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T
he Financial Markets Lawyers Group (FMLG) coordinates legal projects with, and 

provides guidance on legal matters to, the Committee. The group, which meets monthly,

includes legal representatives from commercial and investment banks active in the 

foreign exchange market. An important focus is to promote a greater understanding of the

legal environment surrounding foreign exchange trading. In addition, the FMLG and the

Committee work to enhance the integrity of the foreign exchange market through the rec-

ommendation of sound business practices.

In 1998, the FMLG worked on a number of projects, many of them begun in prior years.

These projects, discussed below, included the Foreign Exchange and Currency Option

Definition project, the work on opinions, and the monitoring of Commodity Futures Trading

Commission (CFTC) actions concerning the regulation of over-the-counter foreign exchange

markets. Other projects, including the EMU Protocol, were introduced this year.

In 1999, the FMLG plans to continue to monitor CFTC developments and to pursue its

review of documentation concerning force majeure events and nondeliverable forward trans-

actions (NDFs). It also intends to work on collateral documentation for foreign exchange

transactions, cross-product netting agreements, and revisions to Annex A of the Foreign

Exchange and Currency Options Definitions. The newest version of the definitions will

appear on the Foreign Exchange Committee’s web site (www.ny.frb.org/fxc).

● The 1998 Foreign Exchange and Currency Option Definitions 
The FMLG, the International Swaps and Derivatives Association (ISDA), and the
Emerging Markets Traders Association published the Foreign Exchange and Currency
Options Definitions in early 1998. These latest definitions, an update of a 1992 version
published by ISDA, provide the industry with documentation for both deliverable and
nondeliverable cash-settled foreign exchange and currency options transactions in both
emerging market and major currencies. Members of the FMLG participated in the work-
ing group that developed the 1998 definitions document. The 1998 definitions were
reviewed and explained to the foreign exchange community at a morning seminar on
March 20 at the Federal Reserve Bank of New York.

● Obtaining Legal Opinions
During 1998, the FMLG continued its work of gathering legal opinions from a number of
jurisdictions establishing the enforceability of settlement and closeout netting provisions
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of the Committee’s Master Agreements under
local insolvency laws. These Master Agreements
include the International Foreign Exchange
Master Agreement, the Foreign Exchange and
Options Master Agreement, and the International
Foreign Currency Options Master Agreement. A
number of new opinions were finalized during
1998, and the FMLG continued its efforts to
obtain final opinions in other relevant jurisdictions.
A list of final opinions, as well as the status of
opinions in a number of additional jurisdictions,
is available at www.ny.frb.org/fmlg.

● EMU Protocol 
The FMLG, in collaboration with the British
Bankers Association, prepared an EMU
Protocol for use with the Master Agreements
published by the Committee. The EMU Protocol
enabled parties to amend their existing Master
Agreements on a number of euro-related
issues. The EMU Protocol was modeled loosely
after an EMU Protocol published by ISDA.

The EMU Protocol covered the following euro-
related issues: confirmation of continuity of con-
tracts, provisions of replacement price sources,
clarification of payment netting and novation
netting, new definitions related to the euro, and
provisions for average rate options and barrier
options. After the EMU Protocol was issued,
parties that wished to amend their Master
Agreements consistent with some or all of the
provisions in the document simply needed to
complete and deliver an adherence letter to the
chair of the FMLG. The FMLG chair then pub-
lished a list of adhering parties along with
copies of the adherence letters on the FMLG
web site. This process eliminated the need for
parties to contact all their counterparties. By the
close of the adherence period, the FMLG had
received 221 adherence letters.

● Over-the-Counter Regulatory Issues 
Throughout the year, the FMLG continued to
monitor issues concerning the CFTC that could
affect the over-the-counter foreign exchange
market and counseled the Committee on
responses when necessary. Much of the
FMLG’s activity in this area in 1998 involved the

community’s reaction and response to the
CFTC’s “Over-the-Counter Derivatives Concept
Release” issued on May 7. One particular issue
of concern to the foreign exchange market was
the CFTC’s potential assertion of jurisdiction
over automated dealing systems and multi-
lateral netting facilities.

On July 30, representatives from the
Committee, along with counsel from the FMLG,
provided testimony before a congressional
committee. The FMLG also provided support
to the Committee in connection with the
Committee’s written response to the release
(see page 67). These efforts, along with the
efforts of other industry groups, culminated in a
temporary legal moratorium on the CFTC’s
ability to issue regulations concerning the over-
the-counter markets.

● Guidelines for Transactions Involving
Intermediaries
The FMLG’s Guidelines for Transactions
Involving Intermediaries (Guidelines), published
in October, provides best practice recommen-
dations for financial market transactions execut-
ed between dealers and their counterparties
when an intermediary (such as an investment
advisor) acts for the counterparty. The
Guidelines were drafted by a working group of
the FMLG that included representatives from
the intermediary community.

The purpose of the Guidelines is to ensure that
transactions are completed in accordance with the
terms and expectations of all parties. The FMLG
sponsored a presentation on the Guidelines on
November 13, 1998, that included discussions
of international effor ts to deal with issues
addressed in the document.

● A Review of Force Majeure Provisions 
Following the disruption of settlement activity 
in Indonesia in May 1998, the FMLG decided 
to review force majeure and related provisions
in the Committee’s Master Agreements. This
decision was prompted by uncertainty in the
market concerning the proper course of action
at the time of Indonesia’s market problems.



The project’s intent is to identify the inconsisten-
cies in the documentation and to recommend
language that would enable parties of those for-
eign exchange transactions that require delivery
to deal more effectively with market disruptions.

● Nondeliverable Forwards
With the Emerging Markets Traders Association,
the FMLG is considering the best ways to 

improve trading in NDFs. These efforts should
resolve the problems in matching confirmations
for NDFs present under the 1998 Foreign
Exchange and Currency Options Definitions.
Recent discussions have focused on mecha-
nisms for reaching agreement on the terms of
NDFs, the calculation agent, and the resolution
of pricing and other disputes.
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