviser who is respoaddy each and every credit related
decision relating to the CLO’s loan portfolio. Mulike the manger of a closed-end fund, a
CLO’s investment adviser is responsible for allgharses into, dispositions out of and
monitoring of the CLO’s portfolio. Subject to tharchase and sale restrictions dictated by the
CLO’s governing documentation (which are negotiaetng the CLO’s investors, the

16 CLOs most often will come into a syndicated loagilfiy in a term loan tranche usually entitled tfie@rm Loan
B” tranche.
17J.P. Morgan Research as of May 22nd, 2011.
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investment adviser and rating agencies), the invest adviser has sole discretion and control
over the CLO'’s portfolio. None of the arrangersnitial lenders of the syndicated loans, or the
dealer that arranges the CLO, have any say ingbet®to be included in or removed from the
CLO’s portfolio.

The investment adviser is effectively hired by @i€0’s investors to manage the CLO’s
investment portfolio on their behalf, and is comgmed for such services. The investment
adviser is hired under a management agreement wbitiains a standard of care with regards to
the performance of its obligations and owes a dligare to the CLO and its investors.

As compensation for its management services, thestment adviser typically receives
various levels of fee compensation. The fees gdayaie senior fees, which are payable prior to
any of the CLO'’s rated noteholders receiving angnpents; subordinated fees, which are payable
after all of the CLOs rated noteholders have rembpayments, but prior to making payments to
the equity holders; and incentive fees, which goectlly a pre-determined percentage of excess
cashflows payable to the equity tranche after thetg tranche has achieved a pre-determined
rate of return. Senior and subordinated fees aigkgn a running basis, with typically 60% or
greater of an investment adviser’s running feesgsubordinated fees. Incentive fees are
typically paid near the end of the life cycle of tinansaction and can account for a significant
portion of the investment adviser’s total compeiogat To the extent the CLO’s portfolio is not
performing and interest is not being paid to anthefrated notes, subordinated and incentive
management fees will not be paid to the investraduiser until the portfolio’s performance
improves.

This accountability to investors, as well as thef@f compensation payable to the
investment adviser, are two important charactesstf a CLO. A significant portion of the
investment adviser’'s compensation is tied directlthe performance of the loans within the
CLO’s portfolio, effectively aligning the economitterests of the investment adviser with that
of the CLO’s investors. This accountability and #trms-length and independent basis by which
the investment adviser decides whether to acqo@ed under a syndicated credit facility and
become a lender thereunder also support the coocltisat the risk retention rules are
unnecessary for CLOs. Congress’ goal of alignimgginterests of CLO investors with the party
choosing the assets for the CLO is already buidt the structure.

Statutory Interpretation

The first rule of statutory construction is thaabysis of the purpose and meaning of a
statute begins with the statute’s plain languagiln interpreting a statute a court should always
turn to one cardinal canon before all otherscourts must presume that a legislature says in a

8 See Conn. Nat'l Bank v. GermaB03 US 249, 253-54 (1992). (/W]hen the words of a statute are
unambiguous, then, this first canon is also the feslicial inquiry is complete.™) (quotindrubin v. United States
449 U.S. 424, 430 (1981)).
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statute what it means and means in a statute whays there!®* Where the language of the
statute is clear, courts are required only to reféhe statute and enforce it according to its
terms?° Proper statutory construction avoids delving iemislative intent unless the plain
meaning of the language is ambiguous or unéletr.such event, as is the case with the risk
retention requirements of Section 941, the Agendtesot have the authority to rewrite a law to
implement the legislature’s perceived intent beedudsdges interpret laws rather than
reconstruct legislators’ intention§.”

Pursuant to Section 941 of Dodd-Frank, the Agenee® directed by Congress to issue
regulations that require a securitizer to retaieonomic interest in a portion of the credit risk
of the assets underlying asset-backed secufiti8pecifically, Section 941(b) of Dodd-Frank
instructs the Agencies to:

“jointly prescribe regulations to require any seftzer to retain an economic interest
in a portion of the credit risk for any asset tthet securitizer, through the issuance of
an asset-backed security, transfers, sells, oreg@to a third party”.

Dodd-Frank clearly defined a “securitizer” as:
(A) an issuer of an asset-backed security; or

(B) a person who organizes and initiates an assekdal securities transaction by selling
or transferring assets, either directly or indiggancluding through an affiliate, to the
issuer[.P

The Agencies ultimately concluded that the “issudran asset-backed security is the
same as a depositérin addition, the Agencies also concluded that'spensor” of a

¥d.
20 seeCaminetti v. United State842 US 470, 485 (1917).
% See Ratzlaf v. United Stat&@40 U.S. 135, 147-48 (1994).

