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CHAIRMAN'S REPORT

The work of the Foreign Exchange Committee in 1990
was unparalleled in its depth, breadth and scope The
Committee’s view was more international and the products
reviewed more diverse The levels of concern ranged from
the practicalities of operational standards to the lofty abstract
ol legal theory or the delicacy of ethuical mores This
e<pansion of vision was caused by the growing demands
on international money markets and was enabled by the
growth in membership, resources and energy of the
Committee itself

The 1990 Annual Reporl of the Foreign Exchange
Committee includes both summaries of topics discussed
dunng meetings and the documents produced by the
Committee, some of which may have been previously
published In the accounts of discussions, readers will be
aole to sense the wide-ranging wviewpoints of the
Committee's membership on topics such as market liquidity
o’ netting These were information-exchanging sessions
designed to keep the Committee and the Federal Reserve
ir touch with conditions in the marketplace and did not
nacessanly lead to solid conclusions or action

In other areas, the Committee found, through an open
exchange of views, that there was significant consensus on
certain 1ssues to warrant preparing recommendations or
oher documents to be distnbuted to market participants
widely Some of these, such as the Guidelnes for the
Management of Foreign Exchange Trading Activities, have
been designed for use by banks in the United States and
have been distnbuted prior to this publication Others, such

as the {r.ternational Currency Options master agreement,
are actions still in process However, the Committee beheves
it1s valuable for the intention of these actions to be set in
context and the progress at the time of publication to be
so signaled

The revision of the Committee’'s Document of Organization
promises a significant strengthening of the resources
brought to bear on the pursuit of 1ssues of interest 1o the
Committee and to the market place more generally The
establishment of subcommittees focused on trading
practices, market structure, and nsk management will
provide the continuous attention and in-depth understanding
that our everchanging marketplace demands The sub
committee on communications will work on enhancing the
flow of mnformation., opinion and news between the
Committee ana other market participants

It 15 the hope of the Committee that these mformadl

discussions and more formal documents will be of value 1o
all market participants

£ Slado_

Christine W Patton




ISSUES PERTAINING TO MARKET PRACTICE AND CONTROL OF RISK

GUIDELINES FOR THE MANAGEMENT OF FOREIGN EXCHANGE TRADING ACTIVITIES

In 1990, the Foreign Exchange Committee undertook a
revision of its "Guidelines for the Management of Foreign
Exchange Trading Activities " First issued in 1980 and
subsequently revised in 1986, these Gutdelines provide a
comprehensive description of currentiy-accepted market
piactices and management responsibiities for trading
insttutions and brokerage firms operating in the US
“Interbank” foreign exchange market

Because 1ssues of ethics and market practice are complex
and often difficult to address, the Committee believes that
it can perform a use:ul service to the foreign exchange
community by codifying and advocating good management
practices that are derived from the members extensive
market experience These Guidelines, while heipful, are no
sLbstitute for iIndividual internal policy statements within each
institution Management has the responsibility to consider
cerefully the full range of 1ssues 1dentified and to provide
clear internal guidanc2 to their traders and employees on
what are and what are not acceptable practices within their
institution

The Guidelines were updated dunng 1990 to incorporate
the Committee's work on various topics and to point out
additional areas for management attention that may have
become important since the last revision Recent
developments In foreign exchange markets outside of the
United States, and in other financial markets within the
United States, also prompted the Committee to reconsider
and strengthen some of its previous statements of good
market practice 1 order to help the US foreign exchange
community maintain s andards of behavior that withstand
public scrutiny

The new Guidelines reflect, for example, the fact that
managers at many of the institutions represented on the
Committee had already tightened their interna! policies on
questions relating to conflicts of interest The new Guidelines
now specify that it 1s the responsibility of servor management
to control and monitor any trading undertaken by employees
for their own account, if such trading is to be permitted at
all The new version also clanfies management responsibility
for spelling out its mstitution's policies on the forms of
entertainment and gifts that employees may accept

The Guidelines also incorporate the Committee’'s many
recommendations related to trading practices They address,
for example, traders responsibilities for quoted prices and
concerns about the use of off-market rates They reflect the
Commitiee’s strong opposition to the use of “brokers
points"- an informal, and frequently unrecorded, method
of resolving problems arising from missed prices, errors, or
rmisunderstandings through the adjustment of prices on
subsequent transactions The new version of the Guidelines
reflects the Committee’'s recommendation that any
compensation arnsing from the resolution of disputes should
be on-the-record and in the form of cash payments or the
adjustment of brokerage bills (1989 Annual Report
page 23)

Preparation of the revised Guidelines was undertaken by
the Management Guidelines subcommitiee The Guidelines,
reflect the views of the entire Foreign Exchange Commuttee
membership, representing the senior managements o
domestic and foreign commercial banks, brokerage firms
and investment banks The Guidelines are primarily directea
to the managers of foreign exchange trading operations but
are \ntended to be of use to individual traders and brokets
as well

TRANSACTIONS IN THE BROKERED FOREIGN EXCHANGE MARKET

During 1990, the Fcreign Exchange Committee closely
monitored the brokered segment of the US foreign
exchange market to assess the extent to which market
participants had moved away from the practice of "brokers'
ponts” and the effects of that movement on the foreign
exchange market

“he Committee has cautioned against the possible
abuses assoclated wilin the practice of points and made
several recommendations amed at elminating its use Points

anse primanly as a means of dealing with problems
associated with missed pnices, miscommunications, and
dealer and broker errors The use of points allows trades
to be completed, but defers the financial effect of the
problem untl a repayment is effected through pomnts ansing
from subsequent trades A detalled discussion of brokers’
points and the potential problems associated with their use
appears In the "Report of the Points Task Force to the Foreign
Exchange Commitiee’ reprinted in the 1988 Annual Report
(pages 24-33)




On August 1, 1990, the three Federal bank regulatory
- agencies ssued staternents prohibiting the use of points by
US banks and requinng the adoption of alternative
ptocedures for resolving disputed contracts A copy of
this policy statement s reproduced in this report on
page 26

Use of Brokers Points in the United States

Dunng 1990, all evidance suggested a decisive movement
away from the use of points in the brokered US foreign
e change market The Commitiee also noted a general and
stgruficant improvement in relations between brokers and
dealers Traders less often forced brokers to make good on
trades in which the counterparty had withdrawn its interest
before the transaction could be completed and, largely as
a consequence, fewer transactions involved points

Late in the year, the Committee asked a number of foreign
exchange brokers in the United States to describe their
recent experience to substantiate the impression that there
had been a significant reduction in the use of points The
intormation provided by these firms, which account for the
vest majonty of spot foreign exchange business brokered
in the United States, was consistent with the earlier reports
tha Committee had received The brokers indicated that
drferences are now generally resoived either by use of
diference checks or adjustments to brokerage bills The

extent to which either difference checks or adjustments to
bills are used appears to vary considerably from firm to firm,
but, on average, difference checks are apparently used to
settle differences about two-thirds of the time and bl
adjustment one-third The brokers also indicated that the use
of points in the United States and involving U S residents
18 a very small fraction of what it had been prior to the Report
of the Points Task Force two years ago

The Use of Brokers’ Points Abroad

Steps are also being taken abroad to guard against the
potential abuses associated with brokers’ points The Bank
of Canada and the Reserve Bank of Australia have writien
to Interbank participants in their respective foreign exchange
markets to stress the need for management controls in view
of the potential for abuse The Tokyo Foreign Exchange
Practices Committee drafted a code of conduct for the
setlement of differences to maintain high standards The
Bank of England established a dual broker system which
1s aimed at creating a points-free market for those banks
that do not wish to be subjected to the points praclice

The Foreign Exchange Committee applauds efforts to
help control the potential for abuse in the use of brokers'
points it welcomes the initative of the US bank supervisory
agencies to ehminate the practice from the US market so
as to enhance the integrity of the foreign exchange market
and the individual institutions which participate in the market

CONFIRMATION PRACTICES

Confirmation practces In the US foreign exchange
market, particutarly for interbank spot trades, remained an
arza of Committee concern during 1990 The Committee
believes that the practice of confirming trades by personnel
other than traders is the best protection against misdirected
tredes, payments proolems, and other potentially costly
mistakes as well as a deterrent to unauthorized dealing As
the Committee's earlier inquinies had shown (1989 Annual
Report, page 9), frequent failures to confirm and venfy trades
at some nstituttons create an environment 10 which mis-
directed trades can go undiscovered for extended periods,
grzatly increasing the potential costs of such errors

Committee Recommendation

Early in the year the Committee considered a
recommendation of the US Council on International
Banking (CIB) dated September 27, 1989 recommending

thal banks discontinue the use of mail confirrmations for spot
trades with bank counterparties

In making its recommendation to discontinue the use of
mailed confirmations, the CIB cited taped telephone
conversations as an alternative and more efficient method
in reviewing the proposal, Committee members
acknowledged that mailled confirmations have 1 many
cases lost therr utility It was noted that some banks no longer
mail confirmations, and many more banks no tonger use
the mailed confirmations they receive to venfy transactions

This is largely because mailed confirmations do not arive
i tme 1o identfy problems before the value date
Nevertheless, the Commuttee felt strongly that wrntten
confirmations were still necessary and that tapes did not
provide a sutficiently secure and continuous alternative
record




Accordingly, in an Aprnil 16 1990 letter to forcign exchange
market participants responding to the CIB proposal (page
27), the Committee emphasized that it i1s as necessary as
ever to have timely, written confirmations for all spot deals
with banks and ctner dealers it recommended that
conhrmations continue 1o be exchanged by immedate
means of communication -such as telex, SWIFT, fax, and
electronic/dealing confumation systems- instead of by
maul

