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Executive Summary

Across the global regulatory landscape, there is a dominant and problematic
trend toward applyinglegacy, financial-institution-centric logicto the
technologically diverse and decentralized digital asset ecosystem, with potential
repercussions for the real-world assets they represent. This approach often results
in a regulatory framework that is fundamentally characterized by definitional
overreach, operational impracticality, and conceptual misclassification.

This generalized application is inadequate because it conflates technological
representation with financial reclassification, implicitly treating virtually all digital
assets and protocols as reportable financial instruments. To ensure regulatory
integrity without undermining innovation, this universalist trend must be
abandoned in favor of functional differentiation and proportionate compliance.

1. Definitional Overreach: The Conflation of
Technology and Finance

The primary failing of the current digital asset regulation is the use of sweeping
definitions that capture every digital representation of value secured by a
distributed ledger. This broad scope fails to account for the functional diversity
inherent in digital systems. It also fails to account for the diversity of underlying
real-world assets and their own regulations.

The root of this problem can be traced to the regulatory approach of ‘same
activity, same regulatory outcome,” which, while conceptually sound in traditional
markets, fails to account for the spread of activities in decentralized business
models that are not found in conventional centralized financial business models.
By applying an undifferentiated approach, regulators risk collapsing distinct
activities into a single financial taxonomy, thereby mischaracterizing the nature of
the underlying activity.

To start with, the core conceptual error is the principle of imposing financial
regulation or taxation on as many digital assets as possible, which is equivalent to
declaring "everything is a financial asset,"regardless of its actual purpose or
economic function. A typical example would be real estate, specifically fractional
NFTs applied to real estate. Nowadays, without tokenization, a group of people
can decide to jointly buy an apartment, maintain it, and rent it out. Each party to
this contract will bear its proportional responsibility and cost, and share its
proportional benefit, under a private contractual agreement. The contractual
agreement between the buyers does not transform the nature of the assets. It
remains real estate and will be taxed as real estate. If a party wants out of the
contract, it can always sell its share to a third party. What will be sold is a part of a
real estate asset. Not a financial product. The taxation of this product will be the
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same as that applicable to Real Estate assets. The legal obligation of this sale will
be the one applicable to real estate assets. Expand this example to a real estate
agent who organizes a business model around these contractual arrangements.
Does he, in the real-world assets, become a regulated market?

To follow, digital assets are not monolithic. Tokens designed for network
participation, access, or voting on protocol parameters (utility and governance
tokens) serve as digital infrastructure, not financial claims or revenue and profit
expectations. Applying financial reporting rules to these assets introduces friction
and erodes the foundational principles of decentralization. If said tokens generate
revenues, taxation could be used. The question then arises on the type of taxation
to apply. In the example of governance, taxation of governance functions should
be applied, not taxation of financial revenues.

Finally, INATBA strongly advocates that tokenization is merely a technological
process for digital representation and, consequently, is not a legal reclassification
of the wunderlying asset.Tokenized Real-World Assets (RWAs), such as
commodities or infrastructure usage rights, represent property interests, rather
than financial securities. Uniformly applying financial reporting obligations to
these assets creates duplicative and inappropriate burdens and risks deterring
technology adoption.

This conceptual misclassification creates uncertainty and undermines alignment
with established legal taxonomies, posing a risk of overlapping reporting
and double taxation. This uncertainty slows the development of technology-based
activities.

2. Operational Reality of Decentralized Ecosystems

Regulatory architectures are typically built on the traditional model of a
centralized Reporting Financial Institution. This model makes the requirements
for due diligence, customer identification, and transaction-level data
exchange technically infeasible for many new market participants, particularly
small and medium-sized ones.

The generalized attempt to include a vast scope of entities, often referred to
as Service Providers, is inadequate because it ignores the technical limitations of
decentralized systems.