22| N.S. v. Cardoza-Fonsecd80 U.S. 421, 452-53 (Scalia, J., concurring).
= Securities Exchange Act 8 15G(1)(b), 15 U.S.C. 8-X8(b)(1), as added by Dodd-Frank Act § 941(b).

24 Dodd-Frank Act § 941(b) (as codified at § 15G(b){fL the Securities Exchange Act of 1934, 15 U.§180-11,
§780-11(b), (c)(1)(A), and (c)(1)(B)(ii)).

% Dodd-Frank Act §941(b) (as codified at §15G(ajB)he Securities Exchange Act).
% proposal at 30-31, providing:

The term “issuer” when used in the federal se@sitaws may have different meanings depending®n th
context in which it is used. For example, for salpurposes under the federal securities lawsydief the
Securities Act and the Exchange Act and the rulemplgated under these Acts, the term “issuer” wingsd
with respect to an ABS transaction is defined tamthe entity—the depositor—that deposits the adhat
collateralize the ABS with the issuing entity. TAgencies interpret the reference in section 15G}&)) to an
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transaction is “a person who organizes and ingiateasset-backed securities transaction by
selling or transferring assets, either directlynalirectly, including through an affiliate, to the
issuer[.]® Thus, it is clear that if a transaction particips either (a) the depositor of the assets
into the securitization vehicle or (b) the enthwat (1) organizes and initiates an asset-backed
securities transaction and (2) does so by directipdirectly selling or transferring the

underlying assets to the issuer, then such trapnsgaarticipant must retain risk. In the case of a
CLO, there is no entity that satisfies either |éthe definition and therefore risk retention ig no
required.

The investment adviser initiates and organizes @ 6Y engaging an investment bank to
seek investor appetite for a new CLO. Howeverjitkestment adviser does not initiate the
transaction by selling or transferring the assethé¢ SPV. In a typical CLO, the investment
adviser only selects, monitors and disposes olioidue portfolio. While the investment bank that
is hired by the investment adviser to assist drianging the transaction may, by happenstance,
also be the lead arranger/bookrunner for the syteliccredit facility pursuant to which some of
the syndicated loans that the investment advistsgdor the CLO, the transaction is initiated
and organized by the investment adviser and theslparchased are from a wide variety of
credit facilities, and from a wide variety of i@tilenders and other lenders who have themselves
acquired the loans in the secondary loan markbts Ta typical CLO has neither a depositor nor
sponsor for purposes of Dodd-Frank or the Proposal.

Since the authority granted to the Agencies togsiies rules for imposing risk retention
requirements on “securitizers” under Section 94Dadld-Frank is strictly limited by the
unambiguous terms of Section 941’s definition @cisritizer” and administrative agencies may
not prescribe rules that are inconsistent withittent of Congress as expressed in the plain
language of the controlling statfftethe Agencies must work within the meaning of Dodd
Frank’s text. Thus, since there is no “securitizdéra CLO within the plain meaning of the
language there can be no risk retention requiresregoplicable thereto. A review of the
legislative history also supports this conclusion.

Leqislative History

From a plain language perspective, there is no teeedamine the legislative history of
Dodd-Frank, given that the term securitizer is expand clear on its face. However, we believe
it is worth noting that a review of the legislatiistory indicates that neither investment advisers

“issuer of an asset-backed security” as referrintipé “depositor” of the ABS, consistent with hdwat term has
been defined and used under the federal secustiesin connection with ABS.

271d. at 29 (emphasis added).

“8 See Sullivan v. Everhad94 U.S. 83, 89 (1990) (“If the intent of Congrésclear, that is the end of the matter;
for the court, as well as the agency, must givectfio the unambiguously expressed intent of Casghe(citing
Chevron U. S. A. Inc. v. NRDC, Ind67 U.S. 837, 842-43 (1984New Jersey v. ERA17 F.3d 574, 581 (D.C.
Cir. 2008) (same).
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nor investment funds known as CL'®were the intended targets of Section 941’s righntion
regime.