Confirmations at the FRBNY

In one discussion of confirmation practices dunng the
year, a Federal Reserve representative reported that the
Federal Reserve Bank of New York's back office has
implemented the practice of confirming foreign exchange
transactions within an hour of the trade  This new procedure
has been positive for morale and has greatly reduced the
number of times bank personnel had to wait into the evening
for a confirmation The back offices of many counterparties
have responded favorably to the approach

FOREIGN CURRENCY OPTIONS VOLATILITY PROJECT

Dunng 1990, the Federal Reserve Bank of New York
carned out the plan formulated the previous year by the
Committee to establish an independent source of monthly
implied volatility rates for a core group of foreign currency
options These rates are intended primanly for use as a
reference tool for management, auddors, and examiners

Publication of Volatility Data

Data were collected from a panel of options market
mMakers on February 28 and released on March 1 Since
then, data have been collected on the last business day of
each month and released the following business day The
survey ranges of the implicd volatility rates which were
published in the course of 1990 are included for reference
pcurposes in this report starting on page 28, and the text of
a letter sent to US institutions involved 1n the foreign
exchange market publicizing the new release 1s reproduced
on page 27

The implhied-volatility rates are now made available through
tre Electronic Bulletin Board, a service of the Office of
Business Analysis and Economic Affairs, US Department
of Commerce In the course of 1990, three wire services
began to pick up the information from the Bulletin Board
and to carry it on permanent pages for their subscribers
These services and thair page references are

Service page
Telerate 107
Reuters FRNW

Quotron OPT/ICUR/FRB/RAT

Late in the year, comments on the service were solicited
from market participants to gauge its value to the financial
community Requests for comment were inserted on pages
of the Electronic Buletin Board and Telerate Most of those
who responded thought ot useful and asked that it be
continued

Changes for 1991

Some of those who commented on the service made
suggestions for expansion of the data series Among the«e
was a suggestion to add longer maturities for the sterling/
mark and mark/yen cross rates The Committee believing
that such an addition would be relatively easy to implement
and would represent a useful response to a significant
growth in trading in these instruments over the past year
decided 10 request data for these additional options
contracts, and o begin publishing them when procedures
for collecting a sufficient number of quotes for these
maturities were in place

Otherwise the Committee decided 1o continue the service
without substantial change for another year The Commuitice
also approved the enlistment of a new institution o serve
on the panel of market makers in order to spread the
reporting burden and take account of the nsttutions
evolving roles in the market




INTERNATIONAL CURRENCY OPTIONS DOCUMENTATION

In 1990, there was renewed interest in seeking to
establish standardized terms and conditions for over-the-
counter foreign exchange options A document that had
served to provide standard terms and condittons for use
in the London market, the “international Currency Options
Market Terms” (ICOM Terms), was being reviewed by a
group sponsored by the British Bankers' Association
Because it was uncertain whether the London group's draft
would fully meet the needs of financial institutions in the
United States, lawyers from vanous institutions active in the
foreign currency options market considered the ments of
proceeding with a project of their own

Revived Interest in the U.S. and the U.K.

Under these circumstances, interest revived in a 1987
F oreign Exchange Committee unpublished working paper,
“J S Interbank Market Standard Terms and Conditions for
Foreign Currency Options” (USICOM Terms) A meeting was
arranged for August 3 to bring the lawyers working on this
project together with the Commuttee to discuss whether to
complete the paper or take ancther approach The lawyers
attending this meeting included Ruth Ainshe (Bankers Trust),
Simeon Amon (Chase), Michael Bannon (Chase), Mark
Baum (Mernlt Lynch), John Emert (Ciibank), Laurie Ferber
(Goldman Sachs), Douglas Harnis (Morgan), Phiip Levy
(Manufacturers), Jeffrey Lillien (First Chicago), Jim Roselle
(First Chicago), and Ernest Patrikis (Federal Reserve Bank
of New York)

Decision to Draft Model Master Agreement

The consensus of the group was that the foreign
e<change options markel would be best served by
producing a relatively simple model master agreement
which defined key terms and addressed formation, exercise,
setttement, and defaull While the agreement would be
drafted for the wholesale market, it was hoped that the
agreement would also be suitable for use by customers

Meanwhile, representatives from the group of US
lawyers agreed 1o work together with the ongoing project
in the United Kingdorn to draft documentation that could
be used in trading options in both countries In addition,
it was decided to prepare a master agreement incorporating
both business and legal terms and provisions that could be
used as a model for nstitutions trading options in either
center It was envisioned that a user's guide be included
with the master agreement to provide a non-technical
explanation of the master agreement's features

At vanous stages of the drafting process, the group of
US lawyers conferred with the Foreign Exchange
Committee to ensure that the master agreement would
reflect the insights of market practitioners

The Question of Automatic Exercise

One of the issues discussed was whether the agreement
should contain a provision for the automatic exercise of “in-
the-money" options at times when the bi'yer neglected to
provide the writer with instructions to exercise prior to the
option's expiraton The Committee felt that automatic
exercise should be included Automatic exercise 1s intended
1o avoid windfall profits for the wrtter due to operational error
or inadvertence by the buyer At the same time, the
Committee took into account the diticully of identifying when
the automatic exercise proviston should be tnggered, given
that exchange rates can fluctuate widely enough that
ambiguity may arnse on this pomnt it therefore agreed that
the value of the in-the-money options at expiration be above
a specified threshold level before the option s treated as
exercised This provision for automatic exercise also covers
operational and transactional costs for the wnter Committee
members noted that instances of unintended expiraticn are
rare for the professional options market They felt, therefore
that protection should be provided specificdally in the
agreement only for cases where the profit resulting from
exercise was significant

Other issues on which the Committee provided guidance
included (1) the desirability of an adequate assurances
provision that the counterparty will be able to perform his
obligation, (2) the seller's alternatives in the event oi
nonpayment of premium, (3) the nght of immedale
wilateral hquidation when performance becomes ifiegal or
1s hindered, such as by force majeure, and (4) the right of
a buyer of a European style option to give irrevocabile notice
of exercise betfore the exercise date The Committee noted
that buyers of European-style options would seldom
exercise this latter nght because it results in a loss of intrinsic
value of the option The Committee adwvised against the
inclusion of language that would permit partial exercise of
options in view of the inherent operational difficulies but
noted that partial exercise could still occur when mutually
agreed

As of early 1991, the documents were undergoing final
review and were expected 1o be made available for dis
tnbution later in the year



ISSUES PERTAINING TO MARKET STRUCTURE

NETTING OF FOREIGN EXCHANGE CONTRACTS

In recent years, the concept and practical implementiation
of netting of foreign exchange contracts have undergone
continuing development On May 3, the Commuttee held a
special meeting to review the status of vanous netting
products and initiatives and to discuss some of the issues
vshich they raise

Representatives ot four netting iniiatives were invited 1o
cescrnbe ther systems lan Danic of SWIFT discussed
ACCORD, a confirmation-matching and netting-information
sarvice being developed by SSP. a SWIFT subsidiary, to
support other bilaterzl netting arrangements Peter Bartko
discussed FXNET, a imited partnership that has developed
a system for banks to net foreign exchange contracts
b laterally

Two efforis to develop multilateral netting systems, one
spearheaded by a group of US and Canadian banks and
another by a European-based group of banks, were also
represented Bruce Berain of Morgan Guaranty, John
Frugan of Bankers Trust, and Carol Turner of Chase
discussed the North American effort, which has retained the
Options Cleanng Corporation (OCC) as a consultant for the
research phase of the project (After the Committee's
mzeting on May 3, this group of banks merged their efforts
wr'h a group of Canadian banks and therr combined project
has become known as the North American Clearinghouse
Organization (NACHO) ) The European group, represented
by Graham Duncan of Barclays Bank, 1s known as the
Exchange Clearinchouse Organization (ECHO),
representing a project onginally developed by the ABECOR
znd EBIC bank assoc ations

ACCORD will provide a confirmation matching service for
'oreign exchange trades as well as an "advisory” netting
service which will inform users of therr bilateral net positions
vith specified counterparties However ACCORD will not
2icvide the legal documentation to ensure that there is an
actual and legally binding netting of positions, this will be
et entirely to the users

FXNET provides banks with the basic “lools”™ needed to
zar y-out bilateral netiing of therr spot and forward foreign
2<cnange contracts through the legal process of novation
-XNET provides a harcware and software system that will
ranage the netting process and the basic legal documen

tation for banks to enter bilateral contracts with counter
parties to effect a legally binding netting of therr foreign
exchange contracts Banks subscnbing to FXNET's service
are responsible for establishing communications with those
counterparties with whom they wish to net, for integrating
the FXNET netting process into their existing back-office
systems, and for entenng mto the necessary legal
agreements

Both NACHO and ECHO are in the process of developing
clearinghouses, to be established in North Amenica and
Europe, respectively, for the multilateral netting and
settlement of interbank foreign exchange contracts At the
time of the Committee's May 3 meeting. the NACHO
representatives were discussing the use of a legal theory
of novation and substitution of the clearinghouse as centrd!
counterparly for contracts initially entered into by
clearinghouse members, ECHO was proposing the use of
a legal theory based on an "open offer” by the clearinghouse
1o enter into contracts with all members Both groups of
banks wore still studying various ways of managing credit
risk which may include cleannghouse capital, the use of loss
allocation arrangements among the participants, and the
pasting of collateral

