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“BBA” refers to the British Bankers Assocation; “BEC Treaty” or “Treaty of Rome,” to the Treaty Establshing the
European Economic Communty; “ECB,”to the Furopean Central Bank; “ECU,” to Furopean Currency Unt; ; “EMU,
”” to European Economic and Monetary Union; “ESCB,” to the Furopean System of Central Banks “EU,” to the
European Union; “EU Council” to the Council of Minsters of the Furopean Union; “FIBOR,” to the Deutsche Mark
Frankfint InterBank Offered Rate; “I1CC,” to the International Chammber of Comimerce; ‘TPMA,” to the International
Primary Market Assocation; “ISDA,” to the Intemational Swaps and Dervatives Association, Inc.; “LISBOR,” to the
Portuguese Escudo Lsbon InterBank Offered Rate; the “Maastricht Treaty,” to the 1992 Treaty on European Union; “
PIBOR,” to the French Franc Pars InterBank Offered Rate; “RIBOR,” to the Italan Lira Rome InterBank Offered
Rate; and “UCP 500, to Uniform Custons and Practice for Documentary Credits.

A. Introduction

1. The ewro s a singe currency adopted by certan EU member countries. To understand the euro, a commercal
bwyer needs a basic knowlkedge ofthe EU.

2. Althoughusually thought of in the singulbar sense, the EU actually conssts of three different Furopean communities that
were separately created by different treaties, but which together formthe EU.

a. The different treaties that created the three distinct Furopean communtties that together formthe EU are:
i The Furopean Coal and Steel Communty Treaty (Pars 1951);
i  The Buropean Atomic Energy Communty Treaty (Rome 1957); and

i.  The Treaty Fstablshing the Furopean Economic Communty (Rome 1957) (all three treaties have since
been amended fromtine to tire).

b. The most important treaty for U.S. attormeys, because of s central roke n the European phn for economic
ntegrationreferred to as EMU, & the EC Treaty, as amended. The EC Treaty was signed in Rome on March 25, 1957,
and has since been amended by the 1986 Singe Furopean Act, the 1992 Treaty on Furopean Union (commonly
referred to as the “Maastricht Treaty”), and most recently by the 1997 Treaty of Amsterdam



c. The EU forms a lrge common market comprsing 350 milion peopk for the free moverment of goods, capital
hbor, and technology among EU memmbers. The right of free movement without custonns duties only applies to goods that
orignate within the EU member courtries or that have awiully entered the EU and are said to be i free circulation. The
EU has ako establshed a common import tariffwith the rest of the world. The activities of the EU are conducted by the
EU Counci, a Commssion, a Parliament, and a Court of Justice. The EU Council s composed of one representative
fromeach ofthe EU member countries. The EU kegshtion process s mitiated by the EU Commission (a larger body than
the EU Council, but ako composed of national representatives), which draffs proposak that the EU Council then has the
power to adopt into bw.

d. The current menbers of the EU are: Austria; Belgum; Denmark; Finbind; France; Germany; Greece; Ireland,;
Italy; Luxenbourg; the Netherlinds; Portugal; Spain, Sweden; and the United Kingdom

e. Ofthe curent 15 EU menbers, Denmark, Sweden, and the United Kingdom chose not to jon the singe
currency at ths time. Furthermore, Greece was not allowed to jon at this time because t was found not to meet the
requisite economic criteria. EU menbers wishing to participate in the euro have to first satsfy certain convergence critera
rehting to nfhtion rates, mterest rates, public debt, budget deficits, and exchange rates. The convergence critera are set
forth nthe EC Treaty, as amended by the Maastricht Treaty.

3. The ntroduction ofthe euro s important not only within the EU, but for any entity anywhere in the world that engages
ntransactions nvolving a currency of an EU member country, regardless of whether that country s one of'the 11 current
ewro participants (since there remains the possbilty that the four remaning EU menmbers may jon the euro n the
foreseeabk fiture). Additonally, EU menbership could expand in the future, ncreasing the nunmber of countries whose
currencies could potentally qualify to participate in the euro.