The legislative history of Section 941 is not esiga. The primary piece is the Senate
Committee on Banking, Housing, and Urban Developgméreport on the Dodd-Frank
Restoring American Financial Stability Act of 20BReP. No. 111-176(the “Senate Report”),
which includes a section-by-section analysis of @&dank and cites nine authorities in Section
941’s legislative history? Six of the authorities were testimony before¢bmmittee and three
were written reports

# We do not believe CLOs are “CDOs” in the mannedusihin the legislative history. On the surfatiee
structures look similar; however, the fundamentalding blocks are very different. A CLO is a pany
securitization of financial assets that are nagiodted in the OTD model. A CDO is a resecurit@a{and a CDO-
squared is two resecuritizations) where the undeylgissets may have been created in the OTD mdded.
legislative history demonstrates both key distmtsi between the twdSeeS.HRG. N0. 111-397 at 35 (“Typically, a
CDO consisted of junior tranches of RMBS from diffiet offerings, sometimes paired with other typeasset-
backed securities involving receivables from thilikgs credit cards or auto loans.fj at 33 (“Lenders were able to
hedge their equity tranches or shed themdsgcuritizingthem as CDOs.” (emphasis added)); Senate Repbpi8at
(“[It proved impossible for investors in asset-kad securities to assess the risks of the underbdsets,
particularly when those assets wegsecuritizednto complex instruments like collateralized debligations
(CDOs) and CDO-squared.” (emphasis added)).

% senate Report at 128-31. Five of the nine ailteemwere directly quoted in the report. The Graid Thirty's
“Financial Reform: A Framework for Financial Stitlgf was quoted to the effect that a credit rigkantion
requirement would help restore market confidenaanitlerwriting standards. Dr. William Irving, Patib Manager
of Fidelity Investments, stated in his testimongtttine originate-to-distribute model of credit psdon had
contributed to the financial crisis, and mentiofeah originators, warehouse facilitators, secutiggigners, credit
raters, and marketing and product-placement priofiesls as responsible parties. Prof. Patricia ACy, law
professor at the University of Connecticut, testfthat complexity and opacity in the securitizeddpcts markets
intensified the investor panic and halt to crelditvfaccompanying the crisis. George Miller, exeaudirector of
the American Securitization Forum, was quoted fergnoup’s support of risk retention requirementsrieate better
alignment of incentives. Finally, J. Christopheydifel of the CREFC (formerly, the Commercial Matg
Securities Association) was quoted cautioning tiraroittee that risk retention regulation must beted carefully
to recognize the differences in securitization pcas for various asset classes.

The other citations to written reports were to Thheasury Department’s 2009 legislative proposdltana
report by the Investor's Working Group, which ipmt venture of the Council of Institutional Iniess and the
C.F.A. Institute financial analysts’ trade grouplled “U.S. Financial Regulatory Reform: An Invass
Perspective.” The other witnesses whose testim@sycited were Barbara Roper of the Consumer Feoleaf
America and Joseph Dear of the CalPERS pension flihdse four authorities were cited basicallytfor
proposition that the various groups they represepported credit risk retention regulation overall.

The minority viewpoint included in the Senate nemites only one authority: a February 2010 shd®sc
John C. Dugan, Comptroller of the Currency, whiarwed that while lax underwriting standards helpauase the
financial crisis of 2008, risk retention for sed¢izérs is not the best way to repair that problem.

%1We are drawing a distinction between commerciat$oand syndicated corporate bank loans, which natre
discussed in the legislative history, suggestirag @ongress did not consider corporate bank laabs assets
requiring regulation in the aftermath of the finmcrisis. There is reference, however, to “conti@ioans” in the
Senate Report, which follows a reference to théntesiy before the committee of J. Christopher HeletExecutive
Committee Member, CREFC (formerly the Commerciaktgage Association). Senate Report at 130. The
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The Senate Report’s discussion of Section 941 iitesthe problems leading to the
financial crisis that the section is meant to adslrdt states the section’s general purpose and
describes how the Senate majority expects theosetioperate and the Agencies to write
regulations under it. The overall purpose of ikk retention requirement as summarized by the
Senate Report is to provide securitizers with fargj incentive to monitor the quality of the
assets they purchase from originators, packagesatuorities, and self?

As explained in the Senate Report, Congress dasitpeerisk retention regime to address
two specific problems that contributed to the ficiahcrisis of 2008. First was the OTD model
of extending credit where “loans were made expydsse sold into securitization pools, which
meant that the lenders did not expect to bearrtitaisk of borrower defaul?* Section 941
places a risk retention requirement on securitingtts the goal of aligning their economic
interests with those of investors in asset-backedrities. Section 941 is also intended to raise
credit and underwriting standards by placing oagpns “under increasing market discipline
because securitizers who retain risk will be uriagjlto purchase poor-quality assets.”