In the discussion which followed the presentations market
participants on the Committee expressed the view that
netting can have positive effects on the foreign exchange
business By reducing pressure on the payments system,
it can reduce a source of strain and contnbute to the
indusltry’'s healthy growth It can reduce the size of trading
banks' outstanding foreign exchange contracts which will
reduce credit nsk Finally, by reducing payments costs, it
can improve the cost effectiveness of a bank's foreign
exchange business

However, given the potential advantages, some Committee
members thought it surprising that progress towards netting
had not been faster One Committee member suggested
that the rationale for netting and its potential savings mdy
not have been sufficiently evident to market participants to
motivate them to do the ground work and make the
necessary investments The Committee's continuing interest
i this arca should provide helpful input to market
participants
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LIQUIDITY IN THE FOREIGN EXCHANGE MARKET

Several times during the year, Committee members
expressed the view that hquidity in the foreign exchange
market had recently declined, both in generai and in the
United States in particutar This ohservation gave nse to a
wide ranging and lengthy discussion of the topic during the
summer of 1990

A market i1s thought to be hiquid if a sizeable transaction
can be executed at tre given price then available, without
moving the price decisively Market participants are inclined
tc refer to a market as being hqu:d when there are enough
buyers or sellers for them to complete their own business
guickly Market commentators, however, often associate
licquncity with other attributes of market performance such
as volume of turnover, size of standard deals, or number of
participants One of the interesting aspects of this discussion
was that disappointment about iquidity occurred at a time
when there was at least anecdotal evidence suggesting that
turnover was stable or nsing and that deal size remained
targe

Some Committee members suggested that perceptions
of poor hqudity may largely reflect changing market
structure While acknowledging that igudity has decreased
in parts of the market, such as dollar/sterling spot trading
'n the New York afternoon, it has clearly increased in others,
such as options and major cross-currency trades Thus,
nerceived changes in hquidity may, in fact, reflect differentials
1 the rates of growth 1n customer demand in certain seg-
ments of the market or changes in the traditional core of
the market

Another structural factor which could contribute to a
change 0 hguidity may be the reduced capacity or
w lingness of market makers to take short-term positions
Some Committee members believed that hquidity has been
hurt asinterbank participants shift their focus to ‘nsk taking”
from market making” Ttus shift may be a response to
detenorating profitability or nsk reward charactenstics of
market making High levels of compensation, new tech-
nology requirements, capital requirements on credit nsk
exposures and other factors have contnbuted o rising costs
cheg new accounting procedures have made it easier 1o
J'ocate these costs to individual foreign exchange
cusinesses A narrowming of bid-offer spreads has put
amwnward pressure on market-making revenues Also, the
apeed with which market makers in practice may be stripped
o profitable positions or stuck with losing positions has
~2ant that the nisk in market making 1s far targer than can

be measured by the spread between bid and offered prices
At the same time price information which had traditionally
been avalable only to those actively quoting two-way prices
has become more generally availlable

These circumstances, 1 was felt by some, make 1t
increasingly difficult for institutions to develop the ‘crtical
mass” of trading volume necessary to keep market making
profilable A number of international trading institutions have
for thus or for other reasons, closed or consolidated the
number of their lrading operations Although in some cases
a consolidated trading operation may supply more hquidity
to the market than the smaller operations which it replaced
or absorbed - because it may be given larger position hmits
and be able to stand behind a price longer or for greater
amounts  the closing of secondary trading operations can
negatively affect hquidity by reducing market diversity |If
there are now fewer banks willing to deal in “large” amounts,
relative to the number and/or size of transactions piaced in
the market by ther customers and as the relative
sophustication of customers increases, there may be i
perceptible deterioration in the market making function of
the exchange markets

Committee members also cited a number of features of
the market during 1990 that may have contnbuted at times
to a diminution in iquidity The relative fack of a predictable
trend in exchange rates rates was mentioned as one faclor
which may have discouraged market participants froin
trading as much as usual for part of the year Simularly
refatively low levels of rate volatility may at imes have shrunk
turnover and hmited market participation by underminin g
the profitability of wholesale market participants

Committee members said that the proportion of US
trading carried out in the New York morning has steadily
increased It s not clear whether volumes in the New Yok
afternoon have actually declined or merely that the contrast
in volume between morning and afternoon trading continue s
to grow Some institutions expressed their desire to make
markets later in the day Bul because so many others have
stopped making markets by early afternoon  those
mstitutions find there are too few counterparties to permit
them to lay off a positton which they might accumulate in
the course of trading As a result, they feel it prudent to curtail
their laler operations, thereby reinforcing the trend 1o
reduced hquidily late tn the day Even so business that
neads to be done can be executed durnng the afternoon
m New York at good prices
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REASSESSMENT AND REORGANIZATION OF THE STRUCTURE
OF THE FOREIGN EXCHANGE COMMITTEE

At its December 19320 meeting, the Foreign Exchange
Committee agreed to establish four standing subcommuittees
—Trading Practices, Market Structure, Risk Management,
and Communications—and to create the position of
Exccutive Assistant to the Committee The Committee
approved the associated amendments to the Committee's
Document of Organizetion in January 1991

Debate on Committee Structure

Current and former Committee members had from time
to time questioned whether the Foreign Exchange
Committee might enhance its ability to respond to the needs
of the foreign exchange community Some felt that the
Cemmittee's structure and approach were such that the
community at large could not fully benefit from the
substantial body of experience and expertise represented
on the Committee Others suggested that the market would
benefit from the estabushment of an institution to resolve
dieputes or promote Figh standards for market practice
Such thoughts led to a Committee “debate” In the fall of 1989,
addressing the following propositions

a The institutions participating In the United States
foreign exchange market need an organization to pro-
tect, preserve, and enhance the integnty of therr
market and operating practices and to advocate pol-
icies tavored by the industry

b Were 1t decidec that the market needs such an
organization, the organization should be free standing,
with stature, mernbership recognition and responsi-
bilites not unlike those of Public Securities Association
or the International Swap Dealers Association

The debate and ensuing discussion led to the selection
of Committee members to form a subcommuttee to examine
alternative structures and to make recommendations o the
full Committee

Alternatives Reviewed

“his organization subcommittee decided that 1t could
make one of three possible recommendations (1) no
change, (2) modify the existing committee structure, or (3)
abandon the Commtiee and create either a trade
association or a self-regulatory organization
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Among these alternatives, members rejecled the concept
of a self-regulatory organization because the subcommittee
did not discern a need for formal regulation of the foreign
exchange market, believing that most market participants’
activites are already monitored by various regulatory
agencles

The trade association alternative, on the other hand, had
some attraction because such an organization could pursue
industry interests more actively Unlike the Foreign Exchange
Committee, a trade association might engage in lobbying
activities, appear before regulatory agencies, or promote
products A well-supported trade association also could
increase the number of participating financial institutions and
personnel

On balance, however, the subcommittee rejected the trade
association alternative It felt that the issues at stake did not
warrant either the effort to organize a trade association or
to associate with an existing one, especially at a ime when
financial institutions are under pressure to cut costs The
subcommittee members noted the Committee's past
substantive work on risk management, on market practices,
and on issues of particular relevance to foreign exchange
managers such as netting and capital requirements With
financial institutions readity supplying extensive professional
support in completing these tasks, it was not at all clear that
the presence of a trade association would have enhanced
the Committee’s efforts

The most decisive factor in the decision to reject a trade
association was, however, the desire to avord loosening ties
to the Federal Reserve, which association with a trade group
would have required Subcommittee members believed that
the status of the Commuttee 1s immeasurably enhanced by
association with the Federal Reserve and indirectly with
other central banks For their part, Federal Reserve officials
readily acknowledge that Committee sponsorship affords
them the beneht of direct contact with market practitioners
and early involverment 1n issues and concerns of these
practitioners

Recommended Change
Therefore, the subcommittee concluded that an institution

structured along the lines of the Foreign Exchange
Commuttee was still in the best interests of all However, it




recommended some changes it believed would greatly
~enhance the Committee's effectiveness The underlying
strategy of the subcommittee’'s recommendations was to
change the way the Committee organizes its work, by both
eslablishing more standing committees and creating a full-
time staft position Up 1o now, when the Committee chose
to address an issue 1 would often establish an ad hoc
subcomimnittee to study the topic and make a recommen-
daon to the full Committee as to how it might proceed
These subcommittees consisted of members and alternates
who volunteered, based on their interest in a particular
project While the subcomnuttees were frequently effective
N addressing their assignment, this procedure was
cumbersome and provided no mechanism for continuity
after the initial task had been compieted

“he subcommittee recommended the creation of four new
standing subcommittees to improve the Forerqgn Exchange
Committee’s ability to identfy important i1ssues, 10 prepare
timely responses, and otherwise be more responsive to
Issues coming to s attention In accepting this
recommendation, the Committee undertook to have each
mcmber and allernate serve on at least one subcommittee
In "his way, members will focus more directly on particular
sectors of the foreign exchange markel, actively inquiring
mto developments ard conditions, and serving as a
sounding board for the market as a whole The new sub-
committee mandates cre as follows

The Trading Practices Subcommuttee will focus on
day-to-day trading practices among market participants
and otherwise reinforcing the Cominittec’s revised
Management Guidelnes

The Market Structure Subcommittce will focus on
developments which are likely to have an impact the
functioning of the market over the long term such as,
for example, implementation of netting systems

The Risk Management Subcommittee 1s to foster
improverments in the quality of risk management in the
foreign exchange and related international financial
markets

The Cornmunications Subcommuttee will endeavor to
find ways to share the important ideas and work of the
Committoe more effectively with market participants

