Europe's Crypto Rulebook: A Briefing on the EU’s Digital-Asset Regulatory
Architecture

Executive Summary

The European Union has established an integrated regulatory framework for crypto-assets,
shifting from a landscape of fragmented national oversight to a unified, harmonized market.
Centered on the Markets in Crypto-Assets (MiCA) regulation, this architecture connects
regulatory authorization, consumer protection, market surveillance, and financial crime
accountability.Critical takeaways include:

e A Connected Architecture: MiCA is the cornerstone, but comprehensive compliance
requires integrating the Transfer of Funds Regulation (TFR) for traceability, DORA
for operational resilience, and DAC8 for tax transparency.

e The CASP Regime: From December 2024, Crypto-Asset Service Providers (CASPs)
must be authorized to operate in the EU. A "passporting" feature allows authorized firms
to provide services across all member states.

e The Travel Rule: Crypto transfers must now be accompanied by originator and
beneficiary data, removing minimum transaction thresholds and requiring verification for
self-hosted wallet transfers exceeding €1,000.

e Supervisory Shift: The focus has moved from legislative design to active enforcement
and the quality of supervisory decisions.

e Strategic Challenge: Financial crime teams must now bridge the gap between
traditional identity (KYC) and on-chain behavior (blockchain analytics) within a single
defensible control environment.

The Integrated Regulatory Framework

While MiCA is often cited as the EU's primary crypto law, it is part of a broader, connected
regulatory architecture. Financial institutions must navigate several intersecting frameworks to
achieve full compliance.

Components of the EU Crypto Architecture

Regulation,Primary Focus,Key Requirements

MiCA,Market Framework,"Authorizations, governance, stablecoin oversight, and market abuse
controls."

Recast TFR,Traceability,"The ""Travel Rule""; transmission of identity data with crypto transfers."
AML Framework,Financial Crime,"Customer due diligence (CDD), beneficial ownership, and
suspicious activity reporting."

DORA,Operational Resilience,"ICT risk management, incident reporting, and testing for financial
entities."

DACS8,Tax Transparency,Automatic exchange of information regarding crypto transactions.



MiCA: Authorization and Market Access

MiCA creates a harmonized framework for crypto-asset issuers and service providers. It
distinguishes between crypto-assets already governed by existing securities legislation and
those falling under the new perimeter.

Scope and Exclusions

e Regulated Services: Includes custody, trading platform operation, exchanging crypto
for funds, order execution, and portfolio management.

e Bitcoin: While Bitcoin has no central issuer to regulate, the businesses providing
services involving Bitcoin (exchanges, custodians) are directly subject to the CASP
regime.

e Exclusions: Assets qualifying as financial instruments remain under existing securities
laws. Genuinely unique and non-fungible assets (NFTs) may fall outside the scope,
though substance takes priority over marketing labels.

The Authorization "Passport"

Authorized CASPs benefit from the freedom to provide services across the EU without
establishing a separate physical presence in every member state.

e Requirements: Applicants must provide details on ownership, governance, technology,
and prudential safeguards (minimum capital ranging from €50,000 to €150,000).

e Third-Country Firms: Non-EU providers face a narrow path to the market; the
"reverse-solicitation" exemption cannot be used as a loophole through promotion or
influencers.

e Counterparty Risk: Authorization is not a guarantee of quality. Institutions must identify
the specific legal entity providing a service rather than relying on a brand name.

Stablecoin Oversight

MiCA introduces stringent rules for stablecoins, categorized into two types:
1. E-money Tokens (EMT): Reference a single official currency.
2. Asset-referenced Tokens (ART): Reference other values, assets, or multiple
currencies.Key Scrutiny Measures:
e Reserve Management: Issuers must maintain liquid reserves capable of supporting
redemptions.
e Interest Prohibition: Issuers cannot grant interest, preventing stablecoins from acting
as "deposit-like" products outside the banking framework.
e Significant Tokens: Tokens deemed "significant" fall under the direct supervision of the
European Banking Authority (EBA).

Financial Crime and Transaction Traceability

The EU has integrated crypto-assets into its anti-money laundering (AML) and "Travel Rule"
frameworks, emphasizing the connection between digital addresses and real-world identities.



The Travel Rule (TFR)

CASPs must collect and transmit originator and beneficiary information for every transfer,
regardless of the amount.

e Self-Hosted Wallets: While not prohibited, transfers to/from self-hosted wallets
exceeding €1,000 require the CASP to verify that the customer owns or controls the
address.

e Implementation Challenges: Blockchain settlement and identity data transmission are
technically separate, requiring interoperable messaging solutions and robust
counterparty due diligence.

AML Obligations

CASPs are now "obliged entities" under the EU AML framework.
e Risk Factors: Firms must consider product anonymity, use of privacy-enhancing
technologies (mixers), and geographic exposure.
e On-Chain vs. Off-Chain: Effective compliance requires "entity resolution"—connecting
KYC data with wallet ownership and behavioral monitoring on the blockchain.

Market Integrity and Operational Resilience

Market Abuse Regime

MiCA introduces controls for insider dealing and market manipulation. Trading platforms must
implement systems to detect coordinated wallet activity and cross-platform manipulation.
Traditional securities surveillance must be adapted for crypto’s continuous trading and
on-chain/off-chain interactions.

DORA (Digital Operational Resilience Act)

Operational resilience is now inextricably linked to financial crime prevention.
e ICT Risk: Authorized CASPs must manage ICT risks and report major incidents as of
January 2025.
e Theft Prevention: Strong ICT controls are necessary to prevent private-key
compromises and outages that could facilitate theft or sanctions evasion.

The Evolution of Tax Transparency (DACS8)

Beginning January 1, 2026, DAC8 extends automatic information exchange to crypto-assets.
Reporting providers must identify users and report transaction data to national tax authorities to
reduce the opacity previously associated with off-shore or non-conventional holdings.

Strategic Implementation: The Resilient Control Stack

For financial institutions, a defensible control environment should be built in six integrated
layers:
1.  Perimeter Analysis: Determining the legal classification of every token and service.
2.  Counterparty Verification: Confirming the authorization status and specific legal entity
of every partner.



3. Integrated Intelligence: Connecting KYC data with wallet ownership, blockchain
exposure, and source of funds.

4. Travel Rule Governance: Ensuring reliable identity data transmission and handling
incomplete information.

5.  Market Surveillance: Monitoring for coordinated manipulation, "chain-hopping," and
layering activity.

6. Operational Resilience: Linking cybersecurity incidents (like key compromises) to AML
and fraud escalation processes.

Conclusion: Beyond Compliance

The European Union has established a comprehensive architecture, but its long-term success
depends on active supervision and institutional effectiveness . Financial crime leaders
must treat these regulations not as separate projects, but as a unified system where a single
transaction may simultaneously trigger MiCA, TFR, AML, and DACS8 requirements. The priority
has shifted from preparing for legislation to demonstrating that these controls can successfully
disrupt illicit finance in a rapidly evolving market.
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