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Background

Lack of comprehensive regulation for digital assets has been a major obstacle for institutions that
want to embrace the opportunities enabled by blockchain technology. As this new asset class has
evolved rapidly over the last decade, driven by major advancements in the underlying technology,
increased investor appetite, and real-world utility, regulators have started to lay the foundations for
what will be an evolution of legislation.

In 2020, the European Union (EU) recognized the significance of digital assets and began drafting
preliminary text for the “Markets in Crypto-Assets” (MiCA) regulation with the aim of setting
standards across the EU and bridging gaps in the existing financial services regulatory framework.

What is MiCA?

MiCA is an EU-wide regulatory framework for digital assets, including digital asset service
providers, recognized under MiCA as Crypto Asset Service Providers (CASPs).

MiCA has four primary objectives:

1. Provide legal certainty for digital assets not covered by existing EU legislation.

2. Establish uniform rules for CASPs and digital asset issuers in the EU.

3. Replace existing national frameworks for digital assets not covered by existing EU legislation.

4. Create specific rules for “stablecoins,” including e-money tokens (EMTs) and asset-referenced
tokens (ARTSs), but excluding non-backed or algorithmic stablecoins.

History and Planned Timeline

MiCA was first proposed as part of a broader digital finance package that included the Digital
Operational Resilience Act (DORA) and the Distributed Ledger Technology (DLT) pilot regime. The
European Council formally adopted MiCA on May 16, 2023 and published the legislation in the
Official Journal of the European Union (OJEU) on June 9, 2023. MiCA is now in force, subject to the
following provisions and transitional periods:

« Provisions relating to asset-referenced tokens (ARTs) and e-money tokens (EMTs) will go into
effect on June 30, 2024.

« All other provisions will apply 18 months after entry into force i.e. on December 30, 2024.

« Transitional arrangements apply for existing CASPs and issuers of ARTs operating in the EU
prior to MiCA’s entry into force.

« In certain EU countries where there are already entities that are authorized to provide digital asset
services under a member state’s national law at the time of the application of MiCA, member
states may choose to apply a simplified authorization procedure in preparation to go live in 2024.
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Markets in Crypto-Assets Regulation (MiCA)
Implementation Timeline

June 2023 October 2023 June 2024
MiCA Publication Consultation Package 2 Entry into application
in the OJEU publication Title Ill and Title IV

July 2023 Q12024 December 2024
Consultation Package 1 Consultation Package 3 Entry into application
publication publication Titles I, 11, V, VI, VII

Source: Markets in Crypto-Assets Regulation (MiCA) (europa.eu)

Who does MiCA apply to?

Entities can enter MiCA’s scope simply by interacting with digital assets and performing specific
functions. For the most part, these functions are core industry services that support the trading,
movement, or custody of digital assets.

Functions covered by MiCA

MiCA is designed to regulate all types of CASPs and other intermediaries dealing with digital
assets, including:

« Custodians and administrators « Brokerages
o Trading and execution platforms o Asset and wealth managers
« Payment providers and platforms o Token issuers

Asset Categories

Asset-referenced tokens (ARTS):

Digital assets that purport to maintain

a stable value by referencing another

value or right (e.g., commodities or
digital assets) or a combination

thereof, including one or more
fiat currencies.

Others: Other digital assets,
including utility tokens, that are
designed to perform specific
functions, such as granting
access within a blockchain-
based platform.

E-money tokens (EMTs): A type
of digital asset that purports
to maintain a stable value by
referencing the value of
one fiat currency.
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What functions are NOT covered by MiCA?

While MiCA addresses multiple sectors of digital assets,

several categories are not mentioned in the initial version.

« Central bank digital currencies (CBDCs)

« Tokenized securities (on the basis that they are already covered by existing rules under MiFID II)
« Non-fungible tokens (NFTs)

« Decentralized finance (DeFi)

Per Article 142 of MiCA, the Commission will present a report by year end 2024 on,
among other things, the necessity and feasibility of regulating DeFi and NFTs.