The second problem Congress sought to addressheittisk retention requirement was
the difficulty that many investors face in assegsire risks of the underlying assets of certain
securitization transactions. The Senate Repogstagat “[clomplexity and opacity in
securitization markets created the conditions allatved the financial shock from the subprime
mortgage sector to spread into a global financial. . . .*® The Senate Report identified
resecuritizations of asset-backed securities &xample of transactions that inhibit an investor’s
ability to enforce market discipline upon originatf financial assets.

While Congress explicitly addressed CLOs and thiggzato a CLO throughout Dodd-
Frank, they are not mentioned in Section 941, netlaey discussed in the legislative history
accompanying Section 941. This lack of legislahistory implies that CLO Participants are not
the intended targets of the risk retention regiamel consistent with that premise, the legislative
history that is available demonstrates that CLOsa@own the type of assets, lack the
transparency or include the incentives that Corsgsesight to regulate in other securitizations.

prepared statement of Mr. Hoeffel uses the phresmercial loans” to refer to real estate relateths included in
a commercial mortgage backed securByHRG. NO. 111-397 at 64.

% Senate Report at 129.
B1d. at 41.

% 1d. at 128.

% 1d. at 129.

% 1d. at 128.
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Comparing the CLO Model to the Originate-to-Distribute Model

The legislative history is clear that Congress sbotg regulate the OTD model of
financial asset creation through capitalizatiothi& securitization markets. Two key aspects of
CLOs are: (1) CLOs are not created for the purpdg$estering financial asset creation and (2)
CLOs acquire loans subject to robust underwritiagdards.

Purpose of Securitization Transaction

The OTD model involves the use of the securitizatitarkets as a means of capitalizing
the creation of financial assets. In the OTD Motte, primary incentive of the originator is to
raise capital to promote the business of creatilditianal loans. The Senate Report
acknowledged as much: “By selling the mortgad®es ariginator thus gets more funds to make
more loans. However, the ability to sell the mogggmwithout retaining any risk, also frees up
the originator to make risky loans, even those evittregard to the borrower’s ability to repay.”
In other words, the OTD model involves a securii@mawhose primary purpose is the funding of
loan creation by the party establishing the seeatibn by issuing securitized debt to raise the
needed capital.

In contrast, the primary purpose of a CLO is tove its investors with the ability to
gain exposure to corporate loans on a diversifretllaveraged basis. The CLO investment
adviser initially selects and continually manages monitors the loans in the CLO and is highly
concerned with the quality and performance of tHoaas throughout the life of the transaction
in part because the fees it receives are diraetliyto the success of the fund and its ability to
attract new business is closely tied to its perforoe track record and overall reputation.
Consistent with the plain language of Dodd-Frank] & has no “securitizer” because there is
no single originating lender organizing and bengjifrom the capital raised by the CLO; rather,
the capital is raised with the primary purposeafuaring assets within the investment
parameters from whatever sources and prices behefibvestors in the CLO.

Underwriting Standards

CLOs typically hold commercial loans made undedsseted credit facilities.
Syndicated commercial loans involve extensive damuation, which are typically highly
customized for the specific transaction and argestibo a robust credit approval process prior to
the credit facility closing. As previously noteéte arranger(s) of the syndicated facility andrthei
counsel will diligence the borrower. The opporturior further due diligence of the borrower is
made available to other potential lenders, inclgddh.Os, in the syndicate who also engage in
their own credit analysis of the borrower and revihe documentation for the facility. Each
lender, including CLOs, represents in the creditlity that it has done its own credit analysis
and review of documentation.

3" Senate Report at 41 n. 121.
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The diligence and review process for syndicateddosa extensive, with multiple lenders,
their credit review process and often externalfiams examining the borrowers and the related
documentation. In addition the credit worthinekthese borrowers is generally easier to verify
before loan origination and to monitor thereafteotgh their audited financial statements. A
CLO essentially becomes a direct lender to a barawmce the investment adviser selects a loan
after performing its own credit and investmentgilice. The investment adviser carefully
selects loans within its investment expertise ampany and industry). It then seeks to acquire
each loan.