4. Ths outline will briefly descrbe the EMU and the euro, will provide further information on ssues commercial bwyers
should be aware of rehting to the euro, and will provide draffing tips for mult-currency credt agreements.

B.  Background: The European Economic and Monetary Union

1. The EC Treaty provides for the achieverent of EMU m three stages, thus making EMU not a singe event but a
process.

a. 'The first stage began on July 1, 1990, and nvolved the coordination of economic policies, such as the removal
ofcurrency exchange controk among EU menrbers and the establshiment ofa mechanism by which to maintain exchange
rates within certain imits as valued against the Deutsche mark.

b. The second stage began on January 1, 1994, and baskally embodied a convergence period in which
prospective euro-participating countries attenmpted to meet the criteria required to participate in the third stage of EMU.
OnMay 2, 1998, the EU Council determined which EU countries qualified to participate in the iitial impkementation of
the euro.

c. The third, and hst, of the EMU stages began on January 1, 1999, and nvolves the nfroduction of a singke
currency within certain EU countries. This third stage willbe dscussed n greater detai following a brief infroduction of the
two regultions forming the substantive part ofthe EMU framework.

2. The EU Counci has enacted two main regubtions under Artick 189 ofthe EC Treaty. These two regulations form



the substantive part ofthe kegal framework for EMU. Under Article 189, Reguhtions adopted by the EU Counci are “
directly applicabke nallmember states.” Which means that the regulations immedately bind all persons, business entities,
and govermments ofthe EU member countries upon their adoption of the regulations by the EU Council, without any need
for natonal implementation statutes. Ako, when applicabk, the regulations are the controling bw in legal disputes faling
under the jursdiction of an EU member country despite contrary national law.

a.  CounciReguhtion No. 1103/97. The EU Counci adopted Regultion No. 1103/97 on Jue 17, 1997. Ths
regultion, commonly referred to as the “Artick 235 Regulation” because it was adopted under Articke 235 of the EC
Treaty as amended by the 1992 Maastricht Treaty, contains provisions regarding the introduction of the euro n EU
menber states; e.g, “euro’” as the nare for the new single currency, the ECU’s replcenrent by the euro at a one-to-one
rate, and general conversion and rounding procedures regarding national currencies and the euro. Most importantly, this
regubtion provides the kegal foundation for establishing continuity of contract nall ofthe EU menber countries. The Article
235 Reguhtion applies to all members ofthe EU regardless of whether they are current participants ofthe euro.

b. Council Regultion No. 974/98. The EU Council adopted Regulation No. 974/98 on May 3, 1998. Ths
regubtion, commonly referred to as the “Articke 109(4) Regubation”” because t was adopted under Articke 10944) of the
EC Treaty, as amended by the 1992 Maastricht Treaty, contains provisions regarding currency conversions, paymernt of
outstanding accounts in euros and redenomination of securties during the post-January 1, 1999, transttional period, netting
of monetary obligations, and complktion ofthe EMU process affer January 1, 2002, with the entry into circulation of euro
notes and comns. The Articke 109(4) Regulation applies only to euro-participating countries.

C. The Implementation of the Euro

1. OnJanuary 1, 1999, under the Artcke 109(4) Regulation, the euro officially becarme the currency of the 11 EU
countries that are the original participants. During the “‘conversion weekend”” beginning on January 1, the currencies of the
11 participating countries were converted nto the euro at exchange rates that were irevocably establshed by the EU
Counci

a. The EU Council irevocably set the exchange rates for the 11 participating currencies upon a proposal fiom the
Commssion ofthe European Communities and affer consultation with the Furopean Central Bank.

b. The establshed rates are one euro equak: 13.7603 Austrian schillings; 40.3399 Belgan francs; 5.94573 Finnsh
markka; 6.55957 French francs; 1.95583 Deutsche marks; .787564 Irsh pounds; 1936.27 Italian lira; 40.3399
Luxermbourg francs; 2.20371 Dutch guiders; 200.482 Portuguese escudos; and 166.386 Spansh pesetas.