In the future, it is expected that EU officials will provide further clarifications
and propose amendments to the regulatory text in three areas:

1. DeFi
2. NFTs
3. Stablecoins

Applicable stablecoin regulations could depend on the CASP’s jurisdiction of choice. In addition
to applying for a MiCA license, stablecoin issuers may also need to apply for an electronic money
institution (EMI) license or credit institution license. Issuers of ARTs and EMTs will be subject to
capital requirements, in addition to maintaining 1:1 reserves, and reserves must be custodied at an
approved institution. Issuers and CASPs cannot grant interest (or other benefits) to token holders.

Why was MiCA needed?

A general sense of disagreement and confusion over how to classify digital assets and what
activities, services, and functions are allowed under existing regulatory regime has been clouding
the financial services industry globally. Institutions have struggled to understand the applicability
of securities and AML laws on digital assets or corresponding services, while others have
questioned what benefit digital assets bring to their businesses and clients. Following multi-year
discussions across working groups at council and parliament levels, the EU saw value in clarifying
the rules around digital assets to spur innovation and avoid adverse unintended effects, such as:

« Stifled job market

» Slower growth of GDP and rate of innovation
» Reduced flow of capital

o Talent flight

» Lack of investor protection
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Under the new framework, service providers outside of the EU will not be permitted to offer and
market digital asset services directly to EU clients. However, they can still operate on a reverse
solicitation basis.

MICA, a regulatory text designed to provide legal clarity and full harmonization
in the EU, replaces existing national regulations pertaining to digital assets with
a single overarching framework.

Unlocking economic opportunities

MIiCA could be the key to unlocking digital asset-based economic opportunities in the EU. This
legal bridge could be a principal source of long-term growth for financial services and various
intermediaries representing hundreds of millions of citizens and corporate entities that want to
strengthen ties in the EU market.

Four major areas that MiCA unlocks for growth and adoption include:

1. Enablement of institutions
MiCA, coupled with the EU Travel Rule, requires CASPs and financial institutions to share
relevant information to prevent money-laundering, terrorist financing, and other fraudulent
activity. This is expected to help satisfy institutional compliance frameworks, enabling various
business models tailored to retail and institutional investors.

2. Driving product innovation
Custody and execution services for a wider breadth of digital assets will be some of the core
product offerings unlocked under MiCA. Additionally, a MiCA license will enable institutions to
explore other revenue models, ranging from sub-custody and staking to stablecoin issuance and
peer-to-peer payments.

3. Outlook for digital asset growth
The EU is home to over 445 million citizens' who can use digital assets, which will be driven by
further institutional adoption. Data from our 2022 Institutional Investor Digital Assets Study?
demonstrated the positive sentiment toward this asset class despite it having been conducted
during a bear market. Some key findings include:

58% of institutional investors responded that they were invested in digital assets globally.
81% of respondents said that they believed digital assets should be part of a portfolio.
74% of respondents indicated that they planned to buy or invest in digital assets in the future.

1 https://european-union.europa.eu/principles-countries-history/key-facts-and-figures/life-eu_en
2 https://www.fidelitydigitalassets.com/sites/default/files/documents/2022_Institutional Investor Digital Assets Study.pdf
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Globally, 33% of institutions cited “regulatory classification concerns of certain coins” as a barrier

to adoption. With more clarity within the EU, this will allow institutions to proceed with allocating
digital assets to their portfolios.

4.

The next industrial revolution

Traditional financial services providers can use blockchain technology as settlement rails,

solving various middle-to-back-office inefficiencies, reducing transaction fees, and preventing

fraudulent activity.

Real estate, insurance, healthcare, and logistics are examples of other industries that may stand
to benefit from adopting this technology. Institutions can harness tokenization to enhance data

efficiency, increase security, improve transparency, and reduce costs.

Other positive impacts of MiCA

Token Issuers

Token issuers will be required to adhere

to stricter regulations in the EU, including
establishing a capitalized EU entity and
obtaining license from the local authority.

A detailed whitepaper will be required for
each project, whereby the issuing firm and
management team will be held civilly liable
for each whitepaper’s contents and will have
to take responsibility for token holder losses
if information is deemed misleading. This
will be a significant change from current
practices where there is little accountability
for losses incurred. Transparency and accurate
information make up a key theme under the
new legislation.

