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                                                                                                                                                                                                                            June 15, 2001




Interested Parties:

We are writing on behalf of the Global Documentation Steering Committee (“Committee”) for the purpose of providing an update on the progress of the Committee and to solicit your comments on the Committee’s current proposed recommendations.  As some may recall, the Committee, sponsored by, but independent of, the Federal Reserve Bank of New York, was formed to promote the identification of and/or the implementation of certain documentation-related recommendations of the Counterparty Risk Management Policy Group (“CRMPG”) contained in its June 1999 Report.  The CRMPG, in turn, was a group composed of major commercial and investment banks that developed recommendations to help reduce financial market risks that were highlighted by the market disruptions in the summer and fall of 1998.  The work of the CRMPG highlighted a number of specific types of documentation provisions that might benefit from harmonization across documents, including clauses covering notices, grace and cure periods, adequate assurances, definitions of events of default and insolvency and close-out valuation standards.

The objective of the Committee is to encourage harmonization in standard documentation used in over-the-counter (“OTC”) markets in certain areas the Committee believes to be important from a risk management perspective.  Although the substance of all proposed provisions is significant, the primary objective of the Committee is to help harmonize documentation across OTC products so that when firms transact in different OTC markets through different agreements, disparities in documentation do not exacerbate market or credit risk.  For instance, if a firm documents a swap transaction using an ISDA Master Agreement and hedges it with a repo using a Global Master Repurchase Agreement, it is important that both legs are subject to compatible contractual terms to minimize “Documentation Basis Risk” (i.e., the risk that documents that contain economically similar terms but different provisions governing the termination of agreements, valuation of terminated transactions and related matters will produce different economic results on close-out).  Often, credit and market risk management techniques model risk based on the assumption that contractual provisions governing economically similar transactions are the same; as a result, the analysis of market movements and credit determinations are considered in that context.  That assumption, however, is not always correct and, therefore, mismatches in documentation in the OTC market could have enormous negative ramifications, such as differences in the circumstances that will give rise to termination rights and the methodologies used to calculate termination values.

In December of last year, the Committee recommended that industry standard documentation provide for the termination of the underlying relationship following the filing of an involuntary insolvency petition unless such petition is dismissed within 5 business days.  The Committee understands that this proposal has favorably influenced the views of ISDA and The Bond Market Association regarding the appropriate cure period for involuntary insolvency default.  In addition, the Committee recommended that industry standard documentation include a uniform cross-default provision, which would allow for the termination of the trading 

relationship upon the occurrences of matured defaults under indebtedness or trading transactions in amounts in excess of a materiality threshold.  The ISDA cross-default provision is largely consistent with the Committee’s proposed provision.  The Bond Market Association’s Global Documentation Advisory Committee is currently evaluating the Committee’s recommended provision.

The Committee has recently developed proposals on two specific additional topics: adequate assurances and force majeure, which are described in the attached memoranda.

Certain groups have suggested that the Committee should seek input from a wider variety of diverse sources prior to finalizing its recommendations.  Although there is no perfect drafting solution to each and every topic considered by the Committee, the Committee is confident that its activities will be greatly enhanced by the input of a broad range of all affected institutions.  Accordingly, the Committee will make its draft recommendations available for comment by any interested party prior to finalizing them.  Comments will be sought in several ways, including posting recommendations on the website of the Committee ( www.newyorkfed.org/globaldoc) that can be accessed through the website of The Federal Reserve Bank of New York, which has dedicated a section for the Committee and its work.  The Committee is specifically requesting comments from trade associations, dealers, end-users, investment advisors and regulatory agencies.  Given the global nature of the Committee’s endeavor, the Committee would specifically welcome comments from institutions with home offices outside the United States from their home offices’ perspective.  Additionally, although the Committee’s proposals on a five-day grace period for involuntary insolvency and cross-default have been submitted to trade associations that sponsor industry-standard documentation, comments on these proposals also will be received and considered by the Committee.

In order to facilitate the consideration of comments, the Committee requests that comments be submitted in writing to the Committee’s Secretariat, Felicity Fridman, at Lehman Brothers, 200 Vesey Street, 10th Floor, New York, New York 10285, or to email ffridman@lehman.com.  The Committee has specifically set aside a 30-day period for the receipt of any written comments on the attached proposals.  In turn, the Secretariat will forward comments to all Committee members.  Those comments will be considered before finalization of any proposal.

In closing, the Committee is heartened and particularly encouraged that its work has been noted by the Financial Stability Forum.  (Attached).  Recognizing that documents remain only one component of prudent risk management, they are, nonetheless, a significant element of the infrastructure of the OTC market and the understanding and support of government officials is crucial and appreciated.  

Very truly yours,

Thomas A. Russo, Committee Co-Chairperson

Vice Chairman, Chief Legal Officer

Lehman Brothers Inc.

Jane D. Carlin, Committee Co-Chairperson

Managing Director and Deputy General Counsel
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