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[Date]

ABC Bank, N.A.

One ABC Plaza

New York, New York 10081

Attention: Acount Officier 

Re:  Authorized Traders for Derivative Transactions

Dear Account Officer:

This letter authorizes the following individuals, and only the following individuals (“Company Traders”), to enter into foreign exchange, interest rate, and commodity derivative transactions, borrowing and investing on behalf of XYZ Corporation [and specifically named subsidiaries] with ABC Bank (“you”) for the types of transactions described herein:

 

Name

Title

Signature


1.
John Smith

Treasury Analyst
__________________


2.
Mary Jones

Treasury Manager
__________________

[May want to limit company traders to FX or interest rate or commodity derivative trading only]

1. Authorized Derivative Trades 

Specifically, the Company Traders are authorized to enter with you the following types of derivative transactions:

a. Spot foreign exchange contracts

b. Forward foreign exchange contracts of one year or less
c. Purchased FX European option contracts

d. Net purchased FX collar or range forward contracts [insert any restrictions on the kinds of acceptable collar contracts, see DIG Issues E2, E5 and E18 regarding FAS 133 concerns]

e. Other kinds of FX derivatives

f. Cross-currency interest rates swaps

g. Interest rate swaps 

h. Purchased interest rate caps

i. Purchased interest rate floors

j. Net purchased interest rate collars [insert any restrictions on the kinds of acceptable collar contracts, see DIG Issues E2, E5 and E18 regarding FAS 133 concerns]

k. Forward rate agreements

l. Other kinds of interest rate derivatives

m. Commodity derivative contracts [specify which commodities and kinds of derivatives]
2. Unauthorized Derivative Trades

The Company Traders are not authorized to enter any other kinds of derivative trades not listed above [insert language restricting any kinds of interest rate and commodity derivative trades if appropriate]. In addition, the following kinds of trades are also not authorized:  

a.   Any new trade, which “rolls over” the position, must be done on a “on-market” basis. Under no circumstances shall the gain or loss on any trade be deferred and reflected in the pricing of the subsequent contract. An example is an historic rate forward foreign exchange contract.

b. Write foreign currency or interest rate options of any kind to you [other than collars if appropriate, see comments on collars in Section 1 above]
3. Trading Limits 

As indicated below, the following traders are also limited in the amount of notional (or principal) value trades they can do with you on any individual day:



Name

Title

Daily Trading Limit


1.
John Smith

Treasury Analyst
$x,000,000


2.
Mary Jones

Treasury Manager
$y,000,000

[Many banks may balk at this]
4. Trade Confirmations

Please make verbal confirmations on the same day, followed by a faxed confirmation, to the following individual(s):


[Need confirmer’s name(s), phone numbers and address]

[Better is to require electronic confirmation through Cross-Mar’s FX Match. May want to have different confirmation instructions depending upon whether it is an FX, interest rate, or commodity derivative]

5. Settlement Procedures

Any maturing Transaction must be settled in full under its original terms and conditions. Proceeds from the sale of any currency for US dollars should be transferred to the following account:


[Bank Account Details]

Proceeds from the sale of US dollars for other currencies should be disbursed according to written instructions from one of the above confirmers or by Amounts in excess of US$ equivalent of $xxx,xxx require two signatures, one of which must be __________ or __________.

[Better internal controls would be to require foreign currency denominated proceeds to be sent to a specific Company bank account (“nostro account”) for that currency and then transferred to the appropriate third party. Again, may have different settlement instructions depending upon whether it is an FX, interest rate or commodity contract]

6. Procedures for Disputed Transactions

If there arises in the confirmation process a dispute over the exact terms and conditions of a given Transaction, then individuals from both Company and ABC Bank who were not associated with the Transaction will review the Transaction and try to amicably resolve the situation. If the dispute cannot be agreeably resolved, then if the difference between the market value of two differing trade terms is 

a. $25,000 or less, then the difference should be split equally between the two parties. 

b. More than $25,000, both parties agree to submit to binding arbitration before a single neutral arbitrator in New York, New York under the rules of the American Arbitration Association and any award by such arbitrator may be entered in and enforced by any court having jurisdiction. 

[This section will lead to some interesting conversations with your bankers!]
7. Failed Deliveries

If a party fails to deliver on a maturing Transaction, the party failing delivery shall have two days grace to remedy its failure in full. Penalty interest shall be charged at ABC’s overnight LIBOR rate for that currency + 25 bp. [Another interesting conversation.]
8. Expiration

This authorization letter expires on [date].

Please acknowledge your receipt and understanding of this authorization by signing the enclosed copy of this letter and returning it to my attention.Thank you for your assistance.

Sincerely,

I.M.Treasurer

Vice President & Treasurer

Received and Acknowledged:
For ABC Bank:

Signature: ________________________

Name printed: _____________________

Title: ____________________________

Date: ____________________________
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