Existing Banking Licenses

Under MiCA, credit institutions
in the EU, including banks,
can now issue digital assets
within the scope of their
current banking licenses.
This is a major development
and will allow institutions to
streamline processes and
offer a broader range of
digital asset-related services.
In turn, this could encourage
further retail adoption and
promote competition and
innovation of products.

Professional Services

MiCA could create more
jobs in legal and consulting,
whose professions assist
with the licensing processes
in the EU. Some countries
may find themselves more
focused on licensing of
specific services due to
organic market forces or
proactive strategy. For
example, one country may
specialize in play-to-earn,
while another may focus on
tokenization of assets.
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Passporting rights

MiCA'’s cross-border passporting mechanics permits CASPs in one EU member state

to offer products and services in other EU member states. In an effort to remain
competitive and bring a digital asset offering to market as soon as possible, CASPs may
find advantages in starting the application process sooner rather than later.

This transparent application process could spark a race to apply as service providers
rush to be first in line to secure authorization and, subsequently, launch a live product
or service in the EU market.

Part of a unified regulatory framework

While MiCA is the first of its kind for regulation of digital assets in the EU, it is not all-
encompassing and will work in conjunction with the existing legal frameworks of the EU
and relevant member states.

For example, a relevant regulatory EU initiative that should be considered alongside MiCA

is the Digital Operational Resilience Act (DORA). Active since January 2023, DORA is

Europe’s ambitious attempt to harmonize operational resilience, cybersecurity, and third-

party risk management rules for financial service firms in the EU. The initiative is in a two-

year implementation period, requiring that EU firms comply with all DORA requirements by
January 2025. This includes CASPs, who will need to understand and comply with DORA’s
requirements as they prepare for MiCA, potentially requiring business risk and control upgrades.

Additionally, CASPs and financial services firms will need to
consider complying with other EU regulations listed below:

. Extends the original Markets in Financial Instruments Directive (MiFID) requirements for stocks to
MIFID I . e . - A .
issuers of all types of securities, including debt securities, derivatives, and structured instruments.
Travel Rule requires CASPs, along with other financial institutions, to share relevant originator
and beneficiary information from virtual asset transactions to prevent money-laundering,
terrorist financing, and other fraud activity. Additionally, MiCA authorized entities will need

to comply with the EU’s AML rules in accordance with home member state regulations.

Travel Rule and
Anti-Money
Laundering

Range of rules for collecting, processing, storing, and sharing personal
GDPR data, including any information that can be used to identify a person,
such as a name, address, email address, or IP address.

EMD2 The Second Electronic Money Directive (EMD?2) aligns EU requirements
and supervisions for electronic money institutions.
European regulation for electronic payment services seeks to make payments more secure

PSD2 in Europe, boost innovation, and help banking services to adapt to new technologies.
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Regulatory Advancements in Other Jurisdictions

Outside of the EU, other nations are establishing clear regulatory frameworks for
digital assets to position themselves as attractive homes for blockchain innovation
and remain competitive on the global stage.

United Kingdom
In October 2022, the U.K. government unveiled its approach to digital assets regulation. The
Financial Services and Markets Act 2023, alongside other legislation, introduced changes to:
¢ Regulate the use of stablecoins as a means of payment by amending existing e-money
and payments legislation and introducing the concept of a digital settlement asset; and
¢ Introduce a new, broad definition of digital assets and amend the existing
powers relating to financial promotion and regulated activities to clarify that
they can be relied on to regulate digital assets and related activities.
This was a first step toward bringing digital assets within the regulatory perimeter; secondary
legislation will be needed to amend the Regulated Activities Order to include digital asset activities
to be regulated.

Switzerland

In 2020, Financial Market Supervisory Authority (FINMA) adapted the existing legal framework
to incorporate digital assets. FINMA categorizes tokens as payment, utility, or asset tokens and
regulates them accordingly.

United Arab Emirates

In 2022, the Emirate of Dubai established the Virtual Assets Regulatory Authority (VARA)? to
regulate all activities related to the virtual assets sector, including special development zones and
free zones, but excluding the Dubai International Financial Centre (DIFC). In February 2023, VARA
issued its Virtual Assets and Related Activities Regulations 2023, applicable to all virtual assets
service providers.