Investors’ Inability to Assess Risks

Congress also focused on the inability of investonsroperly evaluate complex
securities due to convoluted market practices:€gtors in asset-backed securities could not
assess the risks of the underlying assets, patlgw/hen those assets were resecuritized into
complex instruments like collateralized debt oltiigias.”® If the structure is easily understood,
and the investors can accurately assess the tisjnvestors will presumably act in their own
self-interest and purchase securities in transagtiath the better risk-adjusted returns. As
discussed in greater detail above, a CLO is a highhsparent structure.

From the detailed description of the transactioth i@hated documents set forth in the
offering memorandum, to the investment criterid tha investment adviser must use when
selecting loans as collateral, investors have m@fgggnt amount of credit-relevant information
available to them prior to buying into a CLO. Indaedent ratings on the CLO’s underlying assets
provide additional transparency. Not only is arejpendent third party looking at the credit of
the asset, but the rating shows that sufficierd@rimftion relating to that asset is available for
market participants to perform a meaningful revieiine periodic reports provided to investors
in a CLO typically identify the syndicated commatdpans collateralizing the securities and are
compiled by a third party to the transaction, sasfa trustee. Most of the syndicated loans trade
regularly in the secondary loan market, and priéorghe loans is generally available. The
borrowers of the underlying loans typically provaadited financial statements, which are
publicly available to investors in the CLOs whea tibligor is a public filer with the Securities
and Exchange Commission. Investors often also hegess to ongoing information on the loans,
such as third-party credit ratings.

Incentive Alignment

Congressional silence with respect to applying metkntion to CLOs makes sense when
considering the two primary objectives noted aboés clear that Congress intended to
eliminate the originator’s indifference to creditadjty by aligning the originator’s financial
incentives with those of the investors. While a Gi.@vestment adviser does not own or
originate loans, it is nevertheless highly concdméh the credit quality and strong performance
of such assets. The investment adviser owes aoflegre to the CLO and its investors. In

% 1d. at 36.
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addition, the better the loans perform, the higherfees the CLO’s investment adviser can
collect. This demonstrates that the CLO’s investnaelviser’s interests are substantially aligned
with those of the CLO investors.

Conclusion

For the foregoing reasons, we hereby respectfatiyest that the Agencies make clear in
the final rulemaking, consistent with the plaimterof Section 941 and the terms of the
Proposal, that neither the investment adviser ngrogher Participant in a CLO transaction is
subject to the risk retention requirements of DédaRk.
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9. MUNICIPAL TENDER OPTION BOND TRANSACTIONS

JPMorgan Chase supports the analysis, commentdmeanmmendations expected to be
contained in the Industry Comment Letters, paréidy) those letters, or portions thereof,
submitted by ASF and SIFMA as they relate to mysaitbond repackagings.

Specifically, we support the recommendation exmktidbe contained in those comment
letters that the Agencies should grant an exemptidheir final rules implementing Section 15G
of the Exchange Act for securities issued purst@ntunicipal tender option bond (“municipal
TOB”) programs, as further described below, unterdiscretion granted the Agencies in
Section 15G(c)(1)(G)(i) of the Exchange Act, whprovides that “a total or partial exemption of
any securitization [may be granted], as may be@pyate in the public interest and for the
protection of investors.”

We wanted to add our separate voice to the industgmmendations as a measure of the
importance of this issu&’

The Municipal TOB Program Structure

Typically, municipal TOB programiSare organized as common law or statutory trusts
(“municipal TOB trusts”) under New York or Delawdsav. High quality, tax-exempt municipal
bonds are deposited into a municipal TOB trustthatlmunicipal TOB trust issues (i) a class of
variable-rate demand securities (“Floaters”) whielar interest at floating rates that are adjusted
at specified intervals, typically on a daily or \Bebasis, and own a right to tender (“tender
option”) the Floaters to the municipal TOB trustngrally on a daily or weekly basis, and (ii) a
class of inverse floating rate securities (“Invefgaaters”), which receive residual returns based
on the interest paid on the deposited tax-exempiicipal bonds and not otherwise paid to the
Floater investors, net of expenses of the munici@e trust. The deposited tax-exempt
municipal bond% are static and held until the termination of theniipal TOB trust?

39 As we will note further herein, we agree thatpheposed municipal ABS exemption provided for ia Broposal
(See Section ____.21(a)(3)) does implement the reopgints in Section 15G(c)(1)(G)(iii) of the Excharfct as
required in Dodd-Frank Wall Street Reform and ComsuProtection Act (Pub. L. No. 111-203, 124 St&76
(2010))(“Dodd-Frank”). However, as further disced$erein, we feel strongly that municipal TOB peogs
should also be exempted under the authority graotéae Agencies in Section 15G(c)(1)(G)(i) of thechange
Act.

