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Brussels, 18 March 2003

GENERAL COMMENTS

Introduction

1.  Inits consolidated report of 13 March 2003, the working party of experts nominated by the
Legal Services of the European Parliament, the Council and the Commission had said that the
title on economic and monetary policy would be forwarded separately. The working party is
accordingly submitting the present Addendum.

2. All comments set out in the introduction to the consolidated report and the terminological and
typographical conventions indicated in Annex I to Volume I of that report apply to this
Addendum.

In certain cases, more detailed explanations or comments are given in boxes in the text and in
footnotes.

It will be seen that the wording of the first Article of the title in question — the present Article
4 of the the EC Treaty — which was already included in the consolidated report differs very
slightly from that in the version distributed previously.

3. Given the considerable number of adjustments suggested for the text of Chapter 4 of the title
under examination, which deals with transitional provisions, specific typographical
conventions have been applied: the provisions which already exist in the present Treaty and
have simply been moved remain in normal type, and their source is always indicated in
footnotes; only those parts of the text which are genuinely new and are not in the present
Treaty are given in bold type.

Moreover, in order to show the effects of the various modifications suggested in more
readable form, a fair copy of this Chapter 4 is appended hereto.
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A. Position of the present Articles 98 to 124 of the EC Treaty in the structure of the future
Constitution

4.  The structure of the preliminary draft Constitutional Treaty of 28 October 2002
(CONV 369/02) is designed to include the provisions on economic and monetary policy in
section A 2 of Part Two, which deals with policies and implementation of action by the
Union. That is therefore in the main where it is planned to insert the present Articles 98
to 124 from Title VII of Part Three of the EC Treaty.

5. It will however be seen that some of these provisions deal with the composition and remit of
the European Central Bank. If the Convention were to decide that the Bank should become an
institution, consistency with the abovementioned structure would require these provisions to
be moved to Part One of the future Constitution (Title IV on the institutions) and to Part Two
(section D), which deals with the functioning of the Union and contains the other institutional
provisions.

B. Special arrangements

6.  Under the two Protocols annexed to the EC Treaty, special arrangements on economic and
monetary policy apply to the United Kingdom and Denmark. These Protocols refer to
provisions currently contained Treaty in Chapter 4 of the title in question, to which
amendments are suggested in the present Addendum (see, for example, Article 116(4)). To
maintain the scope of these special arrangements while undertaking the suggested
simplification, it might prove necessary to make some purely technical adjustments to the
Protocols.

Moreover, it will be noted that the EC Treaty does not at present explicitly mention the
existence of these two Protocols. With a view to transparency, the Convention would perhaps
like to consider the advisability of inserting a reference to the existence of the Protocols in
this title.

C. Introduction of a definitive legal basis for monetary policy

7. Since introduction of the euro in 1999, the present Article 123(4) has been used as a legal
basis for adopting measures on use of the single currency.

8. However, this provision was intended to be transitional and contains outdated concepts such
as "measures necessary for the rapid introduction of the ECU". Moreover, it is currently to be
found in the chapter on transitional provisions.
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10.

11.

12.

13.

It would seem appropriate to consolidate this legal basis in order to ensure the proper
functioning of monetary union. It is therefore suggested that it should be moved to the
chapter on "ordinary" arrangements for monetary policy and adjustments made. In particular,
it is necessary to confirm its definitive nature — by replacing the words "rapid introduction of
the ECU" with "use of the euro" — and to ensure that its consolidation does not affect the remit
of the European Central Bank.

Confirmation of this legal basis should be examined by the Convention.
Chapter on transitional provisions

Suggestions for a substantial reworking of the present Articles 116 to 124 of the EC Treaty
have been proposed to take account of the fact that transition to adoption of the euro has been
completed. The chapter in question should in future deal mainly with the arrangements
applicable to those Member States which have not adopted the euro and with the procedures
for their adoption of it.

It 1s therefore suggested that many of the provisions currently in this chapter which are now
obsolete should be deleted, and that there should be a more logical restructuring of the
remaining provisions. It should be stressed that in the main the suggested modifications
simply involve the moving of existing texts.

The logic behind the order in which the articles appear in the suggested new version is as
follows:

o Definition of the concept of a Member State for which there is a derogation and rules
for participating in decision-making in the field of economic and monetary policy (new
version of Article 116);

o Procedures for repealing the derogation and introducing the euro in these Member
States (new version of Article 117);

. Specific provisions applicable to Member States for which there is a derogation (new
versions of Articles 118 to 120).
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E. Consequences of applying the recommendations by Working Group IX on
Simplification

14. In accordance with its remit (CONV 529/03), the Working Party proposed amending the
wording of the decision-making procedure referred to in the present Article 107(5) of the
EC Treaty by changing from the assent procedure to the codecision procedure following a
recommendation in the report by Working Group IX on Simplification (CONV 424/02,

page 17).

15. In view of the fact that the codecision procedure as provided for in the present Article 251 of
the EC Treaty — which will become the legislative procedure — is designed to function with
only three institutions, the European Parliament, the Council and the Commission, the
consequence of this procedural change is that the European Central Bank would lose the
power of recommendation which it has pursuant to the present Article 107(5) of the

EC Treaty.
Christian PENNERA Thérése BLANCHET Alain VAN SOLINGE
Kieran BRADLEY Emer FINNEGAN Paolo STANCANELLI
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A2. ECONOMIC AND MONETARY POLICY

This title should be inserted in the consolidated report of 13 March 2003:

—in Volume I, page 32;

—in Volume II, page 51.
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A2. ECONOMIC AND MONETARY POLICY !?
TITLE VI
ECONOMICAND MONETARY POLICY
Article 4 3

1. For the purposes set out in [Article 2] *, the activities of the Member States and the Community
Union shall include, as provided in thisFreaty the Constitution, and in accordance with the
timetable set out therein, the adoption of an economic policy which is based on the close
coordination of Member States' economic policies, on the internal market and on the definition of
common objectives, and conducted in accordance with the principle of an open market economy
with free competition.

2. Concurrently with the foregoing, and as provided in thisFreaty the Constitution and in
accordance with the timetable and the procedures set out therein, these activities shall include, with
effect from the irrevocable fixing of exchange rates leading to the introduction of a single
currency, the ECU euro, ° and the definition and conduct of a single monetary policy and
exchange-rate policy the primary objective of both of which shall be to maintain price stability and,
without prejudice to this objective, to support the general economic policies in the Community
Union, in accordance with the principle of an open market economy with free competition.

3. These activities of the Member States and the Community Union shall entail compliance with
the following guiding principles: stable prices, sound public finances and monetary conditions and a
sustainable balance of payments.

Special arrangements apply to the United Kingdom and Denmark pursuant to their respective
protocols. It may be necessary to make technical adjustments to these protocols, especially in
the light of the suggestions for amendment and/or deletion of the provisions of this title set
out below, for example in Article 116(4).

