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Abstract

On 27 November 2019 the Swiss Federal Council adopted the dispatch on the framework
conditions for DLT/blockchain that aims to increase legal certainty, remove barriers to entry

for applications based on DLT/blockchain and reduce the risk of abuse.

This step provides Switzerland with a very advanced, fundamental and comprehensive legal
framework, achieved by adapting existing laws instead of introducing a specific technology-
related law. The dispatch proposes specific amendments to nine federal acts, covering civil
securities, insolvency and financial market laws. The Swiss Parliament is expected to examine

the proposal for the first time in early 2020.

Other noteworthy regulatory developments include the Basel Committee on Banking
Supervision (BCBS) anticipating work on the prudential treatment of crypto assets (of obvious
relevance to emerging crypto banks and banks dealing with crypto assets), the likelihood that
in Germany, banks will be given authorisation to offer the sale and storage of cryptocurrencies
(poised to boost cryptofinance in Germany), growing crypto legal certainty in England
(demonstrating the regulatory commitment to crypto) and the prospect that in Singapore,
cryptocurrency-based derivatives will be listed on the regulated exchange (which would

further consolidate the country’s position as a prime cryptofinance hub).

Switzerland further improves framework
conditions for DLT/blockchain companies

The Swiss Federal Council has adopted the DLT/blockchain dispatch. On 27

November 2019kl the Swiss Federal Council published a draft bill aimed to

further improve the framework conditions for DLT/blockchain firms and

applications?®. The dispatch proposes specific amendments to nine federal
acts, covering civil securities, insolvency and financial market law. It introduces
DLT/blockchain uncertificated securities in the Swiss Code of Obligations that

serve the same functions as traditional securities or centrally registered book-
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entry securities, and sets out rules for their establishment, transfer and
cancellation. Such assets will then enjoy protection similar to that granted to
traditional certificated securities. This step fundamentally increases legal
certainty regarding the ownership and transfer of DLT/blockchain-based assets
as well as facilitating digitisation/tokenisation without excessive prescription.
The dispatch further regulates the segregation of crypto-based assets in the
event of bankruptcy in the Federal Law on Debt Collection and Bankruptcy and
harmonises the provisions of the law on the insolvency of banks accordingly,
significantly improving legal certainty for market participants. The draft bill
also introduces DLT/blockchain trading facilities as a new regulatory licence
category in the Financial Market Infrastructure Act, defined as a professionally
operated venue for the multilateral trading of DLT/blockchain securities -
allowing such platforms to trade, store and transfer crypto-based securities to

regulated financial market players and private customers.

v The dispatch further consolidates Switzerland’s primacy as a
crypto/blockchain nation. The dispatch provides Switzerland with the best
possible framework conditions for it to continue to evolve as a leading,
innovative and sustainable location for blockchain companies. It strengthens
the Swiss capital market and increases opportunities and funding sources for
Swiss companies in all sectors of the economy, especially for SMEs. The rules
help to level the legal playing field between token offerings and traditional
capital market transactions. They also deliver a robust regime for the
tokenisation of instruments such as shares and bonds, which in turn ensures
more professional issuance of digital assets and related cryptofinance
processes, complemented by relevant secondary trading facilities - often seen

as the missing link for the development of tokenised markets.

v Entry into force after a parliamentary debate and adoption. In a report issued
on 14 December 2018, for the first time the Federal Council identified the need
to enhance legal certainty, to remove specific hurdles for blockchain
applications and to limit the risks of the technology being abused for fraudulent
purposes. It then instructed the Federal Department of Finance and the Federal

Department of Justice and Police to draw up a legislative proposal - which was
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presented on 22 March 2019 in the form of a document open for consultation
until the end of June 2019. The dispatch released on 27 November 2019 has
considered up to 80 responses. It is expected to be examined by the Swiss
Federal Parliament for the first time in early 2020. Both parliamentary chambers
will give their opinion on the text before promulgation. The time needed until
final adoption will depend on the nature of the parliamentary debate. The Act

could enter into force in 2021.