The organization subcommittee’'s second recommen-
dation, to create the position of Executive Assistant, was
developed 1n close consultation with Federal Reserve
officials The posiion s to be filled by appointment by the
Federal Reserve Bank of New York (FRBNY) from amaong
members of s staff for a term of about one year The
Exocutive Assistant will assume administrative responsibilities
currently handled by vanous Federal Reserve staff members
and the Commuttee chairman and help maintain a steady
pace of progress m the work of the vanous subcommittees
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DOCUMENT OF ORGANIZATION

CONCLUSION OF FEASIBILITY STUDY TO ESTABLISH FOREIGN EXCHANGE COMMITTEE
(June 1978 as amended in October and December 1987, December 1989, and January 1991)

b was generally agreed that any new forum for discussing

matters of mutual concern in the foreign exchange market
(and where appropnale off-shore deposit markets) should
be organized as an independent body under the
sponsorship of the Fedueral Reserve Bank of New York Such

S|
1

Commuttee should

be representative of Institutions participating in the market
rather than individuals,

be composed of individuals with a broad knowledge of
the foreign exchange markets and in a position 1o speak
for thewr respective institutions,

have sufficient statu-e in the market to engender respect
for its views, even though the Committee would have no
enforcement authonty,

be constituted in suzh a manner as to insure at all imes
fair presentation and consideration of all paints of view
and interests in the market, and

notwithstanding thz need for representation of all
interests, be small enough to deal effectively with 1ssues
that come before this group

Th2 objectives of the Commuttee would be

0 provide a forum for discussing technical issues in the
foreign exchange and related internationa! financial
markets

To serve as a channe! of communication between these
rarkets and the Federal Reserve and, where appropriate,
to other official institutions within the United States and
abroad

To enhance knowledge and understanding of the
foreign exchange &nd related international financial
rarkets, in practice and theory

To foster improvements in the qualty of rnsk
management in these markets

To develop recommendations and prepare issue papers
¢n specific market-related topics for circulation to market
participants and their management

It1s understood that the Committee would seek to work

closely with the FOREX and other formally established
organizations representing the other relevant financial
mMarkets

The Committee

In response 1o the results of the study, the Federal Reserve
Bank of New York agreed to sponsor the establishment ot
a Foreign Exchange Committee It was agreed that

1 The Commuttee should consist of no more than 16
members and at least an equal number of alternates In
addiion, the president of FOREX would be invited to
participate

2 Insttutions participating in the Commitiee should be
chosen in consideration of therr participation in the
exchange market here as well as of the size and generdl
importance of the institution  Selection of participants
should remain flexible to reflect changes as they occur
in the foreign exchange market

3 Responsibiity for choosing member institutions and
alternates rests with the Federal Reserve Bank of New
York The Federal Reserve may solicit the advice o
current Committee members

4 Inmally, the terms of half of the members will be for two
years and half for three Thereafter, to provide for
maximum participation in the Committee by institutions
eligible for membership, the term of membership would
be two years Itis envisaged that at the expiration of each
member's term an alternate would succeed to full
membership

The composttion of the Committee should be as follows

5-6 East Coast Banks
2-3 Other US Banks
2-4 Foreign Banks
1 Investment Bank

1-2 Brokers (preferably to represent both foreign exchange
and Euro-deposit markets)

the President of FOREX USA, Inc (ex officio)

the Federal Reserve Bank of New York (ex officio)



Comnmittee Procedures

The Committee will meet with a specified agenda of items
at least every alternate month The fgrmat of the discussion,
however, will be informal

In the event that a member i1s unable to attend a meeting,
an alternate for that mrember may attend

Any recommendation the Commuittee wishes to make on
market related topics vall be discussed and decided upon
only at its meetings Any recommendation or issue paper
agreed to by the Committee wiil be distributed not only to
member institutions and their alternates, but also widely to
nstitutions that participate 1n the foreign exchange market
in the United States

The Committee will have five standing subcommittees
Membership, Trading Practices, Market Structure, Risk
Management, and Communications A representative of the
Federal Reserve Bank of New York will serve as chairman
of the Membership Suocommitice The Membership Sub-
committee will ard In the selection and onentation of new
members and assign members to the other standing sub
commitees Each subcommittee other than the Membership
Subcommittee will meet at least quarterly and report
periodically 1o the full Committee

The Committee or any of its standing subcommittees may
designate ad hoc working groups to focus on specific issues

Depending on the agenda of items 1o be discussed, the
Committee or its standing subcommuittees may choose to
invite other institutions to participate i discussions and
de iberations

Summaries of discussions of topics on the formal agenda
of Committee meetings will be made avallable to market
pa-ticipants by the Feceral Reserve Bank of New York on
benalf of the Committee The Committee will also publish
an annual report whch wilt be distnbuted widely to
institutions that participate in the foreign exchange market
in the United States

Meetings of the Committee will be held ether at the
Federal Reserve Bank of New York or at other member
INs itutions

In addition to the meetings provided for above, a meeting
of the Committee may be requested at any time by two o
more members

Responsibilities of Committee Members

The Foreign Exchange Committee 1s composed of
institutions who participate actively in the foreign exchange
markets as well as other financial markets world-wide As
a senior officer of such an mstitution, the Committee membes
has acquired expertise that s invaluable to attaining the
Committee’s objectives The member's continuous
communication with the markets worldwide generates
knowledge which s necessary to the Committee's
delberations of market issues, or problems £ ffective
individual participation s critical if the collective effort is to
be successiul

The responsibilities of membership apply equaily to all
associated with the Committee whether they are serving
currently as a formal member or an dllernate member

The specific responsibilities of each member are

¢ To function as a communicator to the Committee and to
the marketplace on matters of mutual interest, brnging
1Issues and information to the Committee, contnibuting to
discussion and research and sounding out colleacues
on issues of concern to the Committee

¢ To represent to the Committee the concerns of his own
nstitution In addition to reflect the concerns of a market
professional as well as the constituency from which hig
institution 1s drawn or the professional orgarwzation on
which he serves

¢ [0 pdrticipate in Committee work and to volunteer the
resources of his institution to support the Committee's

projects and general needs

e Jo coordinate between the formal member and the
alternate attendance at meetings and to communicate to
the absent member on a imely basis the discussions and
other tems of import that occurred at each meeting This
responsibility 1s reciprocal within each designated sel of
formal and alternate members




GUIDELINES FOR THE MANAGEMENT
OF FOREIGN EXCHANGE TRADING ACTIVITIES

Since the Foreign Exchange Committee's "Guidelines for
the Management of Foreign Exchange Trading Activities”
were last amended in 1986, the Commuttee has reexamined
several longstanding ssues and addressed others which
have become importarit as a resutt of the changing character
of the “interbank” foreign exchange market or the changing
technology used to support trading

This 1s the Committee’s second revision of a paper first
published in 1980 The Committee's discussions of market
practice during that year centered on management i1ssues
relating to the control and supervision of foreign exchange
trading activities that were not adequately addressed in
ex1sting codes of good trading practices or guidelines for
foreign exchange operations Since then, the Committee has
addressed numerous questions regarding market practice
and reviewed changing techmqgues for evaluating and
managing risk exposures As a consequence, the current
version of the Committee’s guidelines is both more
comprehensive and up-to-date

These guidelines present the views of representatives of
a number of commercial banks, investment banks, and
brokerage firms participating in the US foreign exchange
market The guwdelines are prnmarly drected to the
managers of institutions actively trading foreign exchange
{including both commercial banks and, where appropriate,
investment banks) and also to the managers of foreign
exchange brokerage firms However, others may also find
it a useful document Individual traders and brokers may
benefit from a discussion of these issues In addition, much
ol the matenal 1s sufficiently gencral to apply to trading
operations other thar foreign exchange

Confidentiality

Confidentiality and customer anonymity are essential to
the operation of a professional foreign exchange market
v arket participants and thewr customers expect to have therr
interest and activity known only by the other party to the
tfransaction and an irtermediary, if one I1s used

Managers are responsible for ensunng that therr
employees have been trained to identify and to treat
accordingly information that 1s confidential and to deal
appropriately with situations that require anonymity A trader
may have access to a considerable amount of confidential
irformation In addition to the trades he prices, he may know

2)

of confidential matenal prepared within his own organization
or obtained from those with whom his mstitution does
business Such information might pertain directly to the
foretgn exchange market or to other financial markets While
not explicitly stated to be confidential, it may not be pubhicly
available

Managers should expect that their employees wilt not pass
on confidential information outside of their institution except
with the permission of the party or parties directly invo.ved
Nor should a trader or broker distribute confidential
information within his institution except on a need-to-know
basis Managers should not tolerate traders or brokers
utihzing confidential material for personal benefit nor in any
manner that might compromise therr institution Of course
it should be recognized that disclosure of certam mformation
may occasionally be required by law or regulation But in
the event that confidentiality 1s otherwise broken, i is the
role of management 1o act prompltly to correct the conditions
that permitted such an event to occur

Management should be alert to the possibility that the
changing mechanics of foreign exchange trading might
jcopardize ther efforts to preserve confidentality As
technological innovations are introduced into the trading
environment, managers should be aware of the secunty
implications of such changes The use of two way speaker
phones inially generated considerable concern, but then
use has since been abandoned or controlled to safeguard
confidentiality Ongoing advances in telecommunications
systems, computer networks, trade processing systems
market analysis systems, and the integration of these systems
with others within an institution all can lead to inadvertent
breaches of security The potential loss of confidentiality
represented by complex systems—with multiple users
muttipie locations, and ongoing data base or operating
program changes —may be further complicated when the
central processing unit or software s managed by an outside
vendor

