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Executive summary

On 7 January 2021, the UK government released a consultation paper that examined
recent developments in Distributed Ledger Technology (DLT) and proposed an authori-
sation regime for stablecoins. Stablecoins have the potential to bring efficiencies to
(cross-border) payments, promote financial inclusion, and facilitate the implementation
of retail Central Bank Digital Currency (CBDC). The UK emerged as the third jurisdiction
to single out and address stablecoins. Switzerland issued guidelines in September 2019,
the EU issued regulatory proposals in September 2020, and the Financial Stability Board
(FSB) provided a fundamental endorsement of stablecoins in October 2020. The UK gov-
ernment proposes to include stablecoins that can be reliably used for retail or wholesale
transactions and that achieve a stable peg to assets such as single currency, multi curren-
cies, or gold within the scope of the regulation. It further proposes to exclude stablecoins
that achieve a stable value through algorithms that control their supply. The regulatory
requirements would extend to the organisation, operation, and governance of the stable-
coin arrangement. Global stablecoins would be subject to additional requirements as well.
Existing cryptoasset regulation would be leveraged and extended to cover stablecoins.

The last few weeks have offered several noteworthy regulatory developments in the
digital space. On 1 February 2021, the civil law aspect of Switzerland’s DLT legislation
came into force, allowing the transfer of rights and claims as a ledger-based security on a
distributed ledger system without involving any intermediary. The legislator thus honoured
a request from the blockchain industry to advance the implementation from 1 August 2021
to 1 February 2021. We have extensively reported on developments in the Swiss DLT law
in Digital Regulator December 2020. This development has allowed cryptobanks, such as
SEBA Bank, to issue their Series B Participation Certificates as tokenised equity securities
on the blockchain. The FSB and the Bank for International Settlements (BIS) have also an-
ticipated increased focus on stablecoins and CBDC in 2021. Furthermore, the US Office
of the Comptroller of the Currency (OCC) has allowed US banks to handle stablecoins for
payment activities.



https://www.seba.swiss/research/swiss-dlt-regulatory-framework-implementation
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to address stablecoins after

Switzerland and the EU. The UK Government issued a consultation document titled ‘UK regulatory approach to
cryptoassets and stablecoins’ on 7 January 2021. The initiative followed the government’s
Cryptoassets Taskforce report, issued in October 2018, that set the regulatory direction for
cryptoassets and enabled the Financial Conduct Authority (FCA) to implement guidelines for
the usage of cryptoassets. The consultation document examines recent developments, such
as the advent of stablecoins, Decentralized Finance (DeFi), and DLT related financial market
infrastructure, and favours stakeholders’ views on a range of issues and proposals, which
take a substantive form in relation to stablecoins.

The approach to cryptoassets

The UK financial authorities increased their involvement materially with respect to
cryptoassets in September 2017, after the FCA warned investors about the risks of invest-
ing in cryptoassets in the context of the Initial Coin Offering (ICO) mania.

The government launched the Cryptoassets Taskforce that brought together representa-
tives from Her Majesty’s Treasury, the FCA, and the Bank of England (BoE) in March 2018.
The final report released in October 2018 fundamentally supported DLT and its applica-
tions in financial services. The report set the following priorities: preventing the use of
cryptoassets for illicit activity, guarding against threats to financial stability, and mitigat-
ing the risks posed by cryptoassets to consumers and market integrity. The report defined
three categories of cryptoassets: exchange tokens, security tokens, and utility tokens. The
government endorsed a technology-neutral approach to the regulation of DLT, establish-
ing that cryptoassets would be subject to financial regulations if they match the definition
of any specified instrument in the Regulated Activities Order 2001 (RAO). It also concluded
that native cryptocurrencies such as bitcoin and ether would be classified as unregulat-
ed tokens because they are not centrally issued and do not give rights or entitlements to
holders.

The FCA issued the final cryptoassets regulatory guidance on 31 July 2019, which clarified
the handling of different categories of cryptoassets and other related activities in rela-
tion to the FCA’s regulatory perimeter and the applicable regulations (such as the RAO,
the Markets in Financial Instruments Directive, the E-Money Regulations 2011 (EMR) and
the Payment Services Regulations 2017 (PSR)). It also introduced a regulatory sandbox in
November 2018. Additionally, it clarified in April 2018 that the offering of cryptocurrency
derivatives required authorisation. Finally, it banned the sale of crypto-derivatives to retail
consumers owing to suitability concerns in October 2020.