c. Startngako onJamuary 1, the ECB,; establshed onJure 1, 1998, eflectively replhced the national central banks
of the euro-participating countries, and began directing the monetary policy of the euro countries, ncluding the money
supply and the offical nterest rate for the euro. The ECB s responsble for defining the monetary polcy of the
ewro-participating countries. However, the ECB’s decsions will be carried out in a decentralized manner through the
national central banks ofthe euro-participating countries. The ECB together with the central banks formthe ESCB.

d. Although many technical and market mshaps had been feared during the conversion weekend as a result of the
conversions and the mitation of euro trading, the conversion weekend was widely viewed as having occurred smoothly
giventhe scope ofthe task.

2. The currencies ofthe euro-participating countries will continue to exist as “expressions” of the euro for a transtional



period of three years dating from January 1, 1999, to December 31, 2001. The national currencies of the participating
countries may continue to be used during this period, but can be substituted with the euro.

a. Throughout the transitional period, there & no legal obligation to either pay or not pay an obligation by crediing
the account ofthe payee in euros under a contract entered nto before 1999. This tenet s emacted in the Artick 109k4)
Reguhtion and s commonly referred to as the “ho compukion, no prohbition” principke.

“[A]ny amount denominated either in the euro unit or in the national currency unit of a given
participating Member State and payable within that Member State by crediting an account of the
creditor, can be paid by the debtor either in the euro unit or in that national currency unit. The amount
shall be credited to the account of the creditor in the denomination of his account, with any conversion
being effected at the conversion rates.” Article 1091(4) Regulation, Article 8(3).

b. A financial institution within a euro-participating country that receives payment for an account-holder i either the
institution’s national currency or in euros must credit the payment in the currency unit in which the account s denominated
by using the official EU conversion rate. Although the Artick 109k4) Regulation obligates banks to convert between the
euro and national currencies, the regulation does not address the question of whether a fee may be charged for such
conversions made durng the transttional period. However, the EC Commssion has ssued guidelines, which banks have
accepted, that state that account-holders will not have to pay for such currency conversiors.

c.  During the transtional period, payors remain fiee to choose whether to pay in euros, just as account holders
reman free to choose whether to maintain accounts denominated i etther euros or n the national currency of the
participating country in which the account & located. However, the Artick 109(4) Regultion alows parties to contract
otherwise. Although no party may unihterally obligate another party to either use or not use the euro during the transitional
period, parties may reach a mutual agreement over the use ofthe euro. Thus, the “ho prohibition, no compulsion” principk
mears that in practice there s a dstinction between contracts formed without specific reference as to whether the euro
must/must not be used, and contracts formed gving such specific instruction. In addition, it should be noted that payors
may credit accounts only etther neuros or n the contractually designated national currency, and not i any other currency
that the payor uniaterally chooses. It should be kept in mind, firthermore, that entities may be compeled commercially
(ie., without having agreed to by contract) to pay in euros during the transitional period 1f other businesses—such as
suppliers—convert to using the euro, or ifenders require borrowers to borrow i euros or to provide financial statements
in euros as opposed to a corstituent currency. There s thus the potential for a snowball efiect as the number of private
sector entities that adopt the euro during the transitional period grows.

d. Asthe conversion did not include the substitution of physical currency notes and cors, the euro can only be used
for non-cash transactions during the transitional period. According to the European Commission’s reading of Artick 8 of
the Artice 109(4) Reguhtion, such permssble non-cash methods of payment include checks, travelers’ checks,
ekectronic bank transfers, and credit cards. Ako, as will be dscussed below under continuity of contract concerrs, certan
states ofthe United States have enacted euro-rehted legshtion. These state statutes are consstent with EU law with
regard to permssbke euro methods of payment.

3. Under the Artick 109(4) Regulation, on January 1, 2002, the ECB and the national central banks of the
participating countries will begin ssuing euro notes and coins across the participating countries. Up until July 1, 2002, both
euros and local currencies wil be kegal tender, and dual pricng will be legally required (prices will have to be shown in both
euros and the rekevant local currency). Furthermore, although euro-participating countries are free to shorten this physical