It will be noted that the draft article on "the Union's objectives" in Part One (Article 3(2)
CONYV 528/03) uses the terms "economic and monetary union".

This Article is currently in the first part of the EC Treaty, but for the purposes of the
Constitution, it seems better to place it here. In addition, the wording has been slightly
changed from the version in the consolidated report of 13 March 2003.

Article 2 has been replaced by the draft article on "The Union's objectives" in Part One
(Article 3(2) CONV 528/03).

This amendment reflects the final changeover to the euro.
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CHAPTER 1

ECONOMIC POLICY

Article 98

Member States shall conduct their economic policies with-a—+ew in order to contributeig to the
achievement of the Union's objectives of the-Community, as defined in [Article 2] ', and in the
context of the broad guidelines referred to in [Article 99(2)]. The Member States and the
Community-Union shall act in accordance with the principle of an open market economy with free
competition, favouring an efficient allocation of resources, and in compliance with the principles set
out in [Article 4].

Article 99

1. Member States shall regard their economic policies as a matter of common concern and shall
coordinate them within the Council, in accordance with the provisions of [ Article 98].

2. The Council shall, acting by-a-qualified-majority on a recommendation from the Commission,
formulate by a qualified majority a draft for the broad guidelines of the economic policies of the
Member States and of the UnionCemmunity, and shall report its findings to the European Council.

The European Council shall, acting on the basis of the report from the Council, discuss a conclusion
on the broad guidelines of the economic policies of the Member States and of the

UnionCommunity.

On the basis of this conclusion, the Council shall;aetingbya-qualified-matoerity; adopt by a
qualified majority a recommendation setting out these broad guidelines. ItThe-Counel shall

inform the European Parliament of its recommendation.

3. In order to ensure closer coordination of economic policies and sustained convergence of the
economic performances of the Member States, the Council shall, on the basis of reports submitted
by the Commission, monitor economic developments in each of the Member States and in the
Cemmunity Union as well as the consistency of economic policies with the broad guidelines
referred to in paragraph 2, and regularly carry out an overall assessment.

For the purpose of this multilateral surveillance, Member States shall forward information to the
Commission about important meastres steps taken by them in the field of their economic policy
and such other information as they deem necessary.

See footnote re Article 4(1).
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4. Where it is established, under the procedure referred to in paragraph 3, that the economic
policies of a Member State are not consistent with the broad guidelines referred to in paragraph 2 or
that they risk jeopardising the proper functioning of economic and monetary union, the Council

may, aeting-by-a-qualified-majority on a recommendation from the Commission, make adopt by a
qualified majority the necessary recommendations, which it shall address to the Member State

concerned. The Council may, acting-by-a-qualified-majority on a proposal from the Commission,
decide by a qualified majority to make its recommendations public.

The President of the Council and the Commission shall report to the European Parliament on the
results of multilateral surveillance. The President of the Council may be invited to appear before
the competent committee of the European Parliament if the Council has made its recommendations
public.

5. The European Parliament and the Council, aeting in accordance with the legislative
procedure referred-to-in-Article 252, may adopt detailed rules for the multilateral surveillance
procedure referred to in paragraphs 3 and 4-efthis Asticle.!

Article 100

1. Without prejudice to any other procedures provided for in thisFreatythe Constitution, the
Council may, acting by-a-qualified-majority-on a proposal from the Commission, may deetde-upen
adopt by a qualified majority the measures appropriate to the economic situation, in particular if
severe difficulties arise in the supply of certain products.

2. Where a Member State is in difficulties or is seriously threatened with severe difficulties caused
by natural disasters or exceptional occurrences beyond its control, the Council may, acting-by-a
gualified-majority on a proposal from the Commission, may adopt by a qualified majority a
European decision grantinggrant, under certain conditions, Cemmunity Union financial
assistance to the Member State concerned. The President of the Council ? shall inform the
European Parliament of the decision taken.

Change from the cooperation procedure to the codecision procedure (see report from Working
Group IX on Simplification, CONV 424/02 page 16).

The term "President of the Council” instead of "Presidency of the Council” has been used in
this title of the EC Treaty only (see also Article 113(1) and (2) and Article 114(3)).
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Article 101

1. Overdraft facilities or any other type of credit facility with the ECB "or with the central banks of
the Member States (hereinafter referred to as "national central banks") in favour of Cemmunity
Union institutions or bodies, central governments, regional, local or other public authorities, other
bodies governed by public law, or public undertakings of Member States shall be prohibited, as
shall the purchase directly from them by the ECB or national central banks of debt instruments.

2. Paragraph 1 shall not apply to publicly owned credit institutions which, in the context of the
supply of reserves by central banks, shall be given the same treatment by national central banks and
the ECB as private credit institutions.

Article 102

1. Any measure or provision, not based on prudential considerations, establishing privileged
access by Communtty Union institutions or bodies, central governments, regional, local or other
public authorities, other bodies governed by public law, or public undertakings of Member States to
financial institutions, shall be prohibited.

2. The Council, on a proposal from the Commission, shall adopt by a qualified majority the

measures specifyingactingtaceordaneewith-the procedure referredtoinArttele 252 —<hath
befere Hanuary1994;-speetfy definitions for the application of the proh1b1t1on referred to in

paragraph 1. It shall act after consulting the European Parliament.

Article 103

1. The Community Union shall not be liable for or assume the commitments of central
governments, regional, local or other public authorities, other bodies governed by public law, or
public undertakings of any Member State, without prejudice to mutual financial guarantees for the
joint execution of a specific project. A Member State shall not be liable for or assume the
commitments of central governments, regional, local or other public authorities, other bodies
governed by public law, or public undertakings of another Member State, without prejudice to
mutual financial guarantees for the joint execution of a specific project.

The question arises as to whether abbreviations should be used in the Constitution ("ECB" for
"European Central Bank", for example) or whether it might not be easier for readers if the
official name of the institution or body concerned were used. The European Investment Bank
is not abridged to "E/B" in the EC Treaty. If such abbreviations are to be used, the
explanations would have to be clearly set out in the Constitution.

Change from the cooperation procedure to the consultation procedure (see report from
Working Group IX on Simplification, CONV 424/02 page 16).
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2. Hneeessary;t The Council, acting-in-acecordance-with-the-procedurereferred-to-in-Article 252;

on a proposal from the Commission, may adopt by a qualified majority measures
specifyingmay-speeify definitions for the application of the prohibition referred to in [Article 101]
and in this Article. It shall act after consulting the European Parliament. '

Article 104
1. Member States shall avoid excessive government deficits.

2. The Commission shall monitor the development of the budgetary situation and of the stock of
government debt in the Member States with-a—~iew in order to identifyirg gross errors. In
particular it shall examine compliance with budgetary discipline on the basis of the following two
criteria:

(a) whether the ratio of the planned or actual government deficit to gross domestic product
exceeds a reference value, unless:

(i) either the ratio has declined substantially and continuously and reached a level that
comes close to the reference value;

(ii) or, alternatively, the excess over the reference value is only exceptional and temporary
and the ratio remains close to the reference value;

(b)  whether the ratio of government debt to gross domestic product exceeds a reference value,
unless the ratio is sufficiently diminishing and approaching the reference value at a
satisfactory pace.

