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PURPOSE

- Malta has recently announced the the
establishment of the Malta Digital Innovation
Authority; a framework for the Certification of
Distributed LedgerTechnology Platforms and
Related Service Providers; and a Virtual
Currency Act




PURPOSE

- The proposed framework will offer legal
certainty to a space that is currently
unregulated and touches upon a number of
issues including types of authorisations, legal

personality, and the applicability of law on
smart contracts.

% - Will provide an environment conductive to the

. = development of this technology and will help
i position Malta as the natural destination for
. ?i businesses that operate in this space.
o
is%




Guiding Principles

- Market Integrity
- Market Security

- Consumer Protection
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- A framework that conceptualises the creation
of a new Digital Innovation Authority, the
voluntary registration of Technology Service
Providers and the certification of DLT
Platforms and related smart contracts as
Technology Arrangements.
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- The framework also includes another new
regime, under the MFSA, for the approval of
ICOs and the regulation of certain service
providers dealing in VCs including brokers,
exchanges, wallet providers, asset managers,
investment advisors and market makers.
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STAGES LEADING
TO THE CREATION
OF THE FRAMEWORK

- Extensive consultations with Regulatory
Authorities (MITA, MCA, MFSA, MGA, CBM...etc.)

- Meetings with interested parties
(Police, FIAU...etc.)

- Meetings with Industry (local and non-local)

12.



STAGES LEADING
TO CONSULTATION
DOCUMENT

- Informal dialogue with international institutions

- Informal dialogue with leading international legal
firms specialising in technology

 Public Consultation

13.



-STEPS APPROACH

ep 1: Setting up of an Authority - Malta Digital
novation Authority.

ep 2: A Bill that will set out the regime for the
gistration of Technology Service Providers and the
rtification of Technology Arrangements.

ep 3: A Bill that will set out the framework for ICOs
id the regulatory regime on to the provision of
2rtain services in relation to VCs. The intermediaries
ibject to the VC Bill include brokers, exchanges, wallet
‘oviders, asset managers, investment advisors and
arket makers dealing in VCs (to be issued by MFSA)

14.



STEP 1

Setting up of a New Authority

- to promote governmental policies that favour the
development of Malta as a hub for new and innovative
technologies, including their adoption in public
administration by the Government technology hub.

- to promote innovation in the design, implementation, and
utilisation of new technologies.

- to foster innovation through the creation of a successful
ecosystem based on the utilisation of cutting edge
technology in useful business cases and the adherence to
best implementation practices.



STEP 1

Setting up of a New Authority

- to protect the reputation of Malta taking into account

Malta’s international commitments and to collaborate
with other states and international organisations in
implementing the best standards in the sector.

- to act as a consultative body on this area for other
National Competent Authorities.



Different type of DLT Platforms

- Private DLT Platform

- Designed for private consumption

- Example - A Financial Institution creates a DLT platform
for employee records (Payroll)

- Private DLT Platforms that are designed for consumption
by regulated Entities

« Banks, Insurance Companies, Investment Firms, Gaming
Companies, Telecoms

- Example - A Financial Institution creates a DLT Platform
to be utilised by its Clients

« Public DLT Platforms

- Platforms that share a consensus mechanisim between
its nodes

« Example - Ethereum, Bitcoin



STEP 2

Framework applicable to
Technology Arrangements and
Technology Service Providers

« It is proposed that the TAS Bill will initially capture DLT
Platforms and related smart contracts only;

« In the future, the definition of Technology Arrangements
can be extended to include other platforms and
arrangements such as Al and I0T;

- Certification will be on a voluntary basis;
« 2 key connecting factors:

- connecting factor 1: Administrator
- connecting factor 2: Auditor

18.



STEP 3

Proposed Framework applicable
to ICOs and the provision of
certain services in relation to VCs

« The MFSA is proposing that the ‘Financial Instruments Test’
would be applicable to issuers and/or persons offering ICOs,
conducted in or from Malta, to determine whether such
activity is encompassed under the existing legislative and
regulatory framework, which inter alia includes MIFID and
the Prospectus Directive.

» Aim of the proposed VC Bill shall be to create a framework in
the field of ICOs as well as a regulatory framework
application to service providers offering certain services in
- relation to VCs falling outside the scope of the current
legislative and regulatory regime, when such activity is
- carried out in or from Malta.

19.
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Use cases and
potential applications

» Cross-border payments: for example in the Oil and gas
industry where large volumes are sold. Transactions can
be done through a DLT;

» Music Industry: Transactions occur across a peer-to-peer
network, and are computed, verified and recorded using
an automated consensus method, eliminating the need
for an intermediator or third party to manage or control
information;

+ Smart Contracts: \When the criteria of the contract are
fulfilled, ownership or payment will be automatically
transferred; Example in Notary Deeds.

22.



Use cases and
potential applications

+» Supply Chain Management: Utilizing blockchain technology
to record and manage the movement of goods and related
invoices will significantly mitigate the risk of errors and the
opportunity to alter invoice values or recipients; It perfectly
compliment the supply-chain allowing the tracing of
products to its source.

» Funding: ICO are a new fundraising mechanism. It's
somewhat similar to an Initial Public Offering (IPO) in which
investors purchase shares of a company.

23.



Vision and Plan

» Malta plans to lead in this area by being proactive, open

to business, attracting entrepreneurs and investors from
all over the world.

» We are transforming Malta into an international hub for
digital technology innovation.

= This is the first step towards executing the Maltese
Government’s plan to be a trailblazer in digital
innovation, fostering innovation, and establishing world
class regulatory procedures to protect end users

24.
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Practical Application 1:
Certification of a DLT Platform

System Auditor

System Auditor to
provide assurance to
MDIA on the quality
and characteristics of
the technology
arrangement

Technology
Arrangement

/
£
£
!

Administrator oO—“4—Pp0
_ < Technology
il Arrangement
certified
by MDIA

-

p—0O

Administrator of a
Technology
Arrangement to seek
registration with MDIA



Practical Application 2:
Approval of an ICO

Creation of o

Wallets,/Smart Contract —

Assessment
of development

Existing Platform
[Ex. Ethereum Platform)
Tssuer may

appoint a
developer to
undertake the IT
dewelopment
relating to the
deployment of
the ICO
O o o Systems Auditor
Issuer required to appeint a
systems suditor to undertake &
review and assessment of the
IT development undertaken by

Issuer of ICO the develaper

System Auditor to
provide assurance
to MFSA on the IT
dovelopmant
undertaken by the
issuer of ICO relating to
the deployment of the ICO.

Paper
white Paper of ICO OO0

Offer subject to approval
by MFSA in terms of proposed WC Bill




29.



_|A

ADER IN
REGULATION

The Future of

Technological Innovation
within a Regulated Framework:
A Maltese Perspective

Hon. Silvio Schembri
Presentation to Media (27th February 2018)

§ applications §

| STAGES
i LEADING TO |}
|| CONSULTATION ||
L. DOCUMENT

|| Use casesand '}
| potential
| applications




