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Summary Opinion

Addition Of Modifiers Introduces Greater Transparency

Clarification Of Rating Descriptions Will More Accurately Convey 
The Meaning Of SQ Ratings

Updated SQ Rating Definitions
UMMARY OPINION
ince Moody's began issuing Servicer Quality (SQ) ratings in 2001, the securitiza-
on markets have continued to evolve at a rapid pace and investors have
creased the level of attention they pay to servicers. The number of servicers
ted by Moody's has grown quickly during that time, rising to over 40 worldwide1

s of the end of April 2005.  Because of the significant increase in the number of
ted servicers, market participants have indicated a desire that our rating scale be
rther refined in order to better differentiate servicing risk among servicers.   

 order to offer a more detailed assessment, Moody's is adding "+" (plus) and "-"
inus) modifiers in addition to its existing SQ2, SQ3, and SQ4 rating categories

nd a "-" (minus) modifier in addition to its existing SQ1 rating category. Moody's
ill incorporate the new rating scale that includes modifiers into the ratings of all
xisting servicers at the time of each servicer's next annual review. 

e are also clarifying our SQ rating definitions to reinforce the concept that
oody's SQ ratings represent its assessment of a servicer's combined "servicing

bility" and "servicing stability".  We discuss these rating definitions herein.

hese changes apply to all Moody's SQ ratings across all asset classes (ABS and
MBS) and all markets globally.  

Refer to moodys.com for a recent listing of Servicer Quality ratings.
May 10, 2005



ADDITION OF MODIFIERS INTRODUCES GREATER TRANSPARENCY
Moody's new modifier "+" (plus), when added to an SQ rating indicates that the servicer ranks in the higher end
of the designated rating category. The modifier "-" (minus) indicates that the servicer ranks in the lower end of
the designated rating category. The lack of a modifier indicates that the servicer ranks in the middle of the des-
ignated rating category for SQ2, SQ3 and SQ4 and indicates that the servicer ranks in the higher end of the
SQ1 rating category. 

Adding modifiers will help to increase transparency to the marketplace regarding the servicing of securitizations.
The number of servicers rated by Moody's has grown rapidly to over 40 worldwide as of the end of April 2005.
Given the significant increase in the number of servicers we rate, market participants have indicated a desire for
a further refinement of our rating scale to better differentiate servicing risk.  At the same time, the growing num-
ber of servicers we rate allows us to make better comparisons and more accurately benchmark each servicer's
quality. The use of modifiers will communicate a more refined differentiation as to servicers' relative servicing
ability and servicing stability. 

Moody's SQ ratings represent our view of a servicer's ability to prevent or mitigate asset pool losses across
changing markets. Since Moody's started rating servicers in 2001, the securitization markets have continued to
expand and evolve. In certain ways, the servicing industry has become more complex for various asset classes.
For example, the increased regulatory focus on "predatory servicing" — most notably in residential mortgages
— has prompted many servicers to strengthen their oversight procedures. 

In addition, the amount of data we are receiving from servicers today allows us to perform more detailed analy-
ses and differentiate servicing risk at a finer, more granular level than would have been possible with the amount
and quality of data the servicers were providing when we began rating servicers in 2001. 

Moody's performs a full review of all of its rated servicers annually. This review includes a site visit and a com-
prehensive analysis of the qualitative and quantitative factors affecting the rating.  Servicers with existing SQ rat-
ings will be rated with the new rating scale that includes modifiers at the time of their next annual review. 

CLARIFICATION OF RATING DESCRIPTIONS WILL MORE ACCURATELY CONVEY THE 
MEANING OF SQ RATINGS
Moody's SQ ratings are based on a servicer's combined servicing ability and servicing stability.  Servicing ability
includes factors such as customer service, collections, loss mitigation, and repossession and/or liquidation or
redeployment of collateral for secured obligations.  Servicing stability combines financial stability with opera-
tional stability and includes factors such as ownership, profitability, earnings diversity, legal and regulatory risks,
compliance and oversight. In addition, factors such as management, staff, and information technology systems
are also important to a servicer's servicing ability and stability. 

This update to Moody's SQ rating definitions reinforces and clarifies the concept that our SQ ratings represent
our assessment of a servicer's combined "servicing ability" and "servicing stability" attributes.  It is unusual for
any servicer to be completely "strong", "above average", "average", or "weak" for every area of review.  For
example, a servicer that is particularly strong in servicing ability and average in servicing stability is not pre-
cluded from being rated SQ1 or SQ1-.  
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UPDATED SQ RATING DEFINITIONS
SQ1 Strong combined servicing ability and servicing stability 
SQ2 Above average combined servicing ability and servicing stability
SQ3 Average combined servicing ability and servicing stability 
SQ4 Below average combined servicing ability and servicing stability 
SQ5 Weak combined servicing ability and servicing stability

Where appropriate, a "+" or "-" modifier will be appended to the SQ2, SQ3, and SQ4 rating category and a "-"
modifier will be appended to the SQ1 rating category. A "+" modifier indicates the servicer ranks in the higher
end of the designated rating category. A "-" modifier indicates the servicer ranks in the lower end of the desig-
nated rating category.

APPENDIX

Related Research
Moody's Approach to Rating Residential Mortgage Servicers (January 2001)

Residential Mortgage Servicer Quality ("SQ") Ratings in EMEA: Moody's Methodology (October 2003)

Credit Card Servicer Quality Rating Methodology (June 2004)

Residential Mortgage Servicer Quality ("SQ") Ratings in Australia: Moody's Methodology (August 2004)

2004 Review and 2005 Outlook: US Servicer Ratings (January 2005)

Asset-Backed Servicer Quality ("SQ") Ratings in EMEA: Moody's Methodology (April 2005)
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