9 Some municipal TOB programs are structured irffargint manner than the municipal TOB structurecdbed
herein. Notwithstanding the specific municipal T®&ucture, each such structure’s primary goad ietain the tax-
exempt character of the deposited tax-exempt maditionds on payments to the investors particigatirthe
related municipal TOB transactions. We believediseussions and recommendations described hewiftvapply
generally to most municipal TOB transaction struesu

*1 The underlying tax-exempt municipal bonds are galhyepurchased in the secondary market. As sinid,
important to note that the municipal TOB structdoes not rely on the “originate to distribute” mbtiat was a
major impetus for Dodd-Frank which sought to cuplises in that model.

*2|In most instances, only a single asset comprisesax-exempt municipal bonds in a municipal TQBtr In
certain instances, multiple assets that sharendisppredetermined criteria may comprise the teeagpt municipal
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Municipal TOB programs are usually managed by bralealers. In this role, the broker-
dealer typically initiates the transaction docuraéinn, facilitates settlement of the underlying
tax-exempt municipal bonds into the municipal T@st, settles the issuance of Floaters and
Inverse Floaters, serves as placement agent farahsaction and as remarketing agent for the
Floate‘{gs. In many instances, the liquidity provifteescribed below) is an affiliate of the broker-
dealer”

To support the tender option owned by the holdeMaaters, each municipal TOB trust
enters into a liquidity facility with a highly-raddinancial institution that is obligated, subjéat
certain conditions, to purchase tendered Floatén®y cannot be sold to other investors. The
liquidity provider will frequently have recoursetite Inverse Floater investor for any losses
incurred as liquidity provider to the municipal T@Bist.

The underlying tax-exempt municipal bonds are ugsalected by the Inverse Floater
investor?* subject to the agreement of the relevant liquigityvider. The Inverse Floater
investor is generally a long-term investor in tacei®pt municipal bonds and, as further
described below, generally bears all losses, if anging in connection with a termination of the
municipal TOB trust not occurring as a result afedit default (as defined below).

Once deposited into the municipal TOB trust, thieléis of the Floaters and Inverse
Floaters own, often ongari passubasis:” the deposited tax-exempt municipal bonds and are
entitled to their agreed upon share of any paymaisincipal received in respect of the
deposited tax-exempt municipal bonds by the mualcij©®B trust. Consistent with shared
ownership of the deposited tax-exempt municipaldsompon the occurrence of an obligor
default, an obligor bankruptcy, a downgrade ofdbaposited tax-exempt municipal bonds below
investment grade or a final determination thatdbposited tax-exempt municipal bonds are
taxable (each such event, a “credit default” amgtioer, one or more of such events, “credit
defaults”), the holders of Floaters and Inverseatdcs will share the loss upon the sale of the
tax-exempt municipal bonds held by the municipaBl@ust in connection with the early
termination thereof upon the occurrence of a creéefiawilt.

bonds in a municipal TOB trust. Where there ardtipia tax-exempt municipal bonds in the same mipaicT OB
trust, it is generally for the ease of administgttine particular municipal TOB transaction.

“30n occasion, the broker-dealer or an affiliate misp be the purchaser of the Inverse Floatersroaracipal
TOB transaction.

*4In some instances, an issue of tax-exempt muribirads that meet both an Inverse Floater invesiovestment
guidelines and the municipal TOB program criteriyrbe identified for investment by the Inverse Eoanvestor
by the broker-dealer managing the municipal TOBypaio. However, the ultimate investment decisicalvays
made by the Inverse Floater investor.

*5 The specific loss-sharing arrangement for lossesise of a credit default between the Floaterdavetrse Floater
investors may vary in certain municipal TOB trangats and is disclosed prior to the sale of anyigipal TOB
securities. Unless investors agree on how tcestr@dit default-related losses prior to sale, tanicipal TOB
transaction will not be issued.
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The Floaters are generally marketed to tax-exengptay market mutual funds and other
sophisticated short-term institutional investolrsverse Floater investors are generally comprised
of banks, funds and other long-term institutiomafastors in tax-exempt municipal bonds.