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/950206/HM_Treasury_Cryptoasset_and_Stablecoin_consultation.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/950206/HM_Treasury_Cryptoasset_and_Stablecoin_consultation.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752070/cryptoassets_taskforce_final_report_final_web.pdf
https://www.legislation.gov.uk/uksi/2001/544/contents/made
https://www.fca.org.uk/publication/policy/ps19-22.pdf
https://www.legislation.gov.uk/uksi/2007/2932/contents/made
https://www.legislation.gov.uk/uksi/2011/99/contents/made
https://www.legislation.gov.uk/uksi/2017/752/contents
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The approach to stablecoins

Stablecoins are a key innovation that emerged after the comprehensive governmental
report of 2018. The government characterises stablecoins as an evolution of cryptoassets
that seek to minimise the volatility of their value through a peg that may take a variety
of forms, including algorithms. It notes that the nature of the holder’s claim on the refer-
enced asset may vary, and the governance and organisation surrounding the stablecoin
arrangement might be either more or less complex. The government also concludes that
the risks raised by the stablecoin arrangement and the applicability of financial regula-
tions may differ depending on their design.

The government proposes to rely on the existing FCA classification and regulation of cryp-
toassets. It also proposes to regulate such stablecoins that can be reliably used for retail
or wholesale transactions through EMR and PSR laws. The government further proposes to
exclude algorithmic stablecoins from the authorisation requirements because such sta-
blecoins would not be suitable for retail and wholesale transactions. Finally, regulatory re-
quirements would also extend to the organisation and governance of the firms involved in
operating the stablecoin arrangement. The requirements would also cover activities such
as managing the inventory of tokens and reserve assets as well as validating and execut-
ing stablecoin transactions.

Global stablecoins would be subject to the Banking Act 2009 and the Financial Services
Act 2013, empowering the BoE with the responsibility for regulating important payment
systems and their service providers. The requirement of having a UK based establishment
and being authorised in the UK to market stablecoins to UK consumers is left open at
this stage. The consultation on these proposals, which also address other important topics
such as DeFi and DLT related financial market infrastructure, ends on 21 March 2021.

There is a widespread agreement that stablecoins have the potential to bring efficiencies to
cross-border payments, promote financial inclusion, and even facilitate the implementation
of retail CBDC. The UK becomes the third jurisdiction to address stablecoins by issuing reg-
ulatory proposals concerning this innovative cryptoasset class. In 2019, Switzerland was the
first jurisdiction to act following the incorporation of the Libra Association in Geneva. The
EU presented specific proposals for stablecoins and global stablecoins in September 2021.
The FSB fundamentally endorsed stablecoins in October 2020 by issuing recommendations
promoting effective regulation, supervision, and oversight of global stablecoin arrange-
ments. The UK approach shares similarities with the Swiss approach as it builds on existing
regulation governing cryptoassets and takes a technology-neutral stance. The EU issued a
relatively detailed proposal which distinguished between global and non-global stablecoins
and presented commonalities with certain aspects of the Swiss FinTech license.




Conclusion

The issuance of regulatory
proposals concerning stablecoins
by the UK government in January
2021 follows the EU regulatory
proposals issued in September
2020 and the Swiss guidelines
issued in September 2019. More-
over, the FSB has provided sup-
porting principles in October 2020
which indicate recognition by the
authorities of the business case for
stablecoins. Stablecoins provide
efficiency in cross-border pay-
ments and enhanced financial in-
clusion; they also have a potential
role in the implementation of retail
CBDC. However, the FSB looks to
promote this DLT innovation in a
risk-controlled and sustainable en-
vironment. Furthermore, regulatory
action taken by countries such

as the UK creates legal certainty

for the private sector’s initiatives
related to stablecoins.

The last few weeks have offered
several noteworthy regulatory
developments in the digital space,
including the entry into force of
the civil law aspect of Switzer-
land’s DLT legislation, allowing the
transfer of rights and claims as a
ledger-based security on a distrib-
uted ledger system without any
intermediary. The FSB and the BIS
have also anticipated increased
focus on stablecoins and CBDC in
2021. Furthermore, the OCC has
allowed US banks to use stable-
coins for payment activities. India
also confirmed its negative stance
on cryptoassets, while eyeing a
CBDC and promoting DLT. Dubai
announced plans to improve and
expand its regulatory framework
for digital assets.
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Other Noteworthy Developments

The civil law aspect of Switzerland’s DLT legislation came into force on 1 February 2021.
SEBA Bank immediately took the opportunity to issue tokenized assets on the blockchain.