Managers should also act to protect sensitive information
when visitors are present in frading rooms or brokerage
operations There 1s always the possibility that visitors will
be exposed to information not intended for them names
of participants, amounts of trades, and currencies traded
could accidently be disclosed Whether or not disclesed
information is ever put 10 use, and however unintentional
disclosure may he, the simple fact that confidentiahty



batween counterpartias has been violated is grounds for
concern Visits shoulc be prearranged and visitors should
be accompanied by an employee of the host institution A
visitor from another trading institution should not be
permitted to trade for his own instiution from the premises
0 the host

Trading for Personal Account

In general, managers should expect that traders will give
their full attention to their employing institution's business
activities and not be distracted by therr own personal
fmancial affairs Managers should also expect that traders
will fulfdl thewr institutional responsibilities objectively,
unbiased by therr own financial position

Managers should be aware that, if traders are permitted
to deal for themselves in those commodities or instruments
closely related to the ones they deal for their institution, a
conflict of interest or an appearance of a conflict of interest
might anse that could be detrimental or embarrassing for
the nstitution, the trader, or both It 1s a management
responsibility to develcp and disseminate a ciear institutional
policy on these matters and, if such trading for personal
account is permitted at all, to establish procedures to avoid
actual conflicts of interest At a mintmum, an institution
should require the explicit permission of senior management
to engage in trading for personal account and require that
such transactions be executed In a manner that allows
management to montor these trading activities Some
institutions have recently gone further by taking steps to
prohibit their traders filom any trading for personal account
that could give rise to even the appearance of a conflict of
interest

Traders should recognize that they, too, have a
responsibiity to 1dentify and avoid conflicts or the
appearances of conflicts of interest A trader should bring
to management's attention any situation about which there
is a question of propriety In no instance should a trader use
hig institutional affiliation, or take advantage of non-public
or exclusive foreign exchange transaction information
involving a third party, to create trading opportunities for
personal gain

Entertainment/Gifts

Management should assure themselves that therr
tnstitution’s general cuidelines on entertainment and the
exchange of gifts are sufficient to address the particular
circumstances thewr employees may encounter Where
appropriate, such general guidelines should be

supptemented for trading personnel to help them avoid the
dangers of excesstve entertainment Special attention needs
to be given to the style, frequency, and cost of entertainment
afforded traders Many trading institutrons have mechanisms
in place to monitor entertainment Although it 1s customary
for a broker or trader to entertain market contacts at lunch
or dinner on occasion, entertainment even in this form
becomes questionable when it 1s underwntten but not
attended by the host

fn turn, foreign exchange market personnel should
conduct themselves in such a way as to avoid potentially
embarrassing situations and to reduce the chances of
incurnng a presumption of indebtedness They should fully
understand ther institution’s guidetines on what constitutes
an appropriate gift or entertainment as well as the bounds
of law and reascnable proprety They should also be
expected to notify management regarding unusual favors
offered traders by wirtue of therr professional position

Personnel Issues for Management

The work environment for trading personnel has some
very important characteristics Trading room positions are
by thair nature positions of great trust The pace of work
for traders I1s intense They operate under strong internai
pressures to make profits 1n a market that 1s open 24 hours
a day Yel the process of developing a trader has become
compressed Today, traders are either hired from other
institutions or they are developed internally from individuals
thought to have either on-the-job experience or academic
training in areas that would prepare them quickly for market-
making and/or position-taking activities

Selection  The process of selecting new employees is an
important management responsibiity Managers should
ensure that prospective trading room staff meet pre-
determined standards of aptitude, integrnty, and stabiity for
trading room obs at all levels Managers should exercise
caution in delegating hinng decisions To the extent possible
job candidates should be interviewed by several staif
members of the institution, and references should be
checked The managers’ expectations concerning a trader's
responsibiities, profitability, and behavior should be
discussed thoroughly before a candidate 1s hired

Policies and procedures of the organization  The mobility
of trading personnel within the financial industry has a
matenal effect on a trader's perception of his relationship
to his employer It s possible for an employee to begin
trading an mstrument for an institution without having an
intimate knowledge of the traditions and practices of that
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market or of the traditions and corporate culture of his
current employer ¢« This situation can give rnse to mis-
understandings about management expectations for traders

Managers should ensure that each ftrader s fully
acquainted with the policies, procedures, and style that therr
institution chooses {c employ in the conduct of its business
Management should consider providing complete orien-
1ation procedures for new employees of all levels and formal
procedures to ensure penodic review of the institution’s rules
and policies by each trader

Stress Stress may lead to job performance problems
Managers need to be able to identify symptoms of stress
among trading personnel and then act to mitigate any
incipient problem Management should consider educating
rading room staff in personal stress management
echnigues

Drug abuse Managers should educate themselves and
heir traders or brokers to the signs of drug use and to the
cotential damage resulting from the use of drugs and other
-orms of substance abuse Policies should be developed and
clearly announced for dealing with individuals who are found
'0 be substance abusers

Trading Practices

The smooth funclioning and integnty of the interbank
market whether direct dealing or through the intermediation
of brokers, depends on trust, honesty, and high standards
of behavior by all market participants

Traders’ responsibility for prices It 1s a management
responsibility 1o ensure that traders who are authorized to
Juote dealing prices are aware of and comply with internal

policies and procedures that apply to foreign exchange
dealing

in the terbank market, dealers are expected to be
committed to the bids and offers they propose through
brokers for generally accepted market amounts unless
otnerwise specifred and until the bid or offer 1s (1) dealt on,
2) canceled, (3) superseded by a better bid or offer, or (4)
the broker closes another transaction i that currency with
another counterparty at a price other than that onginally
proposed |In the latter two cases, the broker should consider
trat the onginal bid or offer 1s no longer vald unless
reinstated by the dealer

Need to avoid questionable practices When markets are
unsettied and prices are volatile, opportunities may anse for
traders to engage in practices which may realize an

o
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immediate gain, or avoid a loss, but which may be
questionable In terms of a trader's reputation --as well as
that of the trader's institution —over the long run The kinds
of questionable practices are many Some, like perpetrating
rumors, may reflect adversely on the professionalism of the
trader Others, like reneging on deals, may give rise to hability

Management should be alert to any pattern of complaints
about a trader's behavior from sources outside the institution
such as customers, other trading institutons, or
intermediaries Information avaitable within the organization
should be reviewed to determine If individual traders or
brokers become frequently involved in disputes over trades
or tend to accept deals at rates which were obvious
misquoles, accidental or otherwise, by counterparties
Complaints about trading practices may be self-serving,
however, and should be handled judiciously

Off-market rates Counterparties from time to tme may ask
a dealer to use an “off-market” exchange rate But such
requests should raise guestions of credit policy and,
perhaps, of proprety

Traders are most frequently asked to employ off-market
rates in connection with swap transactions when there can
be discussion about whether the “current” or ‘historical” rate
should be applied (To be sure, the essence of a swap
transaction i1s neither the spot nor the forward rate, per se
hut the relationship between the two ) While the nature of
certan commercial transactions may justify the use of
hustorical rates with some customers, use of historical rates
with other trading stitutions should not be permitted

The application of non market rates can have the effect
of moving income from one institution to another (perhaps
over an income reporting date) or of aftening the timing of
reported taxable income Such operations, in effect, can
result in an extension of unsecured credit to a counterpaity
Therefore, all requests for the use of historical rather than
market rates should be referred to management for policy
and credit judgments as well as for guidance on appropnate
accounting procedures

Stop-loss/profit orders Trading institutions may receive
requests from customers, branches, and correspondents to
buy or sell a fixed amount of currency if the exchange rate
for that currency reaches a specified level These orders,
which include stop-loss and limit orders from trading
counterparties, may be intended for execution during the
day, overnight, or until executed or canceled

Stop-loss or specified level orders are a frequent source
of tension between counterpartiecs These orders create a




otential for loss or hability which can be substantial if they
are mishandled or there 1s a misunderstanding about the
terms and conditions for their execution and confirmation

Management should ensure that there i1s a clear
vnderstanding between their istitution and their
counterparties of the basis on which these orders will be
tndertaken In accepting such an order, an institution
essumes an obligaticn to make every reasonable effort to
execute the order quickly at the established price However,
a specified rate order does not necessarily provide a fixed-
price guarantee to the counterparty

Tradei-Trader Relationship

For several years, trading institutions have been dealing
directly with each other, at least at certain agreed-upon times
durning the dealing day The nalure of the direct dealing
ralationship will vary according to the interests of the two
partes Management should be sure that the terms of each
rzlationship are clearly understood and accepted by both
mstitutions and that these terms are respected in practice

A possible element of a direct dealing relationship
between two institutions 1s reciprocity That s, each
mstitutions 1n a direct dealing pair may agree to reciprocate
Lpon request in providing tmely, competitive rate quotations
for marketable amourts when it has received such a service
from the other Differences in the relative size of the
mnstitutions, together with their expertise or specialization in
certain markets, will influence what 1s perceived by the two
partres as an equitable reciprocity If there are hmitations on
reciprocity, or tmes of the day when the two do not wish
1o be bound by the obligation of reciprocity, these should
be explicitly agreed upon 1in advance by the management
of both inshtutions

Management shou d analyze trading activity penodically
Any unusually large concentration of direct trading with
another institution o1 1nstitutions should be reviewed to
determine that the level of activity 1s appropriate

Trader-Broker Relationship

Senor management of both trading institutions and
brokerage firms shou d assume an active role in overseeing
the trader-broker relationship They should establish the
tarms under which brokerage service is to be rendered
agree that any aspect of the relationship can be reviewed
by erther party at any time, and be available to intercede
N any disputes that may arise (See the discusston below
on the resolution of disputes)