The reference values are specified in the Protocol on the excessive deficit procedure-annexed-to-this
2
Freaty.

3. If a Member State does not fulfil the requirements under one or both of these criteria, the
Commission shall prepare a report. The report of the Commission shall also take into account
whether the government deficit exceeds government investment expenditure and take into account
all other relevant factors, including the medium-term economic and budgetary position of the
Member State.

The Commission may also prepare a report if, notwithstanding the fulfilment of the requirements
under the criteria, it is of the opinion that there is a risk of an excessive deficit in a Member State.

Change from the cooperation procedure to the consultation procedure (see report from
Working Group IX on Simplification, CONV 424/02 page 16).

This phrase is superfluous, since the protocols will be annexed to the Constitution anyway.
An article in Part Three of the Constitution will provide for this, along the lines of the current
Article 311 of the EC Treaty.
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4. The Economic and Financial Committee previded-forin-Asticle -4 shall formulate an opinion
on the report of the Commission.

5. Ifthe Commission considers that an excessive deficit in a Member State exists or may occur,
the Commission shall address an opinion to the Council.

6. The Council shall, acting-by-a-qualified-majority on a recommendation from the Commission,
and having considered any observations which the Member State concerned may wish to make and
after an overall assessment, decide by a qualified majorityafteran-overall-assessment whether an
excessive deficit exists.

7.  The Council, on a recommendation from the Commission, shall adopt by a majority of
two-thirds of the votes of its members, weighted in accordance with [Article 205(2)], excluding
the votes of the representative of the Member State concerned, the European decisions and
recommendations referred to in paragraphs 8 to 12. '

78. Where the existence of an excessive deficit is decided according to paragraph 6, the Council
shall make adopt recommendations addressed to the Member State concerned with a view to
bringing that situation to an end within a given period. Subject to the-previstens-of paragraph 89,
these recommendations shall not be made public.

89. Where it establishes that there has been no effective action in response to its recommendations
within the period laid down, the Council may make its recommendations public.

910. Ifa Member State persists in failing to put into practice the recommendations of the Council,
the Council may deeide adopt a European decision givingte-give notice to the Member State to
take, within a specified time-limit, measures steps for the deficit reduction which is judged
necessary by the Council in order to remedy the situation.

In such a case, the Council may request the Member State concerned to submit reports in
accordance with a specific timetable in order to examine the adjustment efforts of that Member
State.

11. Aslong as a Member State fails to comply with a European decision adoptedtaker in
accordance with paragraph 109, the Council may decide to apply or, as the case may be, intensify
one or more of the following measures:

(a) to require the Member State concerned to publish additional information, to be specified by
the Council, before issuing bonds and securities;

This paragraph corresponds to the current paragraph 13. It has been moved here to clarify the
procedure for adopting the acts referred to in the following paragraphs.

This paragraph, which concerns the right bring actions rather than decision-making
procedures, has been moved to form a new paragraph 13 of this Article.
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(b) to invite the European Investment Bank to reconsider its lending policy towards the Member
State concerned;

(¢) to require the Member State concerned to make a non-interest-bearing deposit of an
appropriate size with the UnionCemmunity-until the Council considers that the excessive
deficit has;-inthe-view-oefthe-Counetl; been corrected;

(d) to impose fines of an appropriate size.

The President of the Council shall inform the European Parliament of the measures
adopteddecisions-taken."

12. The Council shall abrogate some or all of its measuresdeeisions referred to in paragraphs 6
and 8 to 9-and 11 to the extent that it considers the excessive deficit in the Member State
concerned to havehas;in-the-view-ofthe Counetl; been corrected. If the Council has previously
made public recommendations, it shall state publicly, as soon as the decision under paragraph 98 2
has been abrogated, make-a-public-statement that there is no longer an excessive deficit in the

Member State concerned reo-longerexists.

13. The rights to bring actions provided for in [Articles 226 and 227] may not be exercised
within the framework of paragraphs 1 to 6 or 8 to 10 of this Article.

14. Further provisions relating to the implementation of the procedure descrlbed in this Article are
set out in the Protocol on the excessive deficit procedure-annexed-to-this Freaty. °

The Council shall, acting-unanimeushy on a proposal from the Commission and-afterconsultingthe

EurepeanParlament-and-the ECB, shall adopt unanimously the appropriate measures
toprovistons—which-shall-then replace the said Protocol. It shall act after consulting the European

Parliament and the ECB.

Subject to the other provisions of this paragraph, the Council shall, befere 1 January1994,acting by

aqualified-majority-on a proposal from the Commission and-after-consultingthe Huropean
Parliament, shall adopt by a qualified majoritylay-dewn detailed rules and definitions for the

application efthe-previsions-of the said Protocol. It shall act after consulting the European
Parliament.

It seems that the term "decision” is here being used in its generic sense and does not meet the
definition of "decision" in the fourth paragraph of Article 249 TEC.

There may seem little point in abrogating a decision whose whole thrust is to make public a
recommendation and whose effects are, therefore, exhausted on publication.

See the exact title of the protocol in question.
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Chapters 2 and 3 of this title contain provisions on the composition and duties of the
European Central Bank.

If the Convention were to decide that the Bank should become an institution, some of these
provisions would need to be moved either to Part One of the future Constitution — to title
IV on the institutions — or to Chapter D of Part Two, on the functioning of the Union, which
contains other institutional provisions.

CHAPTER 2

MONETARY POLICY

Article 105

1. The primary objective of the ESCB shall be to maintain price stability. Without prejudice to the
this objective-efprice-stability, the ESCB shall support the general economic policies in the

UnionCommunity-with-a—~vtew in order to contrlbuteeeﬂtﬂ-ba%mg to the achievement of itsthe
objectives of the-Community-as laid down in Article [2] !. The ESCB shall act in accordance with

the principle of an open market economy with free competition, favouring an efficient allocation of
resources, and in compliance with the principles set out in [Article 4].

2. The basic tasks to be carried out through the ESCB shall be:

(a) to define and implement the Union's monetary policy-efthe-Community;

(b) to conduct foreign exchange operations consistent with the provisions of [Article 111];

(¢) to hold and manage the official foreign reserves of the Member States;

(d) to promote the smooth operation of payment systems.

3. FhethirdindentefpParagraph 2(c) shall be without prejudice to the holding and management
by the governments of Member States of foreign-exchange working balances.

See footnote re Article 4(1).
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4. The ECB shall be consulted:
(a) on any proposed UnionCemmunity-act ! in its fields of competence;
(b) Dby national authorities regarding any draft legislative provision in its fields of competence,

but within the limits and under the conditions set out by the Council in accordance with the
procedure laid down in [Article 107(6)].

