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1. Legislative context and objectives

Like its predecessors?, the Blockchain 4 Law emerges from the need to create a comprehensive (yet
not overly complex) legal framework, while making as few changes as possible to the existing rules.
The primary objective being to create an environment where DLT-based use-cases can flourish while
ensuring compliance with existing legal and regulatory standards. By doing so, Luxembourg seeks to
further enhance its attractiveness as a digital assets hub, in turn boosting its financial sector.

2. Key provisions and innovations
What is it?

The law provides for full legal certainty and a simplified regime for the issuance, and recording and
transfer of ownership of dematerialised debt and equity securities using DLT, underpinned by a new
concept of “Control Agent”.

1 Law of 20 December 2024 notably amending the law of 6 April 2013 on dematerialised securities and the law of 5 April 1993
on the financial sector.

2 Law of 1 March 2019 - “Blockchain 1 Law”, Law of 22 January 2021 — “Blockchain 2 Law”, and Law of 15 March 2023 —
“Blockchain 3 Law”.



New Control Agent concept

The Blockchain 4 Law introduces the role of “Control Agent”, which is the central pillar of the new
regime, eliminating past inefficiencies and further simplifying the issuance of tokenised debt and
equity securities. The role of the Control Agent is threefold: (i) maintaining the issuance account of
the tokenised securities, (ii) overseeing the custody chain of the tokenised securities, and (iii)
ensuring reconciliation between the DLT-based issuance account and securities accounts.

Why does this matter?

> Previously, the issuance of certain tokenised securities (notably tokenised dematerialised
fund shares/units) required a Luxembourg central account keeper or settlement organisation.
These are highly regulated entities and the number of entities currently holding such
authorisation is extremely limited. The scope of entities which can act as Control Agent is
much wider and includes credit institutions/banks, investment firms, and settlement
organisations. More importantly, duly passported EU credit institutions and investment firms
can also become Control Agents, which significantly increases the pool of service providers
which can support an issuance of tokenised dematerialised securities. This, in turn, removes
a significant obstacle under the previous regime and is likely to spark innovation.

> The previous regime required a second custody layer: Custodians not only had to maintain
their own customers’ custody accounts, but also needed a custody account maintained with
the keeper of the issuance account. This second custody layer falls away under the new
regime, significantly streamlining the operating structure, thereby reducing costs.

> The possibility of combining the statuses of Control Agent and investment firm or credit
institution opens the door to one single entity in charge of the distributed ledger supporting
the issuance, the custody, the transfer of ownership, as well as potentially® the trading and
settlement of the securities. This could significantly foster innovation and streamline existing
processes, including fund distribution models.

How to act as Control Agent?

To act as Control Agent, the applicant must notify the Luxembourg financial sector regulator (the
“CSSF”) at least two months before commencing its activities.

The Blockchain 4 Law contains only limited requirements for the Control Agent, notably that it must
have a robust internal governance framework, effective risk management processes, adequate
internal control mechanisms, as well as IT systems and control and security mechanisms adapted to
the tasks of the Control Agent. The law also requires at least one of the persons responsible for
managing the Control Agent to possess appropriate professional experience.

Given their regulatory status as credit institution, investment firm, or settlement organisation, we
would not expect the regulatory uplift to be significant. We would expect the CSSF to publish further
details on the notification process and the information to be provided, in due course.

Keep an eye out for further Linklaters publications as additional details emerge on the CSSF
notification process.

3. Food for thought

> The new legal framework applies to securities issued in dematerialised form only. It remains
to be seen whether a new trend towards dematerialised securities will emerge within the

3 Leveraging the EU DLT pilot regime.



investment fund industry, where securities in registered form (hence not subject to the new
regime) remain the norm.

> |tremains to be seen how the new regime will interact with the UCI administrator regime under
CSSF Circular 22/811, notably in respect of the registrar function for investment funds.

> After several high-profile issuances of tokenised bonds, notably by the EIB, and some
issuances of tokenised fund shares/units, Luxembourg seems ideally placed to lead the trend
towards tokenised securities. The current retailisation trend in the alternative investment funds
sector would notably benefit from the inherent advantages of DLT-based investment funds.

4. The new framework at a glance
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5. How we can help

At Linklaters, we are committed to providing you with the expertise needed to navigate these legal
changes and opportunities effectively. Our specialists are equipped to help you understand the
technicalities of the new legal regime and strategically explore the opportunities presented by the
new law. This can be as broad as:

> Structuring new or amending existing investment funds to provide for the possibility of issuing
tokenised fund shares/units.

> Drafting or amending prospectuses of debt or equity securities (including bonds and
investment fund shares/units) to cater for DLT-specific features and risk factors.

> Assisting you with the CSSF noatification process in view of acting as Control Agent, as well
as related regulatory challenges.

> Assistance with digital distribution set-ups and legal aspects of smart contracts.

> Reviewing agreements with asset managers, custodians, and technology or other service
providers governing the issuance of tokenised securities.

4 Efficiency gains, greater speed and improved settlement, reduced costs and cheaper fractionalisation.
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