Other noteworthy developments
The BCBS is working on the prudential treatment of crypto assets

linkl 5n the

v The BCBS announced the publication of a discussion paper
prudential treatment of crypto assets and the seeking of views from
stakeholders on a wide range of issues. The BCBS will also assess the

implications for banks and supervisors of a sudden increase in the role and use
of crypto assets, including stablecoins'™L, The decisions of the BCBS will affect
all banks dealing with crypto assets in various quantitative (capital and liquidity
rules) and qualitative (e.g. risk management organisation, disclosure)

dimensions.

Germany soon to allow its banks to offer the sale and storage of cryptocurrencies

v The new law implementing the fourth EU Money Laundering Directive in
Germany takes into account the fact that electronic money products are
increasingly considered to be a substitute for bank accounts. It opens the door

for German banks to handle cryptocurrencies directly, without needing to use a

third-party custodian. The law'™! passed by the German federal parliament is
expected to be signed off soon by the nation's 16 states. Once passed, the law

is likely to boost cryptofinance in Germany.

UK increases crypto legal certainty
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v A legal statement by the UK Jurisdiction Taskforce recognises crypto assets as

tradable property and smart contracts as enforceable agreements under

English law. This statement'™<l was compiled after six months of consultation
and offers new clarity with regard to the regulation of crypto assets. This
development shows the commitment of the UK community to the development

of its cryptoeconomy.
Singapore may allow cryptocurrency-based derivatives on regulated exchanges

v/ The Monetary Authority of Singapore (MAS) is looking into the possibility of

allowing cryptocurrency-based derivatives'™! to be traded on regulated
platforms, in response to the increasingly high demand for cryptocurrency and
cryptocurrency-related products. Such a move would further consolidate

Singapore’s primary position as a cryptofinance hub.

The Financial Action Task Force (FATF) has initiated a consultation on digital identity

v/ The FATF has issued draft guidance '™kl to clarify how digital identity systems
can be used for customer due diligence. Areas of focus include specific money
laundering/terrorist financing risks that arise from the use of digital identity
systems for Customer Due Diligence (CDD), and the role of digital ID systems in

ongoing due diligence or transaction monitoring.

Conclusion

The key digital regulatory development in the past few weeks has clearly been the
issuance of the DLT/blockchain dispatch by the Swiss Federal Council. The
parliamentary debate will take place in 2020. The industry wishes a swift adoption
and promulgation of the draft bill. The rules provide Switzerland with a very
advanced, fundamental and comprehensive legal framework in the area of
DLT/blockchain applications. The approach followed is strictly technologically

neutral, pragmatic and flexible. Regulatory developments in nearby countries such
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as Germany and the UK, in other countries (such as Singapore) and by international
regulators such as the BCBS and FATF shows continuous strong momentum towards
the development of a cryptofinance and DLT/blockchain economy while at the
same time sharpening the difference between a handful of leading countries and

the rest of the world.

1 We already wrote on the dispatch in the preceding issues of The Digital Regulator.
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and
legal domicile in Switzerland. It is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is
published solely for information purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial investment or to
participate in any particular investment strategy. This document is for distribution only under such circumstances as may be permitted by
applicable law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would
subject SEBA to any registration or licensing requirement within such jurisdiction.