The ECB may submit opinions to the apprepriate UnionCommunity institutions or bodies or to
national authorities on matters in its fields of competence.

5. The ESCB shall contribute to the smooth conduct of policies pursued by the competent

authorities relating to the prudential supervision of credit institutions and the stability of the
financial system.

6. The European Parllament and the Counc11 may ae&ag—m%&mmeas—l—y—ea—a—prepesai—frem—the

P&r—h&me&t— in accordance w1th the leglslatlve procedure, may confer upon the E CB specific
tasks concerning policies relating to the prudential supervision of credit institutions and other
financial institutions with the exception of insurance undertakings. > They shall act after
consulting the ECB.

Article 106

1. The ECB shall have the exclusive right to authorise the issue of banknotes within the
UnionCemmunity. The ECB and the national central banks may issue such notes. The banknotes
issued by the ECB and the national central banks shall be the only such notes to have the status of
legal tender within the UnionCemmunity.

2. Member States may issue coins subject to approval by the ECB of the volume of the issue. The
European Parliament and the Council say, aeting in accordance with the legislative procedure
referred-to-in-Article 252 and-after consulting the ECB, may adopt measures to harmonise the
denominations and technical specifications of all coins intended for circulation to the extent
necessary to permit their smooth circulation within the UnionCesmmunity— . They shall act after
consulting the ECB.

The question arises whether the European Central Bank should be consulted solely on
proposals - as the term "proposed” used in the provision would seem to suggest - or on
recommendations as well, which seems to be what actually happens. If so, this phrase could
be expanded by inserting "or recommended" after "proposed".

Change from the assent procedure to the codecision procedure (see report from Working
Group IX on Simplification, CONV 424/02 page 17).

Change from the cooperation procedure to the codecision procedure (see report from Working
Group IX on Simplification, CONV 424/02 page 16).
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Article 107
1. The ESCB shall be composed of the ECB and of the national central banks.
2. The ECB shall have legal personality.

3. The ESCB shall be governed by the decision-making bodies of the ECB which shall be the
Governing Council and the Executive Board.

4. The Statute of the ESCB is laid down in thea Protocol annexed-to-thisFreaty-on the Statutes of
the European System of Central Banks and the European Central Bank.

5. Articles 5.1,5.2,5.3,17, 18, 19.1, 22, 23, 24, 26, 32.2, 32.3, 32.4, 32.6, 33.1(a) and 36 of the
Statute of the ESCB may be amended by the European Parliament and the Council, in

accordance w1th the leglslatlve procedure ae&ng_e&heﬁby—&%}&hﬁed—majemye&a

eem&&mg—th%&mepe&n—?&ﬁr&me&t—m&d—th%@eﬂmeﬂ—shall adopt the measuresprovisions
referred to in Articles 4, 5.4, 19.2, 20, 28.1, 29.2, 30.4 and 34.3 of the Statute of the ESCB. It shall

act by a qualified majority, either on a proposal from the Commission after consulting the
European Central Bank, or on a recommendation from the European Central Bank after
consulting the Commission. In both cases, it shall act after consulting the European
Parliament.

Change from the assent procedure to the codecision procedure (see report from Working
Group IX on Simplification, CONV 424/02 page 17). Given that the codecision procedure as
currently contained in Article 251 of the EC Treaty — which is to become the legislative
procedure — is designed to operate with only three institutions: the European Parliament, the
Council and the Commission, one consequence of this change of procedure is that the
European Central Bank would lose its powers of recommendation under the current

Article 107(5) of the EC Treaty.
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Article 108

When exercising the powers and carrying out the tasks and duties conferred upon them by the
ConstitutionthisFreaty-and the Statute of the ESCB, neither the ECB, nor a national central bank,
nor any member of their decision-making bodies shall seek or take instructions from
UnionCemmunity-institutions or bodies, from any government of a Member State or from any other
body. The UnionCemmunity-institutions and bodies and the governments of the Member States
undertake to respect this principle and not to seek to influence the members of the decision-making
bodies of the ECB or of the national central banks in the performance of their tasks.

Article 109

Each Member State shall ensure-atthelatestatthe-date-ofthe-establishmentofthe ESCB; that its
national legislation, including the statutes of its national central bank, is compatible with the
ConstitutionthisFreaty-and the Statute of the ESCB.

Article 110

1. In order to carry out the tasks entrusted to the ESCB, the ECB shall, in accordance with the
previstons-of thisFreaty Constitution and under the conditions laid down in the Statute of
the ESCB, adopt:

(a) Europeanmakeregulations to the extent necessary to implement the tasks defined in
Article 3.1, first indent, Articles 19.1, 22 and 25.2 of the Statute of the £SCB and in cases
which shall be laid down in the acts of the Council referred to in [Article 107(6)];

(b) Europeantake-decisions necessary for carrying out the tasks entrusted to the ESCB under the
ConstitutionthisFreaty-and the Statute of the ESCB;

(c) makerecommendations and deliver-opinions.

[Articles 253,% 254 and 256 shall apply to European regulations and decisions adopted by the
ECB].

The first three subparagraphs of this paragraph are redundant, given the draft Article on
legislative acts in Part One (Article 24(1) CONV 571/03).

The reference to Article 253 (reasons for acts) is redundant, given the draft article on
principles common to acts in Part One (Article 32(2) CONV 571/03).
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The ECB may decide to publish ' its European decisions, recommendations and opinions.

3. Within the limits and under the conditions adopted by the Council under the procedure laid
down in [Article 107(6)], the ECB shall be entitled to impose fines or periodic penalty payments on
undertakings for failure to comply with obligations under its European regulations and decisions.

Article 110a >

Without prejudice to the powers of the ECB, * the Council;-acting by-a-qualified-majority-of the

satd-Member-States;shall, on a proposal from the Commission, and-after-consulting-the ECB;-shall
take shall adopt by a qualified majorlty of the members of the Council representing the

Member States * without a derogation ° the ether measures necessary for use of the eurotherapid
mferedﬁeﬁe&ef—th&EGH as the single currency of those Member States. The [second sentence of
Article 122(5)] ® shall apply. The Council shall act after consulting the ECB.

Since the term "publish” implies publication in the Official Journal of the European Union, it
might perhaps be preferable to use the term "make public".

Since the introduction of the euro in 1999, the current Article 123(4) has been used as a legal
basis for adopting measures relating to the single currency. However, this legal basis, which
was designed for the transitional phase, contains outdated expressions such as "measures
necessary for the rapid introduction of the ECU" and is in the chapter on transitional
measures. It is therefore appropriate to stabilise the legal basis to ensure that monetary union
works properly. Accordingly, it is proposed that it be moved to the chapter on the "ordinary"
arrangements for monetary policy and to make adjustments to establish its definitive
character, by replacing "rapid introduction of the ECU" by "use of the euro”.