The management of both trading institutions and broker
age firms should assure themselves that their staffs are both
aware of and comply with internal policies governing the
trader-broker relatonship They should make clear to their
staffs the importance of acting professionally and with
discretion 1in all circumstances Senior management of
trading institutions are ultimately responsibie for the choice
of brokers to be used They should also monitor the patterns
of broker usage and be alert to possible undue con-
centrations of business Brokerage management should
impress on their employees the need for them to respect
the interests of all of the institutions which their firm serves

Name substitution Brokers are intermedianes who
communicate bids and offers to potential principals and
otherwise arrange transactions In the traditional foreign
exchange market, the names of the institutions placing bids
or offers are not revealed until a transaction's size and
exchange rate are agreed upon, and then only to the
counterparties Should one of the counterparties turn out
to be unacceptable to the other, they might agree to the
substitution of a new counterparty between them

This practice of “name substitution” - or of interposing a
new counterparty (a "clearing bank") between the two
onginal parties—developed because, at the stage of a
transaction when names are introduced, each counterparty
1s already committed to the trade and aware of its details,
information that 1s considered confidential Many institutions
believe that, once they have shown therr hand in this way,
they should complete a trade with the same specifications

Name substitution in spot transactions s an acceptable
practice provided that (1) both counterparties recetve the
name of an acceptable counterparty within a reasonable
amount of tme (2) the cleanng bank 1s in full knowledge
of the trade, and (3) the clearing bank is operating in
accordance with its norma! procedures and linits Under
these circumstances, the clearing bank’s risk is no different
than it would be on any other trades involving the respective
trading institutions

Given the nisks involved and the disruptions that can occur
when transactions cannot be completed expeditiously,
foreign exchange managers should clearly define with their
brokers the approach therr institution will generally foliow in
handling specific name problems Managers should provide
therr brokers with the names of institutions with which they
are wiling to deal or, alternatively, the names of the
institutions they will virtually always reject Brokers shoutd
use this information to try to avoid name problems




If a broker proposes a transaction on behalf of an institu-
ion not usually regarded as an acceptable counterparty,
{ 1s appropriate for that broker to make a potental
counterparty aware that the transaction may need to be
referred to management for credit approval—that the
transaction may be “referable’—before the trade can be
agreed to

Name substitution rarely, if ever, occurs in the brokered
forward market Participants in this market recognize and
understand that brokers' forward bids and offers, even
though firm, cannot result 1n an agreed trade at matching
prices unless it comes within the internal credit limits of each
counterparty

Missed prices and disputes Difficulties may anse when
a trader discovers that a transaction he thought he had
entered was not completed by the broker Falure to
complete a transachion as onginally proposed may occur
for a vanety of reasons the price may be simultaneously
canceled, an insufficient amount could be presented to
cover dealers’ desied transactions, or an unacceptable
counterparty name might be presented Disputes may also
arisé over misunderstandings or errors by either a trader
or a broker

Whenever a trade 1s aborted, managers and traders must
recognize that it may be impossible for the broker 1o find
another counterparty at the onginal pnce Managers should
ensure that therr traders understand the pnnciple that
brokers are not required to substantiate prices until canceled
or changed They should also make clear to their traders
that it 1s iInappropriate for them to force a broker to accept
a transaction 1n which a counterparty has withdrawn its
interest before the trade could be consummated - a prac-
nce known as ‘stuf ing”

For ther part nrokerage firm management should
establish clear policies prohibiting position taking by brokers
They should also require that any position unintentionally
assumed be closed out at the earliest practical ime after
the problem has bzen identified

The management of both trading mstitutions and
brokerage firms should take steps to reduce the likelihood
of disputes They should, for example, assume a key role
in training new employees in the use of proper terminology
They should require their traders and brokers to use clear,
common terminolcgy, to be aware of standard market
practice, and to folow the procedures of their institution
Trading nstitution management should also consider
implementing more frequent intraday reconciliations with
other counterparties, including those arranged through
prokers, once-a-day checks may be inadeguate
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Even if these procedures are followed disputes will anse
and management should establish clear pohcies for their
resolution  Informal accommodations, which sometimes
develop n the brokered market, can be incensistent with
sound business practice

The practice of ‘points” Such was the case, for example,
with the practice of "points " This practice may have started
as a mechanism to permit a disputed brokered transaction
to be completed while deferring settlement of the difference
(measured 1 points) until those points were settled 1N
another trade But as the practice devcloped, it came to
imvolve the arranging of proportionately advantageous or
disadvantageous future trades, the unrecorded extension
of credit between counterparties, and all of the problems
associated with unrecorded transactions

The obhgations ansing from the points procedure did nol
have a clear legdl basis and may have compromised the
neutrality of the broker The procedure was potentially costly
1o all market participants because institutions did not know
when they were the unwitting victim of a scheme to pass
on an advantageous trade to someone ¢lue The use of
points on an unrecorded basis was particularly dangerous
because it may have been outside management review may
have undermined the financial integnty of an institution s
records and may have generated other troublesome
dimensions {Sce Federat Reserve Bank of New York  Policy
Statement on the Use of Points' in Settling Foreign Exchange
Contracts,” August 1, 1990)

Resolution of disputes When disputes anse or
differences occur, there are acceptable procedures for
compensation

e Differences should be routinely referred to sehior
management for resolution, thereby transforming the
dispute from an individual trader-broker issue to an inter
institutional issue

« All compensation should take the form edher of payrment
n cdsh or adustment to brokerage bills The settien ent
of differences should be even handed ailowing for
compensation to go both ways

¢ All such transactions shoutd be fully documented by
each trm

For more detaled suggestions on the resolutior of
differences and disputed trades, see 1989 Foreign
Exchange Committee Annual Report, pp 1617



Trader-Customer Relationship

Strains are inherent in the relationship between trading
institutions and ther customers In consequence, the
management of customer relationships requires a high
degree of integnity and mutual respect as well as effective
communication of each party's interests and objectives

Customers may expect that the growing size of their
transactions should be reflected in a narrowing of spreads
10 levels approaching those which mterbank dealers quote
among themselves What customers may not realize 1s that
they do not behave in other ways like interbank dealers, most
notably in extending reciprocity  that 1s, they do not make
markets nor do they provide rate quotations with narrow
spreads to assist trad ng nstitutions i managing exposures
This confhct in expectattons can be frustrating for dealers
who must cope with nternal profit pressures

Disputes that may anse between a trader and a customer
concerning the terrs of a transaction, such as the price
dealt on a stop-loss order, should be referred to the
appropriate level of management for resolution

It 1s normal practce for non-financial organizations to
delegate trading au hornity formally to specific individuals
within the organization and to advise ther bankers
accordingly At the same time, trading institutions are obliged
0 make reasonable efforts to comply with corporate dealing
authorization instructions Trading personnel who deal with
customers should be famiiar with current corporate
nstructions and thosc instructions should be readily
accessible Sales and trading personnel should bring to
management's atten 1on changes in counterparties’ trading
natterns or the accumulation of significant book profits or
0sses

Operational Aspects of Trading

Risk managemen! Institutions should be duly aware of
the various types of nisk to which they are exposed when
2ngaging in foreign exchange transactions including
axchange rate (or market) risk, counterparty credit rnsk,
"clean nsk™ at hquidation (or settlement risk), iquidity risk,
and country {or sovereign) risk Sound management controls
‘0 monitor and evaluate the risk exposures associated with
‘oreign exchange and related trading operations can assist
n keeping these exposures within management's
specifications Management information tools need to be
reinforced with effective mechanisms for monitoring
compliance

There 1s a great diversity of approaches that mstitutions
may adopt to monitor and reduce rnisk exposures Some
nstitutions stilf rely principally on the establishment of lines
of credit for each customer or trading partner, such as limits
for total contracts outstanding or sublimits for clean sk at
iquidation, as well as imits for individual instruments Some
institutions may also require collateral or compensating
balances

Recently, a number of the larger trading tnstitutions have
changed ther approach for internally evaluating and
controlling risk exposures In an effort to apply a single
approach across different instruments and different nsks,
they have adopted volatility-based guidelines for evaluating
nsk The Foreign Exchange Committee has published
descripttons of these new techniques for monitonng nsk
exposures (See 1983 Annual Report, p15, 1984, p 15, 1988,
p19, and 1983, p26)

Netting Inierest in foreign exchange netting has
increased as inshitubons have sought to reduce counterparty
credit nsk exposure, interbank payments, and the amount
of capital aliocated to foreign exchange activity While nething
arrangements may have operational similantics they can
differ significantly in their legal and rnisk-reduction charac
tenstics Sorme forms of netting reduce the number and size
of settlement payments while leaving credit nisk at gross
levels The masking of risk, however, s not consistent with
sound banking practice Other forms of netting, such as
netting by novation can reduce credit nsk s well as
payment flows by legally substituting net obhigations in place
of gross obiigations

The Foreign Exchange Committee has had a long-
standing nterest In foreign exchange netting  Further
information about the types of netting arrangements we
found in the Committee's Annual Report for 1988, p9, and
for 1989, p8 and also the Report of the Committee on
‘nterbank Netting Schemes of the G-10 central banks
published by the Bank for International Settlements in
November 1990

New product development The growing complexity of
new financial instruments and services requires that detailed
research and documentation, together with internal cross
functional reviews and personnel training, be completed
before a product 1s marketed Formal programs to control
the introduction of a new product help verify that the new
activity 1s likely to be sufficiently profitable that associated
nsks will be manageable, and that all legal, regulatory
accounting. and operating requirements are met While
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many requirements must be fulfilled betore the introduction
of a product, the existence of formal, new product programs
can actually speed and facilitate the product development
cycle (For further discussion, see 1988 Annual Report, p11)