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information
contained in this document, except with respect to information concerning SEBA. The information is not intended to be a complete statement or
summary of the financial investments, markets or developments referred to in the document. SEBA does not undertake to update or keep current
the information. Any statements contained in this document attributed to a third party represent SEBA's interpretation of the data, information
and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been
reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect SEBA’s internal
books and records or theoretical model-based valuations and may be based on certain assumptions. Different assumptions by SEBA or any other
source may yield substantially different results.
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Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s
individual circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence
and their own judgment in making their investment decisions. Financial investments described in the document may not be eligible for sale in all
jurisdictions or to certain categories of investors. Certain services and products are subject to legal restrictions and cannot be offered on an
unrestricted basis to certain investors. Recipients are therefore asked to consult the restrictions relating to investments, products or services for
further information. Furthermore, recipients may consult their legal/tax advisors should they require any clarifications. SEBA and any of its directors
or employees may be entitled at any time to hold long or short positions in investments, carry out transactions involving relevant investments in the
capacity of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment itself or
to/for any company commercially or financially affiliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be
contrary to the opinions expressed in SEBA research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable
for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may under certain circumstances occur. The
value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance of an
investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may be
subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes
in foreign exchange rates may have an adverse effect on the price, value or income of an investment. Tax treatment depends on the individual
circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in
general or with reference to specific investor’s circumstances and needs. We are of necessity unable to take into account the particular investment
objectives, financial situation and needs of individual investors and we would recommend that you take financial and/or tax advice as to the
implications (including tax) prior to investing. Neither SEBA nor any of its directors, employees or agents accepts any liability for any loss (including
investment loss) or damage arising out of the use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly
prohibits the distribution and transfer of this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or
lawsuits from any third parties arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on
numerous assumptions. Different assumptions could result in materially different results. SEBA may use research input provided by analysts
employed by its affiliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for the preparation of this document may interact with
trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information The
compensation of the analyst who prepared this document is determined exclusively by SEBA.

Austria: SEBA is not licensed to conduct banking and financial activities in Austria nor is SEBA supervised by the Austrian Financial Market
Authority (Finanzmarktaufsicht), to which this document has not been submitted for approval. France: SEBA is not licensed to conduct banking and
financial activities in France nor is SEBA supervised by French banking and financial authorities. Italy: SEBA is not licensed to conduct banking and
financial activities in Italy nor is SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Supervisory Authority
(CONSOB - Commissione Nazionale per le Societd e la Borsa), to which this document has not been submitted for approval. Germany: SEBA is not
licensed to conduct banking and financial activities in Germany nor is SEBA supervised by the German Federal Financial Services Supervisory
Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht), to which this document has not been submitted for approval. Hong-Kong: SEBA is not
licensed to conduct banking and financial activities in Hong-Kong nor is SEBA supervised by banking and financial authorities in Hong-Kong, to
which this document has not been submitted for approval. This document is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication, availability or use would be contrary to law or
regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no circumstances
directed to, or intended for distribution, publication to or use by, persons who are not “professional investors” within the meaning of the Securities
and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This publication has been
produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct banking and
financial activities in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese Securities
Exchange Commission “Comissao do Mercado de Valores Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities
in Singapore nor is SEBA supervised by banking and financial authorities in Singapore, to which this document has not been submitted for approval.
This document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on your behalf.
Should you have received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is
not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such
distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing
requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by,
persons who are not accredited investors, expert investors or institutional investors as defined in section 4A of the Securities and Futures Act (Cap.
289 of Singapore) (“SFA”). UK: This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities
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dealer with its head office and legal domicile in Switzerland. It is authorized and regulated by the Swiss Financial Market Supervisory Authority
(FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product.

SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a
financial promotion is provided only to persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an
unauthorised person pursuant to an exemption under the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons
having professional experience in matters relating to investments (“Investment Professionals”) and (b) high net worth bodies corporate,
partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses
include: (i) a corporation which has called-up share capital or net assets of at least £5 million or is @ member of a group in which includes a
company with called-up share capital or net assets of at least £5 million (but where the corporation has more than 20 shareholders or it is a
subsidiary of a company with more than 20 shareholders, the £5 million share capital / net assets requirement is reduced to £500,000); (i) a
partnership or unincorporated association with net assets of at least £5 million and (jii) a trustee of a trust which has had gross assets (i.e. total
assets held before deduction of any liabilities) of at least £10 million at any time within the year preceding the promotion. Any financial promotion
information is available only to such persons, and persons of any other description in the UK may not rely on the information in it. Most of the
protections provided by the UK regulatory system, and compensation under the UK Financial Services Compensation Scheme, will not be available.

© SEBA / Grafenauweg 6, 6300 Zug, Switzerland