This clause 1s new; it has been included to prevent the "stabilisation" of the legal basis from
affecting the ECB's remit.

This formula is longer than the original, but accurately reflects institutional realities.

This concept is defined in an article in the current chapter on transitional provisions (see the
new version of Article 116(1) suggested below).

This should be read as a reference to the new version of Article 116(4) suggested below.
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Article 1111

1. By way of derogation from Article 300, the Council may, acting unanimously on a
recommendation from the ECB or from the Commission, and after consulting the ECB in an
endeavour to reach a consensus consistent with the objective of price stability, after consulting the
European Parliament, in accordance with the procedure in paragraph 3 for determining the
arrangements, conclude formal agreements on an exchange-rate system for the ECU in relation to
non-Community currencies. The Council may, acting by a qualified majority on a recommendation
from the ECB or from the Commission, and after consulting the ECB in an endeavour to reach a
consensus consistent with the objective of price stability, adopt, adjust or abandon the central rates
of the ECU within the exchange-rate system. The President of the Council shall inform the
European Parliament of the adoption, adjustment or abandonment of the ECU central rates.

2. In the absence of an exchange-rate system in relation to one or more non-Community
currencies as referred to in paragraph 1, the Council, acting by a qualified majority either on a
recommendation from the Commission and after consulting the ECB or on a recommendation from
the ECB, may formulate general orientations for exchange-rate policy in relation to these
currencies. These general orientations shall be without prejudice to the primary objective of the
ESCB to maintain price stability.

3. By way of derogation from Article 300, where agreements concerning monetary or foreign
exchange regime matters need to be negotiated by the Community with one or more States or
international organisations, the Council, acting by a qualified majority on a recommendation from
the Commission and after consulting the ECB, shall decide the arrangements for the negotiation
and for the conclusion of such agreements. These arrangements shall ensure that the Community
expresses a single position. The Commission shall be fully associated with the negotiations.

Agreements concluded in accordance with this paragraph shall be binding on the institutions of the
Community, on the ECB and on Member States.

4. Subject to paragraph 1, the Council, acting by a qualified majority on a proposal from the
Commission and after consulting the ECB, shall decide on the position of the Community at
international level as regards issues of particular relevance to economic and monetary union and
on its representation, in compliance with the allocation of powers laid down in Articles 99 and 105.

5. Without prejudice to Community competence and Community agreements as regards economic
and monetary union, Member States may negotiate in international bodies and conclude
international agreements.

! The Convention is to consider this Article in the context of external relations questions; it is

therefore not dealt with here.
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CHAPTER 3

INSTITUTIONAL PROVISIONS

Article 112

1. The Governing Council of the ECB shall comprise the members of the Executive Board of the
ECB and the Governors of the national central banks of the Member States without a
derogation .

2. (a) The Executive Board shall comprise the President, the Vice-President and four other
members.

(b) The President, the Vice-President and the other members of the Executive Board shall
be appointed from among persons of recognised standing and professional experience in
monetary or banking matters by common accord of the governments of the Member
States at the level of Heads of State or Government, on a recommendation from the
Council, after it has consulted the European Parliament and the Governing Council of
the ECB.

Their term of office shall be eight years and shall not be renewable.

Only nationals of Member States may be members of the Executive Board.

Article 113

1. The President of the Council > and a member of the Commission may participate, without
having the right to vote, in meetings of the Governing Council of the ECB.

The President of the Council may submit a motion for deliberation to the Governing Council of
the ECB.

2. The President of the ECB shall be invited to participate in Council meetings when the Council is
discussing matters relating to the objectives and tasks of the ESCB.

This amendment merely clarifies the existing arrangements, as they result from the combined
provisions of the last sentence of the current Article 122(3) (which is to become

Article 116(2) in the new version suggested below) and Articles 43.4 and 10.1 of the

ESCB Statute.

The Convention may wish to consider whether this provision should be adjusted to reflect
current practice, viz., that when the Presidency of the Council is held by a Member State
which has not adopted the euro, it is the Chairman of the "Eurogroup" who attends meetings
of the ECB Governing Council on the Council's behalf. In addition, see footnote re

Article 100 for use of the term "President of the Council”.
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3. The ECB shall address an annual report on the activities of the ESCB and on the monetary
policy of both the previous and current year to the European Parliament, the Council and the
Commission, and also to the European Council. The President of the ECB shall present this report
to the Council and to the European Parliament, which may hold a general debate on that basis.

The President of the ECB and the other members of the Executive Board may, at the request of the

European Parliament or on their own initiative, be heard by the competent committees of the
European Parliament.

Article 114

1. In order to promote coordination of the policies of Member States to the full extent needed for
the functioning of the internal market, an Economic and FinancialMenetary-Committee with

advisery-status is hereby set up.

This paragraph referring to the Monetary Committee is obsolete, as the Committee has
already been dissolved under the preceding paragraph.
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The Economic-and Einanetal Committee shall have the following tasks:

(a) to deliver opinions at the request of the Council or of the Commission, or on its own initiative
for submission to those institutions;

(b) to keep under review the economic and financial situation of the Member States and of the
UnionCemmunity-and to report regularly thereon to the Council and to the Commission, in
particular on financial relations with third countries and international institutions;

(c¢) without prejudice to [Article 207], to contribute to the preparation of the work of the Council
referred to in [Articles 59, 60, 99(2), (3), (4) and (5), 100, 102, 103, 104, 105(6), 106(2),
107(5) and (6), 111, 119, 120(2) and (3), 122(2), 123(4) and (5)], and to carry out other
advisory and preparatory tasks assigned to it by the Council;

(d) to examine, at least once a year, the situation regarding the movement of capital and the
freedom of payments, as they result from the application of the ConstitutionthisFreaty-and
of measures adopted by the Council; the examination shall cover all measures relating to
capital movements and payments; the Committee shall report to the Commission and to the
Council on the outcome of this examination.

The Member States, the Commission and the £CB shall each appoint no more than two members of
the Committee.

3. The Counc11 sh&H ae&ag—by—a—q&a—h—ﬁed—majeﬂ-eyon a proposal from the Commission, and-after

$ $ ay-down shall adopt by a
quallﬁed majorlty a European decision laying down detailed provisions concerning the
composition of the Economic and Financial Committee. It shall act after consulting the ECB and
the Committee. The President of the Council shall inform the European Parliament of such a
decision.

4. In addition to the tasks set out in paragraph 2, if and as long as there are Member States with a
derogation as referred to in [Articles 122 and 123] ! the Committee shall keep under review the
monetary and financial situation and the general payments system of those Member States and
report regularly thereon to the Council and to the Commission. 2

This should be read as a reference to the new version of Article 116(1) suggested below.
Given its transitional nature, it might perhaps be better to move this paragraph to the current
chapter on transitional provisions, for example to the new version of Article 118 suggested
below.
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Article 115

For matters within the scope of [Articles 99(4), 104 with the exception of paragraph 14, 111, 121 1,
122 % and 123(4) * and (5) *], the Council or a Member State may request the Commission to make a
recommendation or a proposal, as appropriate. The Commission shall examine this request and
submit its conclusions to the Council without delay.