The disclosure document for each municipal TOBdaation is robust and includes a
description of the municipal TOB structure and aatiption of the underlying tax-exempt
municipal bonds. Municipal TOB investors are gisovided with a link to the relevant official
statement for the underlying tax-exempt municigalds as posted on EMMR the liquidity
facility, legal opinions and rating letters. Ind#ibn, in connection with the closing of the
underlying bond transaction, the issuers of undegljax-exempt municipal bonds have typically
agreed to provide continuing secondary market asscke in accordance with Rule 15¢2-12 of
the Exchange Act.

Municipal TOB Programs are Important to the Municip al Market

Municipal TOB programs serve at least three impurpaublic constituencies in the tax-
exempt municipal market.

First, they increase the demand for long-term mpalsecurities enhancing market
access and providing lower finance costs for issaélong-term tax-exempt municipal bonds
and the related taxpayers. Second, as noted inategdbelow, they provide the short-term tax-
exempt money market funds with a reliable supplifloaters that meet the strictures of Rule 2a-
747 Finally, they allow investors in long-term taxesmpt municipal bonds to invest their capital
more efficiently in the municipal bond market.

It is worth noting that the municipal TOB structusdailored such that Floaters may be
purchased by tax-exempt money market funds that tteeomply with the regulatory
requirements of Rule 2a%7. As such, the underlying long-term rating of tlepdsited tax-
exempt municipal bonds is at least AA-/A&3he liquidity facilities are structured as Rule2a
compliant liquidity facilities with conditional deamd features, and the liquidity providers
maintain short-term ratings in the highest ratiatggory.

6 EMMA (Electronic Municipal Market Access) is théfioial source for municipal disclosures and maritata and
is a service of the Municipal Securities Rulemakaard. EMMA is available at http://emma.msrb.org/

*" Rule 2a-7 under the Investment Company Act of 184tGamended.

8 We understand that the Securities and Exchanger@sion has released proposed rules that wouldwemo
references to credit ratings from Rule 2a-7. Wgeekthat the municipal TOB structure would be deahas
necessary to conform to Rule 2a-7 as may be amgnasdant to the final rules issued thereby. Tiop@sed rule
changes are available at http://sec.gov/rules/me@011/33-9193.pdf.

“9In certain circumstances, lower rated underlymgéxempt municipal bonds may be deposited intaaicipal
TOB trust, but only if they are supported by adetif credit issued by a highly rated financiatiision.
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Interests are Appropriately Aligned in the Current Municipal TOB Structure

Though not specifically in one of the forms asdaiilie Section 15G or by the Agencies in
the Proposal, the risks inherent in the municigaBTstructure are retained and shared by the
party that most appropriately bears them. Theses#action-related risks are disclosed
appropriately and are transparent to all partiesaich municipal TOB transaction. As shown by
its strong performance during the recent finanaiis, the municipal TOB structure already
effectively aligns the interests of these parties.

The holders of the Floaters and Inverse Floaterbgaeficial owners of a municipal TOB
trust and its assets, share the benefits and bsiafeswnership of the underlying tax-exempt
municipal bonds. They are entitled to their sledrpayments of principal and interest that are
received by the municipal TOB trust. They simiashare losses, if any, occurring as a result of
a credit default and the resultant sale of the siépa tax-exempt municipal bonds in connection
with the termination of the municipal TOB trusthi¥ is appropriate as the underlying tax-
exempt municipal bonds, though selected by therte/Eloater investor, are disclosed to the
Floater investors prior to their investment in thenicipal TOB transaction. If the Floater
investors do not approve of the selected tax-exemypticipal bonds or any other terms of a
proposed transaction as they are disclosed to themnunicipal TOB transaction will be issued.

The holder of the Inverse Floater is typically i@sgible for any market value losses
incurred in connection with an early terminatiortleé municipal TOB transaction unless the loss
is the result of a credit default of the underlytag-exempt municipal bond$. As described
elsewhere herein, in certain instances, basedeoagteement between the Inverse Floater
investor and the liquidity provider, a portion diraf these losses may be assumed by the
liquidity provider. In no case shall any of thésgses be apportioned to the Floater investors.
Both the Inverse Floater investor and the liquigitgvider understand the nature of their risks
and have fully negotiated the division of theseséss This is appropriate because (1) the Inverse
Floater investor has generally initiated the myratirOB transaction, (2) the liquidity provider
has agreed to provide liquidity to the municipalB @ansaction and (3) where such agreement
exists between the liquidity provider and the IiseeFloater investor, the liquidity provider has
agreed to bear losses.