Sufficiently decentralized protocols are autonomous codebases, not corporations
or financial intermediaries.In these systems,no single entity controls user
onboarding or transaction validation. Imposing due diligence and reporting on
such systems effectively seeks to regulate software as a centralised financial
institution, which is conceptually misplaced and violates the principle of
technology neutrality. Applying the notion of controls to a protocol can raise
unusual questions. Is the group of developers exercising control, or is a market
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maker, or a few of them, exercising control? If a participant's activity exceeds a
specific threshold, does he have control over the protocol? If so, is being very
active in a market potentially negatively influencing an actor's business model
and, de facto, jeopardizing the growth of protocols?

Mandating compliance from entities thatcannot legally, economically, or
technically comply (e.g., decentralized autonomous organizations or
non-custodial software providers) pushes innovation toward unregulated or
extra-jurisdictional domains. This push significantly expands the potential for
circumventing compliance constraints. Initial experiences with cryptocurrency
assets have already been exploited for criminal activities in unregulated markets.
Uncertainty and excessive reporting costs will, contra-intuitively, undermine the
control of the activity.

Further to the cost of reporting, some proposals also use unclear concepts to set
reporting thresholds. As an example, the idea of “professionality” is at best vague
and at the very least hazardous. It leads to different interpretations and, therefore,
uncertainty.

3. Recommendations for Regulatory Modernization

To ensure effective regulation that supports both market integrity and innovation,
the overall regulatory trend must be recalibrated toward a more informed and
nuanced model.

Ideally, the definition of "digital asset" could be refined based on purpose and
economic function. Regulation should adopt afunctional classification testto
clearly separate tokens representing financial instruments from those
representing property rights, claims, access rights, or governance rights.

A risk-based approach is necessary, with scaling obligations based on an entity's
size, adequate controls, and risk profile. Policymakers must explicitly recognize
that decentralized systems lack intermediaries capable of performing due
diligence and, therefore, develop alternatives, such as decentralized compliance
models. Collaboration with actors already performing these obligations is most
likely the most straightforward way to an all-encompassing implementation. We
recommend that regulatory obligations be calibrated to the actual degree of
control an actor can exercise over a network’s operations, rather than triggered by
mere participation. Treating all participants as equivalent intermediaries ignores
the architectural realities of decentralized systems and imposes disproportionate
burdens on actors with no meaningful influence. A proportionate framework
should clearly distinguish among actors with demonstrable control, limited
influence, or none at all, using measurable, technology-specific criteria.
Embedding this control-based proportionality will improve supervisory accuracy
while preserving the integrity of decentralized ecosystems.
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Control can come from three primary sources:

1) The economic source that arises either from the holding of the capital of
the protocol, or material influence in the provision of tokens, and/or the
evolution of the price of said tokens.

2) The governance right is attached to specific tokens.
3) Access rights that allow the modification of key elements of the protocol.

New regulations must be coordinated with existing frameworks (such as the CRS
and EU directives) to eliminate duplication, conflicting requirements, and data
fragmentation. This requires developing asingle technical standard for digital
asset reporting that supports interoperability.

Explicit guidance is necessary to clarify that tokenization does not automatically
render an underlying asset into a "security" or a "financial product," ensuring
reporting rules are based on the legal nature of the underlying asset.

The attempt to force all token types and decentralized platforms into the mold of
traditional financial products must be abandoned, purely and simply. The path to
genuine transparency requires frameworks that aretechnically informed,
risk-based, and proportionate.

We welcome input and collaboration from interested stakeholders. To share
comments or explore cooperation opportunities, please reach out to
finance-wg-cochair@inatba.org.



mailto:finance-wg-cochair@inatba.org

Contact details
Website inatba.org

Contact contact@inatba.org

Join INATBA membership@inatba.org




	Executive Summary 
	1.​Definitional Overreach: The Conflation of Technology and Finance 
	2.​Operational Reality of Decentralized Ecosystems 
	3.​Recommendations for Regulatory Modernization 