Hong Kong

Throughout 2023, Hong Kong has introduced legislation to promote and adopt digital assets,
allowing retail investors to invest directly. This includes the creation of the Hong Kong Virtual
Assets Consortium.

South Korea

In June 2023, regulators passed the Virtual Asset User Protection Act, which integrates 19
digital asset-related bills. This grants the Financial Services Commission power to oversee digital
assets operators and asset custodians. The bill requires insurance coverage, reserve funds, and
necessary recordkeeping.

3 https://www.mayerbrown.com/en/perspectives-events/publications/2023/03/varas-new-regulations-for-virtual-assets
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Singapore

In January 2020, the Monetary Authority of Singapore (MAS) introduced the Payment Services
Act (PSA) as an overarching regulatory structure for traditional and digital asset exchanges. This
act brought all payment-related services under a single legislation and detailed license and
money laundering compliance requirements for digital asset business operators.

United States

The U.S. has recently seen more engagement from policymakers and government agencies in the
form of research studies, draft bills, and enforcement. While it is unclear if these bills will advance
through Congress to become law, federal lawmakers’ introduction of draft bills can be considered a
form of progress.

This is only the beginning

While MiCA is not a solution across all digital asset types and activities, the EU is one of the first
major developed regions to provide a clear and distinct set of rules for digital assets. This milestone
is likely to spur local economic growth and encourage other regulators to publish clear guidance.

The introduction of digital asset regulation solidifies the position of this new asset class within the
existing financial system. Major institutions can begin or continue to incorporate digital assets into
their portfolios with more clarity, instilling trust across the industry and leading to broader adoption.
With formal safeguards now in place for the EU, the digital asset industry can thrive even more in an

evolved regulatory environment.
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The information herein was prepared by Fidelity Digital Assets, National Association (“FDA, NA”) and
Fidelity Digital Assets, Ltd (“FDA, LTD"). It is for informational purposes only and is not intended to constitute
a recommendation, investment advice of any kind, or an offer to buy or sell any asset. Perform your own
research and consult a qualified advisor to see if digital assets are an appropriate investment option.

Digital assets are speculative and highly volatile, can become illiquid at any time, and are for investors with
a high-risk tolerance. Investors in digital assets could lose the entire value of their investment. Digital assets
are not insured or guaranteed by the Federal Deposit Insurance Corporation, or any other government
agency, and are not obligations of any bank.

Custody and trading of digital assets are provided by FDA, NA, which is a national trust bank. FDA, LTD

relies on FDA, NA for these services. FDA, LTD is registered with the Financial Conduct Authority under

the U.K.'s Money Laundering Regulations. The Financial Ombudsman Service and the Financial Services
Compensation Scheme do not apply to the cryptoasset activities carried on by FDA, LTD.

To the extent this communication constitutes a financial promotion in the U.K., it is issued only to, or
directed only at, persons who are: (i) investment professionals within the meaning of Article 19 of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “FPO”); (ii) high net worth
companies and certain other entities falling within Article 49 of the FPO; and (iii) any other persons to
whom it may lawfully be communicated.

This information is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to local law or regulation. Persons accessing this
information are required to inform themselves about and observe such restrictions.

FDA, NA and FDA, LTD do not provide tax, legal, investment, or accounting advice. This material is not
intended to provide, and should not be relied on, for tax, legal, or accounting advice. Tax laws and
regulations are complex and subject to change. You should consult your own tax, legal, and accounting
advisors before engaging in any transaction.

Views expressed are as of the date indicated, based on the information available at that time, and may
change based on market or other conditions. Unless otherwise noted, the opinions provided are those of
the speaker or author and not necessarily those of Fidelity Digital Assets or its affiliates. Fidelity Digital
Assets does not assume any duty to update any of the information.

Some of this information is forward-looking and is subject to change.
Fidelity Digital Assets and the Fidelity Digital Assets logo are registered service marks of FMR LLC.
© 2025 FMR LLC. All rights reserved.
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