This should be read as a reference to the new version of Article 117(1) suggested below.
This should be read as a reference to the new version of Articles 116 and 117(1) and (2)
suggested below.

This should be read as a reference to the new version of Article 110a suggested above.
This should be read as a reference to the new version of Article 117(3) suggested below.
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A substantial reworking of this chapter is proposed to take account of the fact that transition
to adoption of the euro has been completed; it should in future deal mainly, with the
arrangements applicable to those Member States which have not adopted the euro and with
the procedures for their adoption of it.

It is therefore suggested that many of the provisions currently in this chapter which are now
obsolete should be deleted, and that there should be a more logical restructuring of the
remaining provisions. In most cases, the suggestions set out below simply involved the
moving of existing texts. This is why, unlike the procedure adopted in the rest of the report,
the provisions which have been moved remain in normal type, with a footnote to indicate
their position in the current Treaty; only genuinely new text which is not in the current
Treaty is shown in bold type.

A fair copy of the text of this chapter has been appended in order to show the effects of the
various modifications suggested.

CHAPTER 4

TRANSITIONAL PROVISIONS

Article 116!

The current text, which is obsolete, has been deleted (specific considerations on paragraph 5
are given in the following footnote). The text has therefore been replaced by a four-paragraph
text taken from the existing provisions, see below.
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1.  Member States which the Council has decided do not fulfil the necessary conditions for the

adoption of the euro shall have a derogation as defined in paragraph 2 of this Article. Such

Member States shall hereinafter be referred to as "Member States with a derogation". 2

2. A derogation referred to in paragraph 1 shall entail that the following Articles do not apply to
the Member State concerned: [Articles 104(9) and (11), 105(1), (2), (3) and (5), 106, 110, 111,

and 112(2)(b)]. The exclusion of such a Member State and its national central bank from rights and
obligations within the ESCB is laid down in Chapter IX of the Statute of the ESCB. *

3. In[Articles 105(1), (2) and (3), 106, 110, 111 and 112(2)(b)], "Member States" shall be read as
"Member States without a derogation".

The combined provisions of paragraph 2 of the new version of this Article, Articles 108

and 109 of the EC Treaty and Articles 7 and 14 of the ESCB Statute now require Member
States' central banks to be independent.

This paragraph has been taken from the second subparagraph of Article 122(1), with some
purely formal adjustments. For the ten candidate countries, the derogation will be explicitly
stated in the Act of Accession.

Paragraphs 2 to 4 have been taken from paragraphs 3 to 5 of the current Article 122.

Article 105(1) does not contain any explicit reference to "Member States".
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4. The voting rights of Member States with a derogation shall be suspended for the Council
measuresdeeistons-referred to in the Articles of the ConstitutionthisFreaty-mentionedlisted in
paragraph 3 2. In that case, by way of derogation from [Articles 205 and 250(1)], a qualified
majority shall be defined as two-thirds of the votes of the representatives of the Member States
without a derogation weighted in accordance with [Article 205(2)], and unanimity of those Member
States shall be required for an act requiring unanimity.

Article 1171

Paragraphs 1 and 3 to 9 of the current text, which are obsolete, have been deleted. Part of
paragraph 2 (in italics, struck through) has been kept, with some adjustments, but moved to
the new Article 118(2). Article 117 has been replaced by a text made up of three paragraphs
from the current provisions, see below.
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1. At least once every two years, or at the request of a Member State with a derogation, the
Commission and the ECB shall report to the Council ' on the progress made in-the-fulfilment by the
Member States with a derogation in fulfillingef their obligations regarding the achievement of
economic and monetary union. These reports shall include an examination of the compatibility
between each of these Member States' national legislation, including the statutes of its national
central bank, and [Articles 108 and 109] of the ConstitutionthisFreaty and the Statute of the
ESCB. The reports shall also examine whether the-achievement-of a high degree of sustainable

convergence has been achieved, by analysing how farreference-to-the-fulfilmentby each of these
Member States has fulfilledef the following criteria:

(a) the achievement of a high degree of price stability; this will be apparent from a rate of
inflation which is close to that of, at most, the three best performing Member States in terms
of price stability;

(b) the sustainability of the government financial position; this will be apparent from having
achieved a government budgetary position without a deficit that is excessive as determined in
accordance with [Article 104(6)];

(c¢) the observance of the normal fluctuation margins provided for by the exchange-rate

mechanism of the EuropeanMeonetary-System->, for at least two years, without devaluing
against the euro *eurreney-ofany-other Member State;

(d) the durability of convergence achieved by the Member State with a derogation and of its

participation in the exchange-rate mechanism efthe-EuropeanMeonetary-System * being

reflected in the long-term interest-rate levels.

This phrase has been taken from the first sentence of the current Article 122(2). The rest of
the paragraph is taken, with some adjustments, from the current Article 121(1).

Following introduction of the euro, the various components of the European Monetary
System, apart from the exchange-rate mechanism, no longer exist. Furthermore, the
mechanism has been amended and is now called "ERM II". For the sake of simplicity, and to
avoid the risk that references in the future Constitution may become obsolete, it might be a
good idea not to refer to a specific exchange-rate mechanism, but to use a generic formula, as
suggested here.

Amendment suggested to reflect the fact that the reference parameter is now the euro.

As stated above in the footnote on paragraph (c), the various components of the European
Monetary System other than the exchange-rate mechanism no longer exist; the mechanism
itself has been amended and is now called "ERM II".
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The four criteria mentioned in this paragraph and the relevant periods over which they are to be
respected are developed further in thea Protocol on the convergence criteriaannexed-to-this
Freaty. The reports of the Commission and the ECBEMI shall also take account of the
development-efthe ECU-the results of the integration of markets, the situation and development of
the balances of payments on current account and an examination of the development of unit labour
costs and other price indices.

2.  After consulting the European Parliament and after discussion in the Council, meeting in the
composition of the Heads of State or Government, the Council shal, actingby-a-qualified-majority
on a proposal from the Commission, shall decide by a qualified majority which Member States
with a derogation fulfil the necessary conditions on the basis of the criteria set out in

[Article 121(1)] ", and abrogate the derogations of the Member States concerned. 2

3. Ifitis decided, according to the procedure set out n [Artlcle 122(2)] to abrogate a
derogation, the Council shall, aeting-w : o
&Hd—th&Member—S%&t%eeﬁeemed—on a proposal from the Comm1ss1on &&d—&ﬁ%eeas&ﬂ%mg—th&E—@B
with the unanimity of the members of the Council * representing Member States without a
derogation and the Member State concerned, irrevocably ° fixadept the rate at which the
euroECY-shall is to be substituted for the currency of the Member State concerned, and take the
other measures necessary for the introduction of the euroE€UH-as the single currency in thatthe
Member State-concerned. The Council shall act after consulting the European Central Bank. °

Article 1187

This should be read as a reference to paragraph 1 of this Article, in the new version suggested
here.