Taping of telephone conversations Many trading
nstitutions tape record all telephone lines used for trading
and confirmation Taping conversations in foreign exchange
trading rooms and confirmation areas helps resolve disputes
quickly and fairly Whether or not traders need access to
untaped lines in order to carry out unrecorded conversations
on sensitive topics 15 a matter of individual preference

Access to tapes containing conversations should be
granted only for the purpose of resclving disputes and
should be strictly imited to those personnel with supervisory
responsibility for trading, customer dealing, or confirmations
Tapes should be kept in secure storage for as long as i1s
sutficient for most disputes to surface Whenever taping
squipment 1s first installed, trading institutions should give
counterparties due notice that, henceforth, conversations will
oe taped

Deal confirmations Institutions active in the foreign
exchange market shouid exchange written confirmations of
all fereign exchange transactions—including both interbank
and corporate, spo! and forward Any use of same-day
telephone confirmations should be followed with wntten
confirmations, exchanged through a means of immediate
communication, on the transaction date Such timely
confirmations can be provided by telex, SWIFT, fax
transmissions, as well as by vanous automated dealing and
confirmation systems These forms of communication are
more appropriate than mailed confirmations which, partic-
ulany on spot transactions, often do not arrive in time to bring
proolems to light before the settlement date Trading
nstitutions have found that the sooner a problem 1s iden-
tified the easier and perhaps less expenstive it I1s to resolve
Prompt and efficient confirmation procedures also are a
deterrent to unauthonized dealing

In the United States brokered foreign exchange market,
when both parties to a transaction are offices of institutions
iocated in the United States, the counterparties—and not
the broker — are responsible for confirming the transaction
directly to one another But when a broker arranges an
‘International” transaction, where either one or both of the
parties does not have a US “address”, it 1s the broker's
resoonsibility to provide each of the counterparties with
written confirmations of the transaction Brokers should
ensure that confirmetions of spot transactions are given on

the same day that a trade s consummated Trading
institutions  have the responsibility to check that the
confirmations brokers provide are received and reconciled
on a tmely basis They also have the responsibility to
reconcile promptly the activity going through their nostro
accounts with therr trading transactions

Third-party payments Management should have a clear
policy for traders concerning the appropriateness of
honoring requests for “third-party payments " A third-party
payment 1S a transfer of funds in settiement of a foreign
exchange transaction to the account of an institution or
corporation other than that of the counterparty to the
transaction A subsidiary of the counterparty i1s a legally
separate third party, but a foreign branch of an institution
1S not

The normal payment nsk inherent in foreign exchange —
the nsk that funds are paid out to a counterparty but not
received —1s most acute when the funds, in either local or
foreign currency, are transferred to a party other than the
principal to the transaction These third- party payments are
more susceptble than normal transactions to (1) fraud
perpetrated by a current or former employee of the
counterparty who 1s diverting payment to a personal
account, (2) fraud perpetrated by an employee of the bank
who 1s altering the payment instructions, or (3)
misinterpretation of the payment instructions whereby the
tfunds are transferred to an erroneous beneficiary In many
cases the ability to recover the funds paid out will depend
upon the outcome of legal proceedings

As a matter of policy, many institutions establish special
controls for this type of transaction The control procedures
appropriate to address the associated risks include various
measures to authenticate or venfy third-party payments such
as

* Requinng the counterparty to provide standing
payment and settlement instructions,

* Requinng an authenticated confirmation on the
transaction date,

* Requiring the counterparty to submit a hist of individuals
authorized to transact business and to confirm deals, or

* Confirming by telephone all deals on the transaction
date to the individual 1dentified by the counterparty

Importance of support staff Management's attention to
a foreign exchange trading operation 1s usually directed
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toward establishing trading policies, managing nsk, and
developing trading personnel Equally important 1s an
efficient “back office” or operating staff Detaills of each
trading transaction should be accurately recorded Payment
mnstructions should be correctly exchanged and executed
Timely information should be provided to management and
traders The underlying results should be properly evaluated
and accounts quickly reconciled Time-consuming and
costly reconcilation of disputed or improperly executed
transactions mar the efficiency of the market, hurt profitability,
and can impair the wilingness of others to trade with the
offending institution

Accordingly, management must be aware of their respon-
sibility to establish a support staff consistent with the scope
of thewr trading desk’s activity in the market Conversely,
management shoulcl ensure that trading 1S commensurate
with available back office support

Audit trall Management should ensure that procedures
are In place to provide a clear and fully documented audtt
tral of all foreign exchange transactions The audit trail
should provide information dentifying the counterparty,
currencles, amount, price, trade date, and value date Such
nformation should be captured in the institution’s records
as soon as possible after the trade 1s completed and should
be in a format that can be readily reviewed by the institution’s
management as well as by internal and external auditors
These procedures should be adequate to inform
management of trading activities and to facilitate detection
of any lack of comgliance with policy directives

Recent technological innovations in trading and execution
systems tend to improve data capture and allow for the
creation of more precise audit records For example, some
slectronic dealing systems independently generate trade

data that serve as an effective audit tral Trades executed
via telex, autormated dealing systems, or an internal source
document provide better verification than trades executed
over the telephone An accurate audit trail significantly
improves accountability and documentation and reduces
instances of questionable transacttons which remain
undetected or improperly recorded Management may
therefore wish to emphasize such systems when considernng
trading room configuration and mechanics for dealing with
counterparties

Twenty-four hour trading With foreign exchange trading
now taking place on a continuous 24-hour basis,
management should be certain that there are adeqguate
control procedures In place for trading that s conducted
outside of normal business hours - either at the office or at
traders’ homes Management should clearly identify those
types of transactions that may be entered into after the
normat close of business and should ensure that there are
adequate support and accounting controls for such
transactions Management should also designate and inform
therr counterparties of those individuals, if any, who are
authonzed to deal outside the office In any case, all
confirmations for trades arranged off-premises should be
sent promplly to the appropriate staff at the office site

Increasingly, institutions in the United States are receiving,
during the US workday, requests to trade from overseas
traders who are operating outside of therr own normal
business hours Management should consider how they
want their traders to respond it1s possible that, for selected
counterpartics, arrangements can be discussed in advance
and a modus operand: can be established that will
accommodate the counterparty’s needs and still identify and
protect all parties to the transaction




FEDERAL RESERVE BANK
OF NEW YORK

POLICY STATEMENT ON THE USE OF “POINTS” IN
SETTLING FOREIGN EXCHANGE CONTRACTS

August 1, 1990

To All Depository Institutions, and Others Concerned,
in the Second Federal Reserve District

The Board of Governors of the Federal Reserve System, in conjunction with other Federal bank
regulatory agencies, has issued the following statement prohibiting the use of “points” by banks
in thewr foreign exchange operations and requiring the adoption of alternative procedures regarding
disputed contracts

A practice unique to the brokered foreign exchange market 1s the use of “points’ as a way to settle
disputed contracts “Points” are used In the brokered foreign exchange market as a means of deaiing
with problems arising from missed prices, from miscommurications, and/or from broker and dealer errors
The use of "points” permits a disputed brokered transaction to be completed but, defers settiement of
the difference ansing from it (measured in "points”) until these “points” are settled by — depending on
the circumstances — arranging proportionately advantageous or disadvantageous future trades or by
expl ait payment Since “points” are an informal accommodation between individual traders and brokers
they are not normally included in the financial records of the institution on whose behalf the foreign
excrange contract was completed and are often accomphshed without formal management
acknowledgment

Ineffective policies, procedures and controls over disputed contracts by a financial Institution can result
1N inaccurate records, misteading reports filed with regulatory and tax authonties, misapplication of funds,
and potential viclations of the institution’s internal policies and Federal criminal laws regarding gifts to
bank personnel The US bank regulatory agencies have found that the use of “points” is a practice that
can iead to significant abuse and 1s considered an unsafe and unsound banking practice Accordingly,
each US commercial bank, Edge or Agreement corporation, and branch, agency and commercial lending
company associated with a foreign bank and subject to US Federal bank regulatory agencies’ supervisory
jurisdiction that deals 1n foreign exchange must develop, adopt, and implement detailed policies and
procedures regarding disputed contracts The written policy should detait the financial institution's approach
to recolving disputed trades and should prohibit the use of points Adequate procedures should be
developed that identity and control risk, and at a minimum should detall proper accounting management,
and financial controls over disputed contracts The policy statement should be approved by senior
management and reviewed by the board of directors in the case of a bank, or the parent institution in
the case of an office of a foreign bank or Edge corporation

Questions regarding this matter may be directed to our international Banking Department (Tel
No 212 720 7934)

Frederick C Schadrack,
Executive Vice President

28



COMMITTEE LETTER ON THE NEED
FOR WRITTEN CONFIRMATIONS
FOR SPOT TRANSACTIONS
April 16, 1990

Dear

At its meeting on March 2, the Foreign Exchange
Committee considered the recommendation proposed by
the US Council on International banking that banks
discontinue the sending and vernfication of mail
confirmations on spot foreign exchange deals

The Committee concludes that it is as necessary as ever
to have timely, written confirmations for all spot deals with
banks and other dealers It recommends that these
confirmations be exchanged through immediate means of
communication on the transaction date of the trade
Examples of timely confirmation are telex, SWIFT, fax, and
electronic dealing/confirmation systems These forms of
confirmation are more appropniate than marled confirmations
which often do not arrnve in time to bring to light before
settlement a possible problem or misunderstanding