On 1 February 2021, the civil law aspect of Switzerland’s DLT legislation came into force,
allowing the transfer of rights and claims as a ledger-based security on a distributed led-
ger system without involving any intermediary. The legislator thus honoured a request from
the blockchain industry to advance the implementation from 1 August 2021 to 1 Febru-
ary 2021. We have extensively reported on developments in the Swiss DLT law in Digital
Requlator December 2020. On 1 February, SEBA Bank issued its Series B Participation Cer-
tificates as tokenised securities on the blockchain based on the ERC20 Ethereum protocol.

The FSB and the BIS have anticipated increased focus on stablecoins and CBDC in 2021.

The ESB announced that enhancing the cross-border payments will be part of the work
programme for 2021. The FSB will also issue a report on the regulatory and supervisory
approaches with respect to stablecoins.

The BIS announced that CBDC will be a focus area of its Innovation Hub. The Hub intends
to study retail CBDC, investigating two models (a hybrid CBDC and private CBDC-backed
stablecoins) for the distribution of a retail CBDC through commercial banks and payment
service providers.

The OCC has allowed US banks to use stablecoins for payment activities.

The OCC issued a letter that removes any legal uncertainty about the authority of banks
to ‘connect to blockchains as validator nodes and thereby transact stablecoin payments
on behalf of customers who are increasingly demanding the speed, efficiency, interopera-
bility, and low cost associated with these products’. The OCC also clarified that banks will
need to comply with applicable law and engage in safe, sound, and fair banking practices.

Fresh warnings have been issued by New Zealand and UK authorities about the risks of
investing in cryptocurrencies following the sharp increase in the price of bitcoin.

New Zealand’s Financial Markets Authority has issued a warning against investing in cryp-
tocurrencies, reminding the market participants that digital currencies are currently not
regulated in the country and that bitcoin is a highly volatile asset.

The UK FCA warned market participants that investments in cryptoassets are highly vola-
tile and have the potential for a 100% loss. Investors should particularly ensure that they
understand the associated volatility risk and product complexity.

India confirms its negative stance on cryptoassets while eyeing a CBDC and promoting DLT.

The Indian government clarified its stance on cryptocurrencies by introducing the Cryp-
tocurrency and Regulation of Official Digital Currency Bill for consideration and passing.
The bill supports the creation of an official CBDC. However, it also seeks to prohibit private
cryptocurrencies. On the positive side, it promotes the underlying DLT.

Dubai announces plans to improve and expand its regulatory framework for digital assets.

The Dubai Financial Services Authority (DFSA) is planning to introduce a regulatory frame-
work for tokenised securities and cryptocurrencies as part of its 2021-2022 business plan.
The regulatory approach will facilitate innovation while requiring strict adherence to the
DFSA’s licensing, prudential, and conduct requirements. The framework will specifically
include anti-money laundering measures.



https://www.seba.swiss/research/swiss-dlt-regulatory-framework-implementation
https://www.seba.swiss/research/swiss-dlt-regulatory-framework-implementation
https://www.fsb.org/wp-content/uploads/P200121.pdf
https://www.bis.org/press/p210122.htm
https://chaintimes.com/new-zealand-issues-a-warning-against-cryptocurrency/
https://www.fca.org.uk/news/news-stories/fca-warns-consumers-risks-investments-advertising-high-returns-based-cryptoassets
http://loksabhadocs.nic.in/bull2mk/2021/29012021.pdf
https://365343652932-web-server-storage.s3.eu-west-2.amazonaws.com/files/7416/1096/4358/DFSA_Business_Plan_21-22-hires_spread.pdf
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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 once and legal domicile in Switzerland. It is authorized
and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely forinformation 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 elected 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.

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 consti-
tutes 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. Fur-
thermore, recipients may consult their legal/tax advisors should they require any clarifcations. 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 offcers, who serve as directors,
either to/for the issuer, the investment itself or to/for any company commercially or financially affliated 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 s illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be diffcult 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 per-
formance 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 orincome 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 specifc
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 affliate 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.
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Austria: SEBA is not licensed to conduct banking andfinancial 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 Su-
pervisory 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, pub-
lication to or use by, persons who are not accredited investors, expert investors or institutional investors as declned 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 dealer with its head offce 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 Promo-
tion) 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 GBP 5 million or is a member of a group in which includes a company with called-up share capital or net assets of at least GBP 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 GBP 5 million share capital / net assets requirement
is reduced to GBP 500,000); (ii) a partnership or unincorporated association with net assets of at least GBP 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 GBP 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 Bank AG, Kolinplatz 15, 6300 Zug. 2021. All rights reserved.
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