This paragraph has been taken from the second sentence of the current Article 122(2), with
purely formal adjustments.

This should be read as a reference to paragraph 2 of this Article, in the new version suggested
here.

This formula is longer than the original, but accurately reflects institutional realities.

Addition of this adverb takes on board a substantial element of Article 118, which it is
proposed to repeal.

This paragraph has been taken from the current Article 123(5), with purely formal
adjustments.

The current text is obsolete and has been deleted. The reference to the irrevocable nature of
the fixing of the value of the single currency has been taken from the new version of

Article 117(3) suggested below. This article has been replaced by a two-paragraph text taken
from the existing provisions, see below.
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1. Ifand as long as there are Member States with a derogation, and without prejudice to
[Article 107(3)] of the ConstitutionthisTFreaty, the General Council of the ECB referred to in
Article 45 of the Statute of the ESCB shall be constituted as a third decision-making body of the
ECB."

2. Ifand as long as there are Member States with a derogation, the ECB “shall, as regards
those Member States:

(a) strengthen cooperation between the national central banks;

(b) strengthen the coordination of the monetary policies of the Member States, with the aim of
ensuring price stability;

(¢) monitor the functioning of the exchange rate mechanismEuropeanMonetary System °;

(d) hold consultations concerning issues falling within the competence of the national central
banks and affecting the stability of financial institutions and markets;

(e) carry outt&k&exler the former tasks of the European Monetary Cooperatlon Fund which

EM—Iprekusly taken over by the EMI

Article 118a 3

Until-the beginningof the-third stage;eEach Member State with a derogation shall treat its

exchange-rate policy as a matter of common interest. In so doing, itMember-States shall take
account of the experience acquired in cooperation within the framework of the exchange rate

mechanism. ® EuropeanMonetary-System(EMS) and-in-developing the ECUand-shall respeet
o o thic fold

This paragraph has been taken from the current Article 123(3), with purely formal
adjustments.

New phrase to take account of the fact that the European Central Bank has replaced the
European Monetary Institute.

As regards this reference to the European Monetary System, see the footnote on the new
version of Article 117(1)(c) suggested above.

Apart from the introductory phrase (see above for the phrase added at the beginning of the
paragraph) this paragraph has been taken from the current Article 117(2), with some
adjustments, to take account of the liquidation of the European Monetary Institute.

This is a new provision taken over, with some adjustments, from the current Article 124(1).
As regards this reference to the European Monetary System, see the footnote on the new
version of Article 117(1)(c) suggested above.

CONV 618/03 ADD 1 25
EN



Article 1191

1. Where a Member State with a derogation is in difficulties or is seriously threatened with
difficulties as regards its balance of payments either as a result of an overall disequilibrium in its
balance of payments, or as a result of the type of currency at its disposal, and where such difficulties
are liable in particular to jeopardise the functioning of the internaleemamen-market or the
pregresstve-implementation of the common commercial policy, the Commission shall immediately
investigate the position of the State in question and the action which, making use of all the means at
its disposal, that State has taken or may take in accordance with the Constitutionprevistons-efthis
Freaty. The Commission shall state what measures it recommends the Member State concerned to
take.

If the action taken by a Member State with a derogation and the measures suggested by the
Commission do not prove sufficient to overcome the difficulties which have arisen or which
threaten, the Commission shall, after consulting the Economic and Financial Committee referred
to-m-Artiele H4, recommend to the Council the granting of mutual assistance and appropriate
methods-therefor.

The Commission shall keep the Council regularly informed of the situation and of how it is
developing.

2. The Council;-aeting-by-a-qualified-majority; shall grant such mutual assistance by a qualified

majority; it shall adopt European framework lawsdireetives or European decisions laying down
the conditions and details of such assistance, which may take such forms as:

(a) aconcerted approach to or within any other international organisations to which Member
States with a derogation may have recourse;

(b) measures needed to avoid deflection of trade where the Member State with a derogation
which is in difficulties maintains or reintroduces quantitative restrictions against third
countries;

(c) the granting of limited credits by other Member States, subject to their agreement.

3. If the mutual assistance recommended by the Commission is not granted by the Council or if the
mutual assistance granted and the measures taken are insufficient, the Commission shall authorise
the Member State with a derogation which is in difficulties to take protective measures, the
conditions and details of which the Commission shall determine.

Such authorisation may be revoked and such conditions and details may be changed by the Council
acting by a qualified majority.

The text of this Article has been kept, with some adjustments, apart from paragraph 4, which
has been deleted, but retained in substance by adding the words "with a derogation" in
paragraphs 1, 2 and 3.
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Article 120 2

1. Where a sudden crisis in the balance of payments occurs and a decision within the meaning of
[Article 119(2)] is not immediately taken, athe Member State with a derogationeencerned-may, as
a precaution, take the necessary protective measures. Such measures must cause the least possible
disturbance in the functioning of the internaleemmen market and must not be wider in scope than
is strictly necessary to remedy the sudden difficulties which have arisen.

2. The Commission and the other Member States shall be informed of such protective measures
not later than when they enter into force. The Commission may recommend to the Council the
granting of mutual assistance under [Article 119].

3. After the Commission has delivered an opinion and the Economic and Financial Committee

referredto-in-Artiele H4 has been consulted, the Council may;-aeting-by-a-qualified-majority;

decide by a qualified majority that the Member State concerned shall amend, suspend or abolish
the protective measures referred to above.

See preceding footnote.

The text of this Article has been kept, with some adjustments, apart from paragraph 4, which
has been deleted, but retained in substance by adding the words "with a derogation" in
paragraph 1.

See preceding footnote.

Paragraphs 2 to 4 of the current text, which are obsolete, have been deleted. Paragraph 1 (in
italics, struck though) has been kept, with some adjustments, but moved to the new version of
Article 117(1) suggested above. Hence, Article 121 will disappear from the new text.
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The first subparagraph of paragraph 1 of the current text is obsolete and has been deleted, as
has paragraph 6, the substance of which has nevertheless been taken over in Article 119(1)
and Article 120(1) (see footnotes on those Articles). The second subparagraph of paragraph 1
and paragraphs 2 to 5 (in italics, struck through) have been kept, with some adjustments, but
moved to the new version of Articles 116 and 117(1) and (2) suggested above. Hence,
Article 122 will disappear from the new text.
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Paragraphs 1 and 2 of the current text are obsolete and have been deleted. Paragraphs 3, 4
and 5 (in italics, struck through) have been kept, with some adjustments, but moved to the
new versions of Articles 118(1), 110a and 117(3) respectively, suggested above. Hence,
Article 123 will disappear from the new text
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Article 124 of the current text has been deleted, but its substance has been taken over in the
new version of Article 118a suggested above. Hence, Article 124 will disappear from the new
text.
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CHAPTER 4

TRANSITIONAL PROVISIONS
(fair copy)

Article 116

1.  Member States which the Council has decided do not fulfil the necessary conditions for the
adoption of the euro shall have a derogation as defined in paragraph 2 of this Article. Such Member
States shall hereinafter be referred to as "Member States with a derogation".