Very truly yours,

Christine Patton
Chairman

F.R.B.N.Y.
LETTER ON THE NEW
STATISTICAL RELEASE
March 19, 1990

Dear

On March 1st, this Bank issued the first of a new release
which your chief financial officer, general auditor, and the
management of your foreign exchange area may find helpful
for assessing valuations of options contracts The release
provides survey ranges of implied volatility rates, bid and
asked, for at-the-money options as of 3 30 pm on the last
business day of each month Copies of the first release and
a background paper are enclosed for your information You
may wish lo forward them to the appropnate individuals in
your institution

We undertook to provide this service at the request of
the Foreign Exchange Committee, a group sponsored by
this Bank which 1s made up of institutions representative of
the US foreign exchange market The Committee felt that
the auditing and management of options market participants
would be strengthened by having supplemental and
independently prepared information about implied volatility
rates

The release 1s avallable from our Pubhc Information
Department and the Department of Commerce's Electronic
Bufletin Board ( VRATES FRB") Several wire services also
have indicated to us that they will begin carrying the data
soon, ncluding Knight-Ridder, Quotron, Reuters and
Telerate

[ hope that your institution inds this new service useful
O’ course, any comments and suggestions regarding the
release will be most welcome

Sincerely yours,

Margaret L Greene
Senior Vice President
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Guidelines for the Management of Foreign Exchange Trading Ac ivities, 1990 2027
e Brokers Points 1990 O
¢ Entsrtainment/Gifts 1940 21
e Off Market Rates 1990 22
e QOperational Aspects 1990 2527
e Personal Account Trading 1990 M
* Traders Responsibilty 1990 R
Japanese Yen Cross Trading 1989 P
Liquidity 19930 10
Market Practices (Commitiee Deliberations on) 1990 a7
1989 49
1988 6172
Membership
* Achviies 1989 141
1968 13
e Structure 1990 12 13
— 1989 14 53 5
e Subcommuttees 1990 RN
1989 13
1988 13
Netung of Foreign Exchange Transactions 1990 89
- 1989 8
- 1988 a1
e Bilateral and Multlateral Netting 1988 1)
* Comnmiltee Letter on Proposed Risk Based Capital Guideiines 1988 16 14
e Interest in Netung Arrangements 1988 9
¢ Multilateral Netling 1939 7
* Payments and Contract Netting 1388 ')

'Page references for the 1988 and 1989 Annual Reports are not provided when the same matenals have been reprinted in e
current report as in the case of “Guidelines for the Management of Foreign Exchange Trading Activities ' The 1988 Annual Report higs,
4 cumutative index to reports tor the years 1979 through 1987
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INDEX TO 1988-1990 ANNUAL REPORTS

SUBJECT

Netting inihatives

ECHO (EBIC ABECOR)

FXNE™

NACHO (Options Clearing Corporation)

SWIFT (ACCORD)

New Product Development
Operational Aspects of Trading
Options Valuation

Points Brokers'

Londcn Dual System
Points lask Force

Policy Statement on Paints Federal Reserve

Remaiks on the Practice of Points 1n the Brokered

Exchange Market, by Margaret L Greene

Remarks on the Use of Points in Brokered Foreign Exchange Dealing
by Mergaret L Greene and Ernest T Patnkis

Price Risk Measuremr ent
Procedural Matters of the FX Committee

Reassessment of the Committee Structure
Reassessment of the Membership Structure
Relations with Other Organizations
Subcormmittee Membership and Activities

Formal Meeting Dates

Risk Based Capttal

Committee Letter on Proposed Guidelines

Trader-Broker Relationship

Trader Customer Relationship
Trader-Trader Relationship

Trading Against Collateral

U S Foreign Excharge Market Survey

Summary of April 1983 FRBNY survey

ANNUAL REPORT

1990
1989
1988
1990
1989
1988
1990
1989
1988
1990
1989
1988
1990
1988
1930
1989
1988
1980
1989

1989
1988
1990

1989

1988
1988
1990
1989
1988
19380
1989
1930
1990
1989
1988
1990
1989
1988
1988
1988
1990
1990
1990
1988
1989
1989

PAGE

89
8
10
89
8
10
8-9
8
10
89
8
1"
2527
12
452428
461523
68,22 36,12

5

6 23
4
7.2433
28

18 22

22
1119 21
11-15
1314
13
1213
14
13
1415
1314
13
11
13
14
4
16 18
2324
25
23
12
10
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1. EAST COAST BANKS

John T Arnold
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Morgan Guaranty Trust
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New York, NY 10015
(212) 648 2100

David Puth

Managing Director
Chemical Bank

277 Park Avenue, 9th Flcor
New York, NY 10172

(212) 310 4680

Chnistine W Patton

Senior Managing Director

Manufacturers Hanover
Trust

270 Park Avenue

New York, NY 10017

(212) 270 7707

Heinz Rieht

Senior Vice President
Ciibank N A

399 Park Avenue
New York NY 10043
(212) 559 0864

John A Nalesnik

Senior Vice President &
Manager

Connecticut National Ban<

777 Main Street
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(203) 728 2272

OTHER U.S. BANKS

Robert W Goetter

Senior Vice President

Harns Trust & Savings Bank
111 W Monroe Street

10th Floor

Chicago L 60690

(312) 461 3386

Woody Teel (Lewis W)
Senior Vice President
Bank of America

555 Caldormia Street

San Francisco, CA 94104
(415) 622 1677

FUHREIGN EAUCHANUGE CUNINILI 1 CEC

(JANUARY 1991)

MEMBERS AND ALTERNATES

ALTERNATES

Witham A Dueker, Jr
Executive Vice President
Republic National Bank
452 5th Avenue, 10th Floor
New York, NY 10018

(212} 525-8152

James P Borden

Senior Vice President

The Chase Manhattan Bank
One Chase Manhattan Plaza
New York, NY 10081

(212) 552-7543

Craig E Bentley
Managing Direclor
Bank of Boston
100 Federal Street
Boston MA 02110
(617) 434 1168

John Fimigan
Managing Director
Bankers Trust

1 Bankers Trust Plaza
New York, NY 10006
(212) 250 1710

Nick D Wharton

Executive Vice President
NCNB

901 Main Street, 22nd Floor
Daltas, TX 75202

(214) 508 2073

Kenneth Markin

Vice Presigent

First National Bank of Chicago
First National Plaza

Chicago L 60670

(312) 732 3183

Chns Foley

Managing Director

Global Trading

Secunty Paciic National Bank
300 South Grant Street

18th Floor, HCP 191

Los Angeles, CA 90071

(213) 6130470

MEMBERS

FOREIGN BANKS

Joseph J Spendiey

Deputy General Manager
& Treasurer

Girozentrale Vienna

65 E 55th Street, 29F

New York, NY 10022

(212) 509 0724

John Chnstopherson

Senior Vice President &

Regional Treasurer

Banco Portugues do
Atlantico

2 Wall Strest

New York, NY 10005

(212) 306 7828

Shuicht Fupmon

Senior Vice President &

Sr Deputy Genl Manager
Mitsul Taiyo Kobe Bank
277 Park Avenue

New York, NY 10172
(212) 756-6900

Robert Jarrett

Senior Vice President
Bank of Nova Scotia

40 King Street West, 5F
Toronto, Ontano
Canada M5H 1H1
{416) 866 7009

INVESTMENT BANKS

Lioyd C Blankfein
Partner

Goldman, Sachs & Co

85 Broad Street 5th Floor
New York, NY 10004
(212) 902 0593

BROKERS

Richard M MaGee
Managing Director

Tullett & Tokyo Forex Inc
80 Pine Street

New York NY 10005
(212) 208 2006

ALTERNATES

Andrew Popper

Treasurer & Deputy General
Manager

Credit Commercial de France
450 Park Avenue, 7th Floor
New York NY 10022

(212) 848-0523

Anthony Bustamante
Executive Vice President

The Hongkong and Shanghat
Banking Corporation

5 World Trade Center

New York, NY 10048

{212) 658 5731

Yoichi Sakaguchi

Treasurer and Joint

General Manager

Sanwa Bank Limited

Park Avenue Plaza, 25th Floor
55 East 52nd Street

New York, NY 10055

{212) 754 1707

Stephen Bub

Vice President

BHF Bank

55 East 59th Street
New York, NY 10022
(212) 756 5513

Joe Petn

Managing Director

Mernill Lynch Capital Markets
World Financial Center

North Tower 8th Floor

New York, NY 10281

{212) 449 5851

Robert McCully

President

Harlow Meyer Savage, Inc
1 World Trade Center
31st Floor Sutte 3111
New York, NY 10048
(212) 938 4805

Edward C Baites
President

Lasser, Marshall, Inc
75 Park Place

New York, NY 10007
(212) 385 7152

MEMBERS

vi

vil.

Forex USA, inc
(Observer)

William Rappolt
Executive Vice President
Manufacturers & Traders
Bank

654 Madison Avenue
New York, NY 10021
(716) 842 5553

(212) 303 0492

FEDERAL RESERVE BANK
OF NEW YORK
(ex officio)

Sam Y Cross

Executive Vice President
33 Liberty Street

New York NY 10045
(212) 720 6180

Maigaret L Greene
Senior Vice President
33 Liberty Street
New York NY 10045
(212) 720 5688

EXECUTIVE ASSISTANT

Darvel Brotman

Market Specialist

Federal Reserve Bank
of New York

33 Liberty Street

New York NY 10045

(212) 720 6550
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