*%|n the absence of a credit default, upon termimagif a municipal TOB trust, all Floaters are teedeto the
liquidity provider at a price of par plus accruetkrest to the termination date.
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It is important to note that, during the recenahnial crisis, we are not aware of any
short-term tax-exempt money market funds incurlosges in connection with the early
termination of municipal TOB transactions, i.eegh losses were experienced by those parties
that most appropriately bore those risks — eithennverse Floater investor and/or the liquidity
provider. The municipal TOB structure protectsatw investors because of its compliance with
Rule 2a-7, the high quality of the underlying tacept municipal bonds deposited into the
municipal TOB trust, the retained tender option #relhighly rated liquidity providers
supporting that tender option. It is not cleat the stated goals supporting Section 15G of the
Exchange Act and the Proposal are furthered imaatgrial way as applied to the municipal
TOB structure.

The Proposal Risks Harm to Municipal TOB Programs ad the Municipal Market

The various options for risk retention containedhi@ Proposal would be very difficult to
incorporate into the municipal TOB structure withfgopardizing the structure itséff. Even if
the Proposal could be applied in a manner that doesompletely damage the municipal TOB
structure, it is very likely that the Proposal wibuénder the municipal TOB structure
uneconomic and result in a severe reduction imtheber of municipal TOB transactions, with
the coincident damage done to tax-exempt municgsalkers and investors described herein.

Further, as applied to municipal TOBs programs Rieposal would significantly reduce
the size of the municipal TOBs market due to inseglacosts of complying therewith and would
provide no measurable benefit to municipal TOB£stors, municipal issuers or the public
interest in general. Municipal TOBs provide an artpnt source of demand for tax-exempt
municipal bonds, enhancing municipalities markeeas and lowering their (and the related
taxpayers’) funding costs. For the short-term ayomarket funds, Floaters have historically
been and remain an important investment choicesocgslfy given recent changes to the liquidity
requirements for money market funds in Rule 2dr¥erse Floaters allow long term investors in
tax-exempt municipal bonds to use their capitatefihtly. The municipal TOB structure serves
an important role for these public constituencies, amportantly, did not suffer from the abuses
associated with the recent market disruptions$leation 15G of the Exchange Act and the
Proposal seek to address.

> As noted above, the key consideration in the girecof municipal TOB trusts is preserving the eéacempt
character of the payments on the underlying taxmgtenunicipal bonds. The application of the Prapos the
municipal TOB structure may cause payments on thatérs and Inverse Floaters to lose their tax-grearacter,
vitiating the main purpose of the municipal TOBusture.
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Municipal TOB Programs Should Be Exempted From theFinal Risk Retention Rules

The proposed municipal ABS exemption provided fothie Proposal (See Section
___.21(a)(3)) is appropriate and implements thairements contained in Section
15G(c)(1)(G)(iii) of the Exchange Act. Howevereelieve that the exemption was under-
inclusive. The Agencies, under the discretion tganhem in Section 15G(c)(1)(G)(i) of the
Exchange Act, which provides that “a total or mréixemption of any securitization [may be
granted], as may be appropriate in the public @sieand for the protection of investors” should
exempt, in the final rules implementing Section 1&@he Exchange Act, all securities issued by
municipal TOB programs that are collateralized biygations issued or guaranteed by any State
of the United States, or by any political subdiersof a State or territory, or by any public
instrumentality of a State or territory that is ex# from the registration requirements of the
Securities Act of 1933 by reason of Section 3(adf2hat Act (15 U.S.C. 77c(a)(2)).

We do not believe that the Proposal or the firek retention rules should apply to
municipal TOB programs. The inclusion of municip&@B programs as part of the final risk
retention rules will cause the municipal TOB stuetto be uneconomic and will harm both
issuers of tax-exempt municipal bonds and investonsunicipal TOB programs. Applying the
Proposal or the final rules to municipal TOB pragsawill not further the goals underlying
Section 15G of the Exchange Act and the Propdsialally, we believe the attempt to realign
incentives in the municipal TOB structure, wheresth incentives have demonstrated, through
strong performance during the recent financiaigri® be properly aligned, only serves to risk
harm to important constituencies and the muniaipatkets in general.
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We are pleased to have had this opportunity tgigeoyou with our comments on the
Proposal. If you have any questions concernirgdbmment letter, or would like to discuss
further any of the matters that we have raisedyggdeel free to contact me.

Sincerely,

Barry L. Zubrow
Executive Vice President
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