2. A derogation referred to in paragraph 1 shall entail that the following Articles do not apply to
the Member State concerned: [Articles 104(9) and (11), 105(1), (2), (3) and (5), 106, 110, 111,

and 112(2)(b)]. The exclusion of such a Member State and its national central bank from rights and
obligations within the ESCB is laid down in Chapter IX of the Statute of the ESCB.

3. In[Articles 105(1), (2) and (3), 106, 110, 111 and 112(2)(b)], "Member States" shall be read as
"Member States without a derogation".

4. The voting rights of Member States with a derogation shall be suspended for the Council
measures referred to in the Articles of the Constitution listed in paragraph 2. In that case, by way of
derogation from [Articles 205 and 250(1)], a qualified majority shall be defined as two-thirds of the
votes of the representatives of the Member States without a derogation weighted in accordance with
[Article 205(2)], and unanimity of those Member States shall be required for an act requiring
unanimity.

Article 117

1.  Atleast once every two years, or at the request of a Member State with a derogation, the
Commission and the ECB shall report to the Council on the progress made by the Member States
with a derogation in fulfilling their obligations regarding the achievement of economic and
monetary union. These reports shall include an examination of the compatibility between each of
these Member States' national legislation, including the statutes of its national central bank, and
[Articles 108 and 109] of the Constitution and the Statute of the ESCB. The reports shall also
examine whether a high degree of sustainable convergence has been achieved, by analysing how far
each of the Member States has fulfilled the following criteria:

(a) the achievement of a high degree of price stability; this will be apparent from a rate of
inflation which is close to that of, at most, the three best performing Member States in terms
of price stability;
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(b) the sustainability of the government financial position; this will be apparent from having
achieved a government budgetary position without a deficit that is excessive as determined in
accordance with [Article 104(6)];

(c) the observance of the normal fluctuation margins provided for by the exchange-rate
mechanism, for at least two years, without devaluing against the euro;

(d) the durability of convergence achieved by the Member State with a derogation and of its
participation in the exchange-rate mechanism being reflected in the long-term interest-rate
levels.

The four criteria mentioned in this paragraph and the relevant periods over which they are to be
respected are developed further in the Protocol on the convergence criteria. The reports of the
Commission and the ECB shall also take account of the results of the integration of markets, the
situation and development of the balances of payments on current account and an examination of
the development of unit labour costs and other price indices.

2. After consulting the European Parliament and after discussion in the Council, meeting in the
composition of the Heads of State or Government, the Council, on a proposal from the Commission,
shall decide by a qualified majority which Member States with a derogation fulfil the necessary
conditions on the basis of the criteria set out in paragraph 1, and abrogate the derogations of the
Member States concerned.

3.  Ifitis decided, according to the procedure set out in paragraph 2, to abrogate a derogation, the
Council shall, on a proposal from the Commission, with the unanimity of the members of the
Council representing Member States without a derogation and the Member State concerned,
irrevocably fix the rate at which the euro is to be substituted for the currency of the Member State
concerned, and take the other measures necessary for the introduction of the euro as the single
currency in that Member State. The Council shall act after consulting the European Central Bank.

Article 118
1.  Ifand as long as there are Member States with a derogation, and without prejudice to
[Article 107(3)] of the Constitution, the General Council of the ECB referred to in Article 45 of the

Statute of the ESCB shall be constituted as a third decision-making body of the ECB.

2. Ifand as long as there are Member States with a derogation, the ECB shall, as regards those
Member States:

(a) strengthen cooperation between the national central banks;

(b) strengthen the coordination of the monetary policies of the Member States, with the aim of
ensuring price stability;
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(c) monitor the functioning of the exchange rate mechanism;

(d) hold consultations concerning issues falling within the competence of the national central
banks and affecting the stability of financial institutions and markets;

(e) carry out the former tasks of the European Monetary Cooperation Fund previously taken over
by the EMI.

Article 118a

Each Member State with a derogation shall treat its exchange-rate policy as a matter of common
interest. In so doing, it shall take account of the experience acquired in cooperation within the
framework of the exchange rate mechanism.

Article 119

1. Where a Member State with a derogation is in difficulties or is seriously threatened with
difficulties as regards its balance of payments either as a result of an overall disequilibrium in its
balance of payments, or as a result of the type of currency at its disposal, and where such difficulties
are liable in particular to jeopardise the functioning of the internal market or the implementation of
the common commercial policy, the Commission shall immediately investigate the position of the
State in question and the action which, making use of all the means at its disposal, that State has
taken or may take in accordance with the Constitution. The Commission shall state what measures
it recommends the Member State concerned to take.

If the action taken by a Member State with a derogation and the measures suggested by the
Commission do not prove sufficient to overcome the difficulties which have arisen or which
threaten, the Commission shall, after consulting the Economic and Financial Committee,
recommend to the Council the granting of mutual assistance and appropriate methods.

The Commission shall keep the Council regularly informed of the situation and of how it is
developing.

2. The Council shall grant such mutual assistance by a qualified majority; it shall adopt European
framework laws or European decisions laying down the conditions and details of such assistance,
which may take such forms as:

(a) aconcerted approach to or within any other international organisations to which Member
States with a derogation may have recourse;

(b) measures needed to avoid deflection of trade where the Member State with a derogation
which is in difficulties maintains or reintroduces quantitative restrictions against third
countries;
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(c) the granting of limited credits by other Member States, subject to their agreement.

3. If the mutual assistance recommended by the Commission is not granted by the Council or if the
mutual assistance granted and the measures taken are insufficient, the Commission shall authorise
the Member State with a derogation which is in difficulties to take protective measures, the
conditions and details of which the Commission shall determine.

Such authorisation may be revoked and such conditions and details may be changed by the Council
acting by a qualified majority.

Article 120

1. Where a sudden crisis in the balance of payments occurs and a decision within the meaning of
[Article 119(2)] is not immediately taken, a Member State with a derogation may, as a precaution,
take the necessary protective measures. Such measures must cause the least possible disturbance in
the functioning of the internal market and must not be wider in scope than is strictly necessary to
remedy the sudden difficulties which have arisen.

2. The Commission and the other Member States shall be informed of such protective measures
not later than when they enter into force. The Commission may recommend to the Council the
granting of mutual assistance under [Article 119].

3. After the Commission has delivered an opinion and the Economic and Financial Committee has
been consulted, the Council may decide by a qualified majority that the Member State concerned
shall amend, suspend or abolish the protective measures